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Introduction: Tadeusz Kowalik
and the Political Economy of
the 20th Century

Riccardo Bellofiore, Ewa Karwowski and Jan Toporowski

Tadeusz Kowalik (1926-2012) is best known as the editor of the two
great Polish political economists, Michat Kalecki (1899-1970) and Oskar
Lange (1904-1965), an advisor to the Polish trades union movement
Solidarity during the 1980s, when it played a key part in bringing down
the Communist Government in Poland, and subsequently a fierce critic
of the capitalism established in his country. In his work Kowalik chal-
lenged both the commonly accepted view of the ‘Keynesian Revolution’
and the inability of Polish communists to come to terms with their revo-
lutionary past and find a place for themselves in the modern world.

Tadeusz Kowalik was born on 19 November 1926 in the village of
Kajetan6éwka outside the city of Lublin in Eastern Poland, tradition-
ally the poorer, more backward part of the country. He completed his
undergraduate studies in law at Warsaw University with outstanding
results in 1951. Supervised by Oskar Lange, he studied for a doctorate in
Economics on the work of the Polish sociologist and economist Ludwik
Krzywicki; this was awarded to Kowalik in 1958. By then he was already
editor of the weekly newspaper Zycie Gospodarcze (Economic Life), where
he promoted reform of the over-centralised state economic system. He
lasted only two years in this position before being removed when the
ruling party started to close down the discussion on reform. However,
under the patronage of his supervisor he kept his position as Lecturer in
Political Economy at the social science university run for activists in the
ruling party, and commenced research for his post-doctoral degree, the
habilitacja.

During his first visit to the UK, in the early 1960s, Kowalik defended
a version of the then fashionable Convergence Thesis, that the
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2 Riccardo Bellofiore, Ewa Karwowski and Jan Toporowski

communist and the capitalist worlds were both gradually becoming
welfare technocracies tempered by democracy. In London, Kowalik met
Isaac Deutscher, the distinguished Marxist historian and member of the
pre-war Communist Party of Poland (KPP). The KPP had been disbanded
in 1938 and its leaders executed by Stalin.

In October 1965, Lange died. By then Kowalik was working with Kalecki
in criticising the economic policy failures of the government and distor-
tions in economic planning. He was also collaborating with the philos-
opher Leszek Kolakowski and the economist Wtodzimierz Brus, using
their party positions to protect dissidents within and outside the ruling
party. In the crackdown on Jews and ‘revisionists’ in 1968, Kowalik was
expelled from the Party. The meeting with Deutscher was put forward
as evidence of the ideological laxity that needed to be purged, despite
the formal rehabilitation of the KPP in 1956. However, Kowalik retained
his position at the Polish Academy of Sciences. Much of his output for
the next two decades appeared under the name of friendly associates
who were not subject to the ban on publication, most notably Edward
Lipifski, at that time the oldest and most distinguished Polish econo-
mist, who had given Kalecki his first job in 1929. After Kalecki’s death in
1970, Kowalik took on the additional responsibility of supervising the
editing by Jerzy Osiatyfiski of the Kalecki Collected Works.

From 1968, Tadeusz Kowalik was active in unofficial, dissident,
university discussions; wage austerity was reimposed in Poland after
1976, leading to a resumption of strikes. These culminated in the emer-
gence of the Solidarity trade union. In 1980 Kowalik travelled to Gdarisk
to assist the workers in their negotiations with the Polish government.
He wrote and edited prolifically in the underground press in support of
Solidarity and its principles of democratic syndicalism. Here he drew
on the political programmes and critiques of Soviet industrial organisa-
tion put forward in Poland in the 1920s and 1930s by non-Communist
Marxists, among them his mentor Oskar Lange. There were also the
themes of reformed socialism that Kowalik had been advocating since
the 1950s.

1 Revising Keynesian political economy

Tadeusz Kowalik’s political economy was inspired by his political activism.
He had been radicalised by the poverty he experienced in his youth and
the struggle against the Nazi occupation of Poland, becoming a member
of the Polish Workers’ Party in 1948. His economic ideas were formed
initially by Oskar Lange, who had encouraged Kowalik to read Marx and
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Introduction 3

take seriously all schools of thought in economics. Lange bequeathed
to Kowalik something of the characteristic Lange approach to Marxism,
according to which economics was losing its ideological character, and
‘bourgeois’ economics differed only in not being conscious of its socialist
potential. Kowalik therefore shared with Lange an openness and non-
dogmatic approach to economic analysis that made them both liked
and respected by economists of all persuasions.

But whereas Lange formed the style of Tadeusz Kowalik’s political
ideas, the originality of those ideas came from Kowalik’s collaboration
with Kalecki and his research on Rosa Luxemburg, which gave Kowalik
a radical new approach to the theory of Kalecki — and in turn caused
Kalecki himself to review his own work. After the death of John Maynard
Keynes in 1946, Joan Robinson advanced the view that Kalecki was the
‘more consistent’ Keynesian (Robinson, 1969). Among Marxists (with
certain notable exceptions, such as Maurice Dobb in Cambridge and
Paul Sweezy in the US) Kalecki came to be regarded as a ‘Left Keynesian’,
using essentially Keynesian ideas about the importance of fiscal policy
in maintaining a level of aggregate demand appropriate to full employ-
ment to argue for socialism (for example, King, 2002). Tadeusz Kowalik
was a key figure in challenging the framing of Kalecki within a Keynesian
theoretical and policy agenda.

In the early 1960s, Kowalik was asked to contribute a biographical
chapter to the festschrift that was to celebrate Kalecki’s 65th birthday in
1964 (Problems of Economic Dynamics, 1964). As part of his preparation
for this, Kowalik undertook a series of interviews with Kalecki about his
work and his ideas. It is now apparent that these interviews are more
than just a record of Kalecki’s key publications and his discussions with
Keynes; Kowalik took Kalecki back to the debates among radical social-
ists in Poland during the 1920s and early 1930s, centred on the insta-
bility of capitalism, mass unemployment and economic depression. The
central ideas in these debates were those of the Austrian Marxist Rudolf
Hilferding, Rosa Luxemburg and the Russian Marxist Mikhail Tugan-
Baranowski. Following his interviews with Kowalik, Kalecki returned
to these authors and went on to publish a paper recording his under-
standing that Luxemburg and Tugan-Baranowski had both addressed
the key issue of aggregate demand in capitalism. However, aggregate
demand was not important in just the Keynesian sense that it directly
determined the levels of employment; in a capitalist economy the key
function of demand is that it is necessary to allow capitalists to realise
profits. It is in this context that the problem of aggregate demand is
found in Tugan-Baranowski and Rosa Luxemburg; according to Kalecki,
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4 Riccardo Bellofiore, Ewa Karwowski and Jan Toporowski

both had identified the effective constraint on capitalist development.
Their theories pointed to the key role of external markets (including
armaments) and the absurdity of an antagonistic system in which
employment and worker consumption depend on the production of
machines for the production of machines (or, worse, production as a
means of destruction), both so apparent in post-War US capitalism. But,
as Kowalik argued, Kalecki, together with Steindl, presented a more
convincing and comprehensive explanation of the failure of capitalism
to realise its dynamic prospectus.

Kowalik and Kalecki returned to these ideas after 1968, both of them
now disgraced following the anti-semitic, anti-revisionist purges of
that year. The outcome was their joint paper The ‘Crucial Reform’ in
capitalism, an attempt to make sense of the Keynesian Revolution in
economic policy within the framework of those early Marxist discus-
sions about whether free market capitalism could maintain full employ-
ment without resorting to fascism or war (Kalecki and Kowalik, 1971).
The paper was published in Italy just as workers’ strikes in Poland forced
a change of government, but without rehabilitating those who had
been purged in 1968. But by the time the paper came out, Kalecki was
dead. Kowalik retained his position in the Polish Academy of Sciences
as editor of the Lange Collected Works; the Academy had an autono-
mous position among Polish institutions dominated by the communist
authorities, and the Lange project was considered of national and inter-
national importance. In 1973 the project was expanded to include the
publication of a collected edition of Kalecki’s writings, under Kowalik’s
general supervision.

2 The political economy of Rosa Luxemburg

A rare exception to the ban on publishing under his own name was
made in 1971, when Tadeusz Kowalik’s book RézZa Luksemburg Teoria
Akumulacji i Imperializmu was published (Kowalik, 1971). This book is
Tadeusz Kowalik’s masterpiece. In it he tried to reconstruct the political
economy of the first half of the 20th century, a task that Karl Marx had
set out to achieve for mid-19th century political economy but never
completed.

To understand the true significance of Tadeusz Kowalik’s achievement,
it is necessary to understand the circumstances under which the book
arose and (as in Marx) the political economy of his time. The political
conditions that give significance to Tadeusz Kowalik’s political economy
started in 1938, with the dissolution by the Communist International of
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the Polish Communist Party, the KPP, on grounds that the Party had fallen
too much under the influence of Rosa Luxemburg and Leon Trotsky. In
1956 the KPP was formally rehabilitated, and in 1963 the first post-war
Polish edition of Rosa Luxemburg’s The Accumulation of Capital appeared
(Luxemburg, 1913a). In that same year, Tadeusz Kowalik completed
the post-doctoral thesis that was to become RdézZa Luksemburg Teoria
Akumulacji i Imperializmu. The starting point for Kowalik’s analysis was
the Russian Narodniks’ explanations as to why, in their view, capitalism
could not develop in Russia with the limited markets that the country
provided at the end of the 19th century. This led to Tugan-Baranowski'’s
response: his rejection of the underconsumptionist argument on the
grounds that capitalism could continue producing machines for the sake
of production, irrespective of the state of consumer demand. Almost
by stealth, Tugan-Baranowski became a central and deeply ambiguous
figure in 20th-century political economy. This was not for his solution
of an abstract problem of capitalist accumulation, but for his study of
English banking crises (Tugan-Baranowski, 1905). Despite the fact that
his work was never translated into English, Tugan-Baranowski’s study
became a key text on the business cycle and was an important influence
on British exponents of the monetary business cycle, among them John
Maynard Keynes and Dennis Robertson.!

Tadeusz Kowalik thus found the roots of 20th-century political eco-
nomy in Marx’s critique of Say’s law and his argument, in Volumes II and
III of Capital, that capitalist reproduction or growth cannot take place in
a way that is stable or crisis-free. The question of external markets then
opens the door for Keynesian political economy, constructed around
demand deficiency and the state as an external market. For Tadeusz
Kowalik, the central figure through whose work all these very different
writers are connected is Michal Kalecki. In his Essays in the Theory of
Economic Fluctuations, published on the eve of the Second World War,
Kalecki had expressed the connection as follows: Rosa Luxemburg’s
‘theory cannot be accepted as a whole, but the necessity of covering
the “gap of saving” by home investment or exports was outlined by
her perhaps more clearly than anywhere else before the publication of
Mr. Keynes’s General Theory’ (Kalecki, 1939b: p. 46; Osiatyfiski, 1990:
p. 446). Inspired by his discussions with Tadeusz Kowalik, Kalecki was
to develop this point further in his 1967 paper on Rosa Luxemburg and
Tugan-Baranowski. Kowalik worked with Kalecki on his last paper on the
‘Crucial Reform’ of capitalism, which sets the ‘Keynesian Revolution’
in the context of those debates around capitalist reproduction (Kalecki,
1967; Kalecki and Kowalik, 1971). The ‘revolution’ in policy was the
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6 Riccardo Bellofiore, Ewa Karwowski and Jan Toporowski

more effective use of government expenditure as a means of assisting in
the realisation of capitalists’ surplus.

Kalecki’s pioneering work in 20th-century macroeconomics was there-
fore a recurrent theme in Tadeusz Kowalik’s ideas, and he considered
Kalecki’s business cycle theory as the medium through which Keynesian
ideas are linked to those late-19th-century debates on capitalist repro-
duction. This theme recurs from the Kalecki biographical essay through
to Kowalik’s last essays on Rosa Luxemburg (Kowalik, 1964a, 2009).2

Shortly after publication of his book on Rosa Luxemburg, in two
very long entries published only in Italian in the Enciclopedia Einaudi
(‘Capitale’, Capital and ‘Crisi’, Crisis), which in fact form a book together,
Kowalik proposed his own broader perspective on capitalism and its
development through structural crises. In ‘Capitale’ he connected the
notion of capital to that of socio-economic formation, showing how
primary accumulation and the formation of the (national and world)
market produced capitalist social relations, thanks to the hegemony that
bourgeoisie exercised by various means, including State intervention.
The key authors addressed by Kowalik were Marx (stressing the role of
alienation in his thought) and Max Weber. The notion that capitalism
is a system of rational economic calculation by firms’ management is,
in Kowalik’s view, reductive. It is discredited by the ubiquitous waste in
contemporary capitalism, but also by the systematic recurrence of crises.
His conclusion, drawn from Kalecki and Lange, is similar to that drawn
by the Monthly Review, partially from Kalecki, but also from Thorstein
Veblen.

In the entry ‘Crisi’ the discourse is put forward on a larger scale
than that of Kowalik’s book on Luxemburg, though the key reference
(together with Schumpeter) is once again Kalecki. After an historic
survey of the (exogenous) crises affecting economies and societies
before capitalism, and of the (endogenous) periodic alternation of pros-
perity and depression in capitalism, he confronted the contradictions
and limitations of Keynes and the Keynesian tradition. Business cycles
and crises were primarily due to the dual and ambiguous role of invest-
ment (the least stable component of effective demand and, along with
capitalist consumption, the main autonomous component). Investment
is also an activity that adds to productive capacity and must therefore
look for ever-expanding markets. A contributing factor to instability is
the time discrepancy between the manifestation of the crisis and the
delayed effects of the decisions taken to overcome it. The solution to the
effective demand problem cannot but lead to the cycle, and the cycle to
periodic structural crises.

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa

Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



Introduction 7

In this outlook, neomercantilist export-led growth and Keynesian
economic policies are insufficient, and it is understandable why they
have led to paradoxical results. The expansion of foreign trade shifted
the crises to underdeveloped countries, while deficit spending mate-
rialised in armaments and militarism. The key reason for the difficul-
ties, however, has to do with the same nature of capitalism, that is with
the intrinsic instability of a system driven by capitalists’ investment
demand: so much so that capitalist crises cannot be overcome without
overcoming capitalism. Full employment can only be temporary,
and is regularly reversed. In this way, Kowalik took Kalecki out of left
Keynesianism, and located his work firmly within an original develop-
ment of the Marxian tradition.

3 Volumes in honour of Tadeusz Kowalik

The eighth and final volume of the Lange Collected Works was published
in 1986. But then in 1990, a further two volumes were published,
containing selected papers that had been previously edited for political
reasons (Hagemejer and Kowalik, 1986). The Lange Works, along with his
collaboration with Kalecki and his studies of Rosa Luxemburg, remain
Kowalik’s most monumental achievement. At the time of his death,
Kowalik was working on an edition of Lange’s voluminous correspond-
ence and an intellectual biography of Lange. Kowalik’s last book, From
Solidarity to Sellout: The Restoration of Capitalism in Poland, was published
by New York’s Monthly Review Press only days before he died.

In 2010 Tadeusz Kowalik was approached with a proposal for a fest-
schrift in his honour. His response was, characteristically, to decline the
honour with thanks under the pretext that ‘this is not my style’. He
requested instead a volume commemorating the thinkers who had so
influenced him: Rosa Luxemburg, Oskar Lange and Michat Kalecki. We
have been overwhelmed by the generosity of the response to our invita-
tion to contribute. One volume has grown to two full volumes, reflecting
the very rich intellectual legacy that Tadeusz Kowalik had inherited from
his teachers, and to which he himself contributed.

The chapters in the volumes fall more or less naturally into two
categories. The first consists of chapters that examine the ideas of
Luxemburg, Lange and Kalecki as they developed them. Key themes
in this group of chapters are the theories of Kalecki and Luxemburg
as developing the schemes of reproduction that appear in Volume II
of Marx’s Capital (chapters by G.C. Harcourt and Peter Kriesler, Noemi
Levy-Orlik, Gabriele Pastrello, Riccardo Bellofiore, John Bellamy Foster
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and Andrew Trigg), Marxian political economy and the methodology
of Oskar Lange (Roberto Lampa, Paul Zarembka and Meghnad Desai),
the political economy of developing countries (Marcin Kula), and the
relationship between the ideas of Lange and Kalecki and the dominating
figure of 20th-century macroeconomics, John Maynard Keynes (Jo
Michell and Jan Toporowski). The second group of chapters brings the
ideas of Luxemburg, Lange and Kalecki up to date by examining how
those ideas illuminate the financial crisis of the 21st century (chapters
by Paul Auerbach and Dimitris Sotiropoulos, Edwin Le Heron, Malcolm
Sawyer, Kazimierz Laski and Leon Podkaminer, Alberto Chilosi, Janusz
Tomidajewicz and Pat Devine), and how that crisis illuminates those
ideas (John King, Gary Dymski, D. Mario Nuti, Alessandro Vercelli, Ewa
Karwowski, Paul Mattick and Marc Lavoie).

In sum these chapters cover the political economy of Tadeusz Kowalik,
whose purpose was not to interpret the world but to change it with an
honest, unsentimental understanding of capitalism and socialism that is
shared by the authors and the editors.

Ewa Karwowski, Riccardo Bellofiore and Jan Toporowski

We are grateful to Tadeusz Kowalik for his generous discussion of his
scholarship and ideas with us. We thank Alessandro Roncaglia, Julio
Lopez, John Bellamy Foster, Hanna Szymborska, Kazimierz Laski, Geoff
Harcourt, John King, Mario Nuti, Leon Podkaminer and Tracy Mott for
comments on earlier drafts of this Introduction.

Notes

1. Ifind myself in strong sympathy with the school of writers — Tugan-Baranovski,
Hull, Spiethoff and Schumpeter — of which Tugan-Baranovski was the first and
the most original (Keynes, 1971: pp. 89-90).

2. Some idea of the influence of Michat Kalecki on Tadeusz Kowalik’s thinking
about Rosa Luxemburg is provided by the paper which Kowalik contributed
to the Kalecki festschrift, entitled R. Luxemburg’s Theory of Accumulation and
Imperialism (An Attempted Interpretation). Kowalik refers to this paper in this
book as containing the essential conclusions of his habilitacja thesis (see note
14 at the end of the Introduction). But in the earlier paper, Kowalik merely
states that Kalecki had resolved the problems in Rosa Luxemburg’s analysis, and
the paper itself makes much more of Oskar Lange’s criticisms of Luxemburg’s
theory. By the time Kowalik’s book came out in 1971, Kalecki had been given a
much more central role as the link between the Marxian political economy of
Luxemburg, Tugan-Baranowski, Hilferding and so on, and mid-20th-century
Keynesian political economy; and Lange himself is reduced to expressing his
view that realisation problems are purely monetary phenomena (see note 99
at the end of ch. 4 of Kowalik, 1971).
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1

Michat Kalecki and Rosa
Luxemburg on Marx’s Schemes
of Reproduction: Two Incisive
Interpreters of Capitalism

G.C. Harcourt and Peter Kriesler

1.1 Introduction

In addition to his own contributions to economic thought, Tadeusz
Kowalik has added substantially to our knowledge of three great Polish
economists, Rosa Luxemburg, Oskar Lange and Michal Kalecki. He
edited collections of their works and has contributed to our under-
standing of their contemporary relevance. He co-authored with Kalecki
a sequel to the latter’s fundamental contribution to political economy,
‘Political aspects of full employment’ (Kalecki, 1943a), considering the
question of whether a crucial reform had occurred in capitalist econo-
mies to allow full employment to be maintainable (Kalecki and Kowalik,
1971). Kowalik was joint editor of the Polish editions of the collected
works of both Oskar Lange and (with Jerzy Osiatyfiski) Kalecki, as well as
editing a new edition of Rosa Luxemburg’s The Accumulation of Capital.
In addition, he has written extensively on the writings of Kalecki and
Luxemburg, arguing that ‘Michat Kalecki’s theory is the best theoretical
continuation and solution to the main problems that Rosa Luxemburg
wanted to solve in her magnus opum’ [sic] (Kowalik, 2009: p. 102).

Because of his fine scholarship, we deemed it most appropriate for us
to reconsider the contributions of Kalecki and Luxemburg to our under-
standing of modern capitalist economies.

In particular, it is appropriate to concentrate on Rosa Luxemburg’s
The Accumulation of Capital (1913a), which is her magnum opus. Both
Joan Robinson (1951) and Kowalik (2003) have written important
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10 G. C. Harcourt and Peter Kriesler

introductions to its English translation. Kalecki wrote about its contribu-
tions and limitations in an analysis of how capitalism might be expected
to develop, comparing her conjectures with those of Tugan-Baranowski
(see Kalecki, 1967: pp. 451-458). Luxemburg’s book was an important
milestone in Joan Robinson’s development of her own magnum opus
of the same title, Joan Robinson (1951). As we have argued elsewhere
(Harcourt and Kriesler, 2011; Harcourt and Kerr, 2009), Kalecki was the
major influence on the structure of the analysis in her Accumulation of
Capital.

1.2

The starting point for all these authors was their understanding of Marx’s
schemes of production and reproduction in an analysis of the laws of
motion of the capitalist mode of production. Kowalik gives an excellent
summary of the analytical similarities of the two:

As far as theory is concerned, both R.L. and M.K. took from Marx the
very notion of capital, and the conviction that the capitalist system
polarized society by two antagonistic classes: the capitalists and the
workers. Both were interested more in the dynamics of capitalism
than in static theory of value and price [...] both used the Marxian
reproduction schemata to search for the limits of capitalist accumula-
tion. Using more modern words, they treated capitalism as a system,
limited by effective demand, sharply distinguishing the production of
commodities from their realization. Of course, both rejected so-called
Say’s law. Both treated rivalry and instability as permanent features of
capitalism. (Kowalik, 2009: p. 111)

However, there also are important points of difference. Both Kalecki and
Joan Robinson recognised, as Luxemburg and Tugan-Baranowski seem
not to have, the true purpose of the schemes.! Luxemburg and Tugan-
Baranowski made the same mistake as have many latter-day main-
stream economists and many Marxist scholars,? in that they interpret
the schemes as forerunners of steady-state growth models which never-
theless constitute descriptive analysis of the development of capital-
ism.3 Joan Robinson’s Golden Ages were never so intended; in contrast,
Nicholas Kaldor’s growth models of the 1950s and 1960s were; see, for
example, Kaldor (1955, 1959) and Kaldor and Mirrlees (1962). Robert
Solow (1956) and Trevor Swan (1956) were providing their solutions to
problems thrown up by Harrod’s seminal article (1939) and book (1948)
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Michat Kalecki and Rosa Luxemburg on Marx’s Schemes of Reproduction 11

in explicitly highly abstract theoretical contexts, but their many surro-
gates proceeded as if they had also provided descriptive analyses.

As Sardoni shows conclusively, and as Joan Robinson and Kalecki had
recognised, this was not Marx’s purpose. Rather, he was attempting to
set out the conditions that had to be satisfied in order that, as we would
say now, aggregate demand and aggregate supply and their composi-
tions as created in the three Departments would all match up, that is, be
purchased. Marx’s purpose was to show how unlikely it was that indi-
vidual capitalist decision makers left to themselves could collectively
bring about these two sets of matches; and if they did not, the sources
of instability and crisis in capitalist dynamics would have been revealed.
This was also the substance of Joan Robinson’s criticism of Harrod, that
he had rediscovered Marx vol II without knowing it, a criticism which
he gallantly took on board (Robinson, 1953: p. 263). Similarly, Kalecki
argued that the ‘basic formula of the Harrod-Domar theory...[and]...In
fact, many of the contemporary theories of growth are simply variations
on the theme of Marxian schemes of expanded reproduction’ (Kalecki,
1968a: p. 63). Moreover, as Sardoni argues, even if both sets of condi-
tions were to be satisfied in any one period, this does not imply steady-
state growth from period to period. According to Kalecki, equilibrium
would require very specific — and unlikely — investment behaviour:

As regards Marx’s schemata, his system can be in equilibrium only
when automatic expanded reproduction is assumed, i.e. when there is
a complete reinvestment of accumulation. ...From the spirit of Marx's
analysis, it follows that this reinvestment does not always take place,
and hence there is a deviation from his schemata. This deviation, which
Marx did not systematically investigate is more consistently empha-
sised by Rosa Luxemburg. The supply nature of Marx’s schemata lies in
his assumption of total reinvestment of accumulation. However, from
this it follows that the schemata represent a certain ideal equilibrium,
which is in contradiction with the fundamental and often-quoted
statement of Marx on the incommensurable development of the forces
of production and the expansion of purchasing power. Long-run insta-
bility appears in the schemata as soon as the automatic reinvestment
of accumulation is no longer assumed. (Kalecki, 1965a: p. 559)

1.3

Kalecki points out that Tugan-Baranowski and Luxemburg are poles apart
in their discussions of how the market operates in the Marxian schemes
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of reproduction. Tugan-Baranowski in effect is a Say’s Law person,
denying the possibility of a general glut, arguing that what is produced
in all Departments will always be purchased, either internally or by the
other Departments, so that the only constraint on capitalist develop-
ment is how fast productive capacity increases in these circumstances.

Luxemburg, in contrast, argues that there is always insufficient aggre-
gate demand in a closed economy, so that to continue to develop, capi-
talist economies must export to the (non-capitalist) rest of the world,
usually through imperialistic conquests, in order to ensure there are
markets and supplies of raw material abroad.

The Accumulation of Capital represents one of the earliest statements of
the stagnationist thesis which was popularised by Kalecki, Steindl, Baran
and Sweezy. Underlying this thesis is the argument that ‘under monopoly
capitalism the laws of capitalist accumulation have been fundamentally
changed’ (Halevi and Kriesler, 1998: p. 194). Luxemburg demonstrated
via Marx’s reproduction schemas that capitalism had problems in the
long run maintaining sufficient effective demand to avoid stagnation.
Ever expanding accumulation requires ever expanding demand, and it
is unclear where this demand comes from, as a result of ‘the deep and
fundamental antagonism between the capacity to consume and the
capacity to produce in a capitalist society, a conflict resulting from the
very accumulation of capital which periodically bursts out in crises and
spurs capital on to a continual extension of the market’ (Luxemburg,
1913a: p. 347).

Her solution: external markets — ‘buyers outside capitalist society’
(Luxemburg, 1913a: p. 350) — that is external to the global capitalist
system, and/or armaments expenditures. Kalecki (and Kowalik) clearly
understood that this was her important contribution:

For her, the basic contradiction of capitalism is not disproportion of
development of individual branches of industry but the separation
between production and market. In her analysis of the divergence
between the development of forces of production and relations of
production, the main problem is that of realization of the accumu-
lated surplus. (Kalecki and Kowalik, 1971: pp. 469-470)

Kalecki finds it ‘most interesting that both authors commit important
errors [yet] their theories have a correct picture of some essentials of [the]
capitalist economy’ (Kalecki, 1967: p. 451). Tugan-Baranowski rightly
sees that satisfaction of consumer demand is not the driving force of
capitalism, which is characterised by him as ‘antagonistic in nature’,
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with the making of profits and the accumulation of capital the ulti-
mate driving forces of capitalist development. So for Tugan-Baranowski
(and Kalecki), what has become the central mainstream notion, that it
is the consumer queen trying to maximise her expected lifetime utility
through consumption and saving that is the driving force, is not in fact
to be found in the actual workings of capitalist markets and economies.

Kalecki accepts that Luxemburg’s ‘external markets’, while not the
sole driver of capitalist development, are nevertheless an ‘important
part’. He finds ‘a point of intersection’ for the two poles apart theories
in present day (read 1960s/1970s) capitalism, especially the USA, where
the market created by government for production of armaments plays a
decisive role (Kalecki, 1967: p. 451).

The error in Tugan-Baranowski’s analysis, Kalecki argues, is that he
confuses what is possible in development with what must always actu-
ally happen. Kalecki’s argument has some resemblance to an analysis of
the conditions needed for Harrod’s warranted rate of growth (g,) to coin-
cide with Harrod’s natural rate of growth (g,) and to Harrod’s argument
as to why, if actual growth (g,) is not equal to g,, the economy will give
out signals that, under plausible conditions, leads g, to depart further
and further from g,. So, even if g, were momentarily to coincide with g,,,
this would not be a sustainable position. Kalecki argues that accumula-
tion associated with embodying innovations that result from technical
progress may produce growth, though not necessarily at such a rate as
to eliminate deficient effective demand. This possibility, which is not
necessarily a result of ‘external markets’, provides the starting point for
Kalecki’s discussion of Luxemburg’s analysis.

1.4

He first points out that she argues as if the capitalist class as a whole decide
collectively how much investment to do. And if the class perceives that
there is not a sufficient market for the surplus of goods corresponding
to accumulation, it is led to the query: ‘So why invest?’ (Kalecki, 1967:
p. 455). Kalecki’s knock-down blow follows immediately: ‘Now capital-
ists do many things as a class, but they certainly do not invest as a class’
(Kalecki, 1967: p. 455). If they did, he notes, they may well do so in such
a way as to vindicate Tugan-Baranowski’s Say’s Law analysis.

Because Luxemburg regards exports from the capitalist system as the
mainspring of development, she has a pessimistic view of the future of
capitalism. As the capitalist system cumulatively creates the rest of the
world (including the non-capitalist sectors of its own society) in its own
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image, it at the same time eliminates the possibility of future develop-
ment. Allied with her basic view there is, according to Kalecki, a serious
over-estimate of the role of ‘external markets’, in that she identifies the
market for the surplus created with total exports; whereas, Kalecki argues,
it is only net exports (induced by the export of capital) that perform this
role.

Kalecki points out that Luxemburg did have a role for expenditure
on armaments in the process of staving off the decline of capitalism.
But, again, she overplayed her hand, in that she did not ask how the
expenditure would be financed. Kalecki points out that if taxation is the
source of finance, its incidence ultimately falls on wage-earners and their
consumption expenditure, so largely offsetting the expansionary effects
of expenditure on armaments and its role in absorbing the surplus of
goods associated with the process of accumulation — a balanced budget
multiplier type of argument. Only if armaments are purchased from the
proceeds of the issue of government bonds (or by writing cheques on
the central bank) will their greatest potential impact be realised.

Kalecki also argued that Luxemburg missed an important extension of
her armaments argument, which was applicable to government expend-
iture in general. Government expenditure is an ‘external market’ with
respect to the capitalist production.* However, as with armaments, it is
only government expenditure which is not offset by taxes (particularly
on the working class), so it is either ‘financed’ by the central bank or by
the sale of government securities to the private sector. As ‘capital is here
being “exported” to the “foreign market” created by the government’
(Kalecki, 1967: p. 457) so government expenditure acts as an ‘internal
export...1t is internal to the closed economy, but it is external to the capi-
talist area’ (Bellofiore, 2009b: p. 60, emphasis in original). In addition,
Kalecki extends the analysis of ‘external’ factors which can explain accu-
mulation to include ‘semi-autonomous’ influences such as innovation
(Kalecki, 1968a; see also Steindl, 1981: p. 148).

Kalecki concludes that although there are serious errors in the
theories of both Tugan-Baranowski and Luxemburg, both showed ‘a
striking perspicacity’ in their evaluation of certain basic elements of
late stage capitalism, so contributing to ‘the understanding of the
perverse world in which we are living’ (Kalecki, 1967: p. 458). This
view is reinforced by Darity’s argument that, given the political limits
to the attainment of full employment discussed in Kalecki (1943),
imperialism and external markets may prove an expedient politi-
cally acceptable strategy for dealing ‘with crises of effective demand’
(Darity, 1979-1980: p. 229).
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1.5

Kalecki published his article on Tugan-Baranowski and Luxemburg in
1967. In 1968 he followed it up with an article, ‘The Marxian equations of
reproduction and modern economics’, Kalecki (1968a), in which he drew
on the arguments of his preceding article and related his take on modern
steady-state growth theory emanating from Harrod’s and Domar’s seminal
contributions to discussions of Marxian schemes of reproduction.

On his interpretation, (the then) modern growth theory often did a
Tugan-Baranowski, that is to say, argued that there was no problem of
effective demand to be faced in the long-run development of capitalism.
(Such a delusion has been sustained, but even more so, in modern endog-
enous growth theory. The following quote from Robert Lucas illustrates
this well: “The balanced growth path will be a good approximation to any
actual path “most of the time” [...] exactly the reason why the balanced
path is interesting to us’, Lucas, 1988: p. 11). Kalecki argued that in
arriving at this finding the authors concerned had been hoodwinked by
the impact of expenditure on armaments and investment expenditure
embodying technical progress in the temporary solution of Luxemburg's
problem into believing that full employment growth was an inevitable
outcome. That is to say, they produced the same argument that ‘Jean
Baptiste’ Kaldor had concerning the assumption of full employment in
his many growth models of the 1950s and 1960s.

Kalecki torpedoed whatever merit could be found in these conclu-
sions with a judicious quote from Marx’s third volume concerning the
realisation problem: ‘The conditions of direct exploitation and those
of the realisation of surplus-value are not identical. They are separated
not only by time and space but logically as well. The former are limited
merely by the productive capacity of society, the latter by the propor-
tions of various branches of production and by consumer power in
society’ (quoted in Kalecki, 1968a: p. 465). Kalecki notes that Marx has
not ‘systematically [scrutinized] the process described by [Marx’s] repro-
duction schemes from the point of view of the contradictions inherent
in capitalism as a result of the problem of effective demand’ (Kalecki,
1968a: p. 465). Luxemburg's ‘definite and even extreme’ views were
meant to tackle this. These elements of this analysis achieved their finest
hour in Don Harris’s diagram, which is a synthesis of Marx'’s spheres of
production and distribution and exchange in which the latter takes in
the Cambridge saving equation and the ‘animal spirits’ function derived
from Keynes, as set out in Joan Robinson’s banana diagram (see Harris,
1975; Robinson, 1962: p. 48).
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In his diagram Harris shows that the potential surplus available at a
point in time is determined in the sphere of production by the current
state of class war, which sets the wage-earners’ share of the potential
national product, and the current state of techniques of production
embodied in the capital stock, which determines total potential produc-
tion. What proportion of the potential surplus is realised by activity
in the sphere of distribution and exchange depends upon the overall
level of effective demand. It is determined by the equality of planned
accumulation (which Joan Robinson dubbed the ‘animal spirits’ func-
tion, revealing the relationship between the expected rate of profits and
planned accumulation) with planned saving. The latter is influenced, in
turn, by the distribution of income as well as the level and rate of growth
of income, because of different values of the marginal propensity to save
by profit-receivers and wage-earners. This Cambridge saving function
thus relates actual profits received to actual accumulation occurring,
taking into account the current environment concerning the provision
of external finance.

1.6

Joan Robinson’s 1951 Introduction to Rosa Luxemburg’s book tells
essentially the same story as Kalecki does, albeit in much more detail,
as she develops her analysis with many references to Luxemburg'’s text
for the ingredients she discusses. She draws attention to limitations in
Luxemburg’s analysis, for example, that Luxemburg neglects the rise in
real wages that occurs as capitalism develops (until now in the USA and
Europe) and denies — perhaps ‘ignores’ is a better word — the role of
technical progress in inducing investment, so that ‘[s]he is left with only
one influence (economic imperialism) to account for continuous capital
accumulation’ (Robinson, 1951: p. 28). Nevertheless, Joan Robinson'’s
final evaluation is that ‘For all its confusions and exaggerations, this
book shows more prescience than any orthodox contemporary could
claim’ (Robinson, 1951: p. 28).

Joan Robinson’s reading of Rosa Luxemburg is similar to her reading
of Marx: she wished to extract what she thought was their purely analyt-
ical, logical structure from the complex interrelated organic make-up of
both Marx’s and Luxemburg’s systems. When Joan Robinson was writing
her essay on Marxian economics, published in 1942, she had a volumi-
nous correspondence with Maurice Dobb on the drafts. Dobb repeatedly
attempted to point out to her the illegality of what she was trying to
do as far as Marx was concerned, but she never took this on board, or
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indeed understood his patient attempts to persuade her of this point of
view; for a full discussion of their exchanges and the points at issue see
Harcourt and Kerr (2009: pp. 34-45).5 She was still unconvinced when
she wrote the Introduction to Rosa Luxemburg’s book, that is to say,
she was still primarily concerned about finding the ‘Keynesian’ element
(Robinson, 1960: p. vii) in both authors.

1.7

Kalecki always argued that accumulation was the most vital factor in
determining how capitalism develops over the decades. He put forward
increasingly sophisticated and insightful theories of investment decision
making and implementation — what he called ‘the piece de resistance of
economics’ (Kalecki, 1968b: p. 435, emphasis in original) — but he was
never satisfied with his theories. His last version is in his 1968 Economic
Journal article. Very early on he had also recognised the key role which
sources of finance play in imposing the ultimate constraints on how much
investment can actually be realised when other relevant factors have been
taken into account. But perhaps even more important is that the 1968
article contains his major methodological conclusion that the trend and
cycle are indissolubly mixed, that the trend is but a statistical outcome
of the factors responsible for accumulation and the cycle, resulting in a
theory of cyclical growth similar to Richard Goodwin’s many seminal
articles on this theme (see Harcourt, 2012). The key quote is: ‘In fact, the
long-run trend is only a slowly changing component of a chain of short-
period situations; it has no independent entity’ (Kalecki, 1968b: p. 435).
With this decisive argument, Kalecki has removed a major problem
that still bugs modern mainstream analysis — the incoherence of the
mainstream’s understanding of the supposed medium term between
their analysis of the short run and the long run, with the factors deter-
mining the last two being regarded as independent of one another. With
Kalecki’s and Goodwin’s (also Joan Robinson’s) insight, this becomes a
non-existent problem. We conjecture that it was Kalecki's criticism of the
then modern theories of growth emanating from Harrod, Domar and the
post-Keynesian and neoclassical responses to them, that produced his
final and definitive stance, alas, only two years before his death in 1970.

Notes

1. Our understanding of them has been greatly influenced by Claudio Sardoni’s
definitive article on them (Sardoni, 1981).
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2. For example, Desai (1974: pp. 85-86) makes this error when discussing
Luxemburg'’s critique of Marx; see also Desai and Veneziani (2009).

3. Foremost amongst modern economists who made this mistake was the late
Paul Samuelson; see Harcourt (2006: p. 136), for evidence of this in Samuelson’s
articles on Marx and in various editions of his textbook.

4. He also referred to government expenditure as ‘domestic exports’ (Darity,
1979-1980: p. 224).

5. The argument in Harcourt and Kerr (2009) is based on Prue’s thorough research
in the archives.
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The Realisation Problem:

A Reappraisal of the Kalecki and
Luxemburg Discussion on the
Schemes of Reproduction

Noemi Levy-Orlik

2.1 Introduction

Rosa Luxemburg and Michat Kalecki are two outstanding economists
from the first half of the 20th century (although Kalecki published until
the end of 1960s) that had several factors in common. First, they shared
similar backgrounds; both were Polish-Jewish academics not widely
recognised in their countries nor in their schools of thought. Second,
they were knowledgeable on Marx’s writings which, following the critical
tradition, they used to understand and transform the capitalist economic
system. Kalecki’s particular idea is a development of the effective demand
theory that, unlike Keynes’s, was based on imperfect competition and
non-neoclassical theories of value and price. It employed these in order
to highlight that direct cost adjustments (wages and raw materials) and
mark-up (capitalist returns) remain relatively constant to price changes;
wages are the accommodative variable. Meanwhile Luxemburg intro-
duced the concept of imperialism as a means of showing the unequal
relations between countries in which imperialist countries export capital
to colonial countries as a way of realising their surplus, provoking social
rebellions that can limit the capital reproduction of the entire capitalist
system.!

Third, both economists, familiar with Marx’s schemes of reproduction
presented in Das Kapital, recognised that it is an important contribu-
tion in the development of a modern accounting of Gross Domestic
(National) Product or Gross Value Added, which measures income
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through spending activities (investment and consumption, in closed
and pure economies), divided by different social classes (capitalists and
workers), in which the workers’ income is not equal to the value that
they add to production but to the income required to reproduce their
working force (including their reproduction needs); while capitalists
accrue the remainder. The schemes of reproduction are considered a
useful tool to show that it is effective demand rather than total supply
that is the driving force of capitalism.

Kalecki and Luxemburg used the schemes of reproduction analysis to
show the limitations of expanded capital reproduction, putting forward
what has been termed the ‘realisation’ problem, differing in terms of
the source of limitation. Kalecki argues that the main limitation is the
insufficiency of capitalist spending (particularly investment), while
Luxemburg claims that capitalist economies can realise their profit only
if there exist external non-capitalist markets that, once internalised,
undermine the reproduction of the capitalist system as a whole.

These authors have different views of capitalism. Kalecki assumes that
it is the ‘opposite pole to the workers in a polarized society’ (Kowalik,
2009: p. 110), and the ‘realisation’ problem arises due to capitalist
partial spending of profits that diminishes workers’ employment, inde-
pendent of the distribution of income.? Luxemburg’s argument is that
the expanded capital reproduction cannot be realised in the context of a
closed capitalist economy, arguing that the only way to reproduce capital
is by exporting it to colonial countries, along with international loans
that will act as the means of realising developed countries’ surplus.

In this chapter we argue that the ‘realisation’ problem is explained
by Kalecki on the basis of domestic inequalities that can be neutralised,
whereas Luxemburg’s focal point is the unequal relation between impe-
rialist countries and colonies, whence arises the concept of imperialism
limiting the development of capitalism. Kalecki emphasises profit as
the central element of capitalism, capitalist spending being the variable
that guarantees the realisation of commodities, assuming a given distri-
bution of income and unused capacities in different economic sectors.
Public deficit and net export are key spending activities that accelerate
or slow effective demand. Luxemburg, in contrast, shifts the focus of
the discussion to the international arena, arguing that capitalist repro-
duction is based on imperialistic relations and that capitalist survival
requires the extraction of profits not only by the capitalist class but also
by imperialist countries.

This chapter is divided into four sections. In section two, Kalecki’s
discussion of the schemes of reproduction is critically analysed. We
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argue that Kalecki is right in claiming that public (that is, government)
policies can shape, under certain limitations, the effects of economic
downturns, overlooking the impact of unequal relations in inter-
national trade. In section three, the unequal international relations
between imperialist countries and colonies are reviewed. Our view is
that although imperialism remains as a dominant concept, the way
it unfolds has changed over time, and it is based on political rather
than economic relations, remaining the relation between oppressor
and oppressed countries. In section four the main conclusions are put
forward.

2.2 Capitalists earn what they spend and workers spend
what they earn: a reappraisal of Kalecki’s analysis of the
schemes of production

Kalecki’s explanation of the schemes of reproduction is one of the more
complete analyses, due to its detailed construction of income flows that
correspond to different activities and the income of different capitalist
sectors whose main limitation is effective demand, where investment
spending is considered the central factor. Kalecki was interested not only
in understanding the operations of the capitalist system ‘but also [...]
improving their functioning’ (Kowalik, 2009: p. 112).

This discussion was known to Kalecki from the 1920s (Kowalik,
2009) through the critiques of Tugan-Baranowski and Luxemburg of
Marx’s analysis; this was explicitly recognised by Kalecki, in a later
paper: The Problem of Effective Demand with Tugan-Baranovsky and Rosa
Luxemburg, published in 1967. This analysis is used in his discussion of
profits, of which there are two versions; the first appeared in 1933 and
the second in 1954.

The primary discussion of the schemes of reproduction was put
forward by Marx, when he argued that effective demand determines total
supply, not the other way round, as argued by Say. Marx also assumed
that workers do not save (Kowalik, 2009: p. 103).

Distant, but not ignorant, of the discussions around the determi-
nation of surplus value and the capitalist exploitation of workers
(wages represent a fraction of the value produced by the workers
equivalent to their survival and reproduction needs), Kalecki’s contri-
bution was to put investment at the centre of the discussion that
determines effective demand, highlighting that investment creates
its own profits, savings and finance. The other difference is that the
economy is divided into three sectors (instead of the two proposed
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by Marx), each of these being composed of profits and salaries related
to a specific activity. In department I, investment goods are produced
and its value added is divided into profits accrued by capitalists and
wages paid to workers; capitalist and worker consumption is differ-
entiated, and from there arises departments II and III. These depart-
ments also contain profits and wages in relation to their production
(see Kalecki, 1968a: p. 459, for further explanation). He also assumes
that workers’ wages equals workers’ consumption, on the basis of
which it is proposed that capitalist spending (consumption and
investment) determines gross profits, which generate instability in
the capitalist system — and that capitalists, instead of spending what
they earn, earn (get) what they spend. Therefore the capitalist class
determines the realisation of production.> However there is nothing
in advance that will guarantee that profits (accrued by capitalists)
recirculate into the productive system.

Under this condition, gross profits (composed of depreciation and
undistributed profits, dividends and withdrawals from unincorporated
business, rents and interest; see Kalecki, 1933b: p. 78) are equal to gross
investment (fixed capital plus inventories; ibid) and capitalist consump-
tion, (Equation 2.1). The main assumption underlying this assertion is
that workers’ income is devoted completely to workers’ consumption
(cancelling out both entrances in the balance sheet, Equation 2.1a).
Additionally, the profits of department III are equal to the salaries of
departments I and II (Equation 2.2) In turn, the production of workers’
consumption goods depends on the salary-income coefficient of
each department, which means that income distribution is given
(Equation 2.3):

P=1+Cy (2.1
because:

Pi+Py+P3=P;+ W+ P, + W, (2.1a)
since,

W, =C, (2.1b)
thus,

P;=W,+W, (2.2)
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and
Cy= W1+ w,Cp)/( 1-w3) (2.3)
wi= Wi /L wp=W,/Cy; wy = W3/C,,

P: gross profits; I: investment; Cy, capitalist consumption; W: wages; w;
wages coefficients.

If capitalist consumption is subtracted from gross profit and from
capitalist spending, gross savings become equal to gross investment,
with a causality movement going from investment to savings, which
means that capitalists decide on savings (see Kalecki, 1933b and 1968a)
creating their own finance, provided that the financial institutions
advance liquidity.

There are three important clarifications that Kalecki himself points
out. The first is related to the subordinate position of the working classes
relative to the capitalist classes; the second is in terms of the realisa-
tion problem due to profit and capitalist spending gaps, and third, the
growth rate of the capitalist spending.

Regarding the first issue, Kalecki (1933b: p. 80) writes that ‘the produc-
tion of department I and department II will also determine the production
of department III if the distribution between profits and wages in all depart-
ments is given’. Next, he argues that the factors determining the distribu-
tion of income, among others, are the degree of monopoly, from where
he asserts that ‘given that profits are determined by capitalists’ consump-
tion and investment, it is the workers’ income (equal here to workers’
consumption) which is determined by the “distribution factors”” (ibid). He
concludes that ‘capitalist consumption and investment conjointly with
the distribution factors’ determines the workers’ consumption and conse-
quently the national output and employment (ibid).

Another important issue of this discussion is that department III
needs to operate with unused capacities, since higher capitalist spending
requires a rise in department III workers consumption to meet higher
wages bills of departments I and II. If there is no unused capacity, higher
capitalist spending leads to higher prices and reduced participation of
wage coefficients in relation to production (w;, w,, ws). It should be
stressed that profits remain unchanged, highlighting the dominant
position of the capitalist class.

The second issue is related to the ‘problem of realisation’. He argues that
there is a time lag between profits and capitalist spending. Specifically
there is a horizontal distance between investment decisions and
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investment in fixed capital.* In Kalecki’s words: ‘with regard to invest-
ment, this follows directly from the time-lag dependent on the period of
construction [...and] changes in capitalist consumption also follow those
in profits with some delay’ (1968a: p. 461). Therefore, capitalist spending
can be lower than profits of past periods (especially the immediate past)
impeding the realisation of production and reducing profits. This will
lead to lower levels of effective demand, hence ‘sales and profit in a given
period of time cannot be a direct outcome of past decisions: the capi-
talist can decide how much they will invest and consume next year, but
they cannot decide how much they shall sell and profit’ (ibid). A major
assumption of this analysis is that the distribution of income is given.

The last issue of clarification is related to the effects of different invest-
ment spending growth rates. Considering that capital accumulation is
composed of the real stock of capital and depreciation, if the rate of
growth of both variables is unchanged, everything else being constant,’
the problem of effective demand does not arise. However, if the rate
of growth of fixed investment falls, effective demand slows down as
a result of a lower degree of utilisation of equipment. This process
is described as follows: if the rate of growth of investment spending
slows down, workers in department I are laid off, profit in department I
diminishes as does capitalist consumption in department II (after a lag
time); and profit in department III declines, further reducing capitalist
consumption spending. In Kowalik’s words: ‘Investments play a stimu-
lating role only when they are realised (built). When accomplished they
not only increase the supply of commodities or services, but also sack
workers, reducing their purchasing power’ (ibid: p. 110). Hence, the rate
of growth of investment needs to be constant, and expanded reproduc-
tion is not a natural and obvious state of the capitalist system (Kalecki,
1967: p. 457).

Before discussing the factors that stabilise effective demand, there is
an important argument referring to investment limits,® summarised in
the concept of increasing risk. Tracy Mott, an outstanding Kaleckian
economist, in his book Kalecki’s Principle of Increasing Risk and Keynesian
Economics, argues that retained profits and the willingness to sink profits
in productive capital determines the volume of investment spending,
which also depends on the expected profit and realisation. In Mott’s
words, the principle of increasing risks is defined as follows:

The willingness to become illiquid, to sink liquid capital into fixed
capital, decreases with the amount of one’s own funds so invested.
Thus, the availability of liquid capital in the aggregate is not solely a
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function of ‘pure’ money and credit...It is also affected by the level of
own capital or unencumbered funds, i.e., retained profits plus depre-
ciation allowances. (Mott, 2010: p. 8)

Mott’s assertion that internal funds limit investment spending, employ-
ment and profit creation have an alternative explanation. The size of
firms (different amounts of internal funds) induce an unequal distribu-
tion of finance, since: “The access of a firm to the capital market, or in
other words the rentier capital it may hope to obtain, is determined to a
large extent by the amount of the entrepreneurial capital’ (Kalecki, 1937:
p. 105), which is summed up by the famous and widely quoted phrase:
‘The most important prerequisite for becoming an entrepreneur is the
ownership of capital’ (ibid: p. 109). Thus, internal funds can explain the
limitation that small and medium-sized firms have in expanding their
capital accumulation and converting into big enterprises (that is, corpo-
rations) and the domination of oligopolistic structures (rather than
competitive), which can access unlimited external funds.

In this context, the main difficulty of economic growth is the ‘realisa-
tion’ problem, since banks can create credit so long as expected profits
are positive (in Keynes’ or Minsky’s terms, when the demand is above
the supply price). In other words finance is available to all solvent enter-
prises (Parguez and Seccareccia, 2000, Bellofiore, 2009b).

Raising the assumption of a close and pure economy, Kalecki moves to
what he calls a real situation, introducing government deficit’ (govern-
ment spending net of direct and indirect taxes, the latter known as
government income) and net or surplus exports (imports are deducted
from exports because of the negative effect they have on effective
demand)® as important devices that stabilise effective demand. The
income stream of the simplified model discussed above is modified. In
the general case, gross domestic product is equal to profits, wages and
salaries net of indirect taxes plus transfer, and taxes (indirect and direct);
whereas investment, export surplus, budget deficit and capitalist and
workers’ consumption is also equal to gross domestic product. Hence
gross profits net of taxes is equal to gross investment, exports surplus
and budget deficit minus workers’ saving and plus capitalist consump-
tion. Total gross savings is equal to gross investment, export surplus and
budget deficit (capitalists’ gross saving and workers’ saving). Kalecki’s
definition of budget deficit and net export is:

The capitalists of a country which manages to capture foreign markets
from other countries are able to increase their profits at the expense of
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capitalists of other countries. [...he goes on stating] A budget deficit
has an effect similar to that of export surplus. It also permits profits to
increase above the level determined by private investment and capi-
talists’ consumption [...] it can be considered as an artificial export
surplus (specifically) In the case of the budget deficit the private
sector of the economy receives more from government expenditure
than it pays in taxes. (Kalecki, 1933b: p. 85)

From the above, it can be inferred that government net spending is
crucial for stabilising effective demand in capitalist economies through
activating public investment spending. This public intervention has
been also the basis to promote industrialisation in backward economies.
A fiscal deficit, ceteris paribus, induces private surplus and higher levels
of effective demand, so long as the government deficit is not channelled
to cancel existing debts. Heterodox economists (including Kalecki) argue
that the composition of public spending is very important. Transfers of
income, although necessary for improving the demand of lower income
sectors and reducing unused capacity, doesn’t significantly increase
employment; moreover the fiscal deficit used in financial rescues (of
financial or non-financial corporations) increases government debts
with no expansion in production or income; while higher (fixed) invest-
ment spending requires more intermediate goods and more employ-
ment (reducing unused production capacities), which increases profits
and wages, capitalist spending and workers’ consumption, with a given
income distribution.

Kalecki recognises that the capitalist system is highly unstable
and that capitalist expanded reproduction is by no means a natural
phenomenon, arguing that capitalist spending decisions modify effec-
tive demand, which can be neutralised through economic policies that
neutralise lower capitalist spending, mainly investment spending.

2.3 The ‘problem’ of realisation: R. Luxemburg’s
definition of imperialism

There are convergent and divergent views between these economists.
Kalecki recognises the importance of the external sector. In the paper
The Determination of Profits, he writes:

The connection between external profits and imperialism is obvious.
The fight for the division of existing foreign markets and the expan-
sion of colonial empires, which provide new opportunities for exports
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and capital associated with exports, can be viewed as a drive for
export surplus, the classical source of ‘external’ profits. Armaments
and wars, usually financed by budget deficits, are also a source of this
kind. (Kalecki, 1933b: p. 86)

However, in his paper The problem of effective Demand with Tugan-
Baranovsky and Rosa Luxemburg he argues that external markets in the
Luxemburg analysis are overestimated, because imports are not deducted
from exports, not acknowledging that import goods:

absorb purchasing power just like those home-produced [...] and
they do not contribute to the expansion of the markets for national
products [...] the net ‘external markets’ also played their role in the
development of capitalism, but a much more modest one than would
have been the case if really all exports to the non-capitalist world
contributed to the absorption of surpluses corresponding to accumu-
lation. (Kalecki, 1967: p. 456)

The other difference referred to is military spending. There is no doubt
‘that the state may create “by sleight of hand” a new purchasing power,
which has the same effect as a newly opened market’ (Luxemburg,
1913a, cited in Kowalik, 2009: p. 105). The problem with this analysis
is that there is no consideration of the way this spending is financed
or surplus is absorbed (Kalecki, 1967). Behind this discussion is high-
lighted that the government deficit instead of government spending is
the central issue, and if expenditure is covered by taxes burdening the
working class, there is no absorption of effective demand, applying the
same argument if it is covered by tax profits, an expropriation of private
surplus by the government, limiting further private profit expansion
(see Kalecki, 1967: section 1V).

In this section we shall concentrate on the discussion of the external
sector since the history of capitalism has shown that relations between
countries are not even, and this continues until the present day.
Imperialist countries have extracted surplus value from backward coun-
tries, in different forms. In this context, first we review the Luxemburg
concept of imperialism; second we highlight the differences with Lenin'’s
views of capital accumulation, stressing the functions of financial insti-
tutions (banks and capital market) in defining the term ‘imperialism’;
and finally the current state of imperialism is considered.

Luxemburg’s discussion of the external sector is based on a theoretical
spirit different from that of Kalecki. The external sector is not reduced
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to exports and imports. Imperialist countries absorb the surplus of non-
capitalist countries through international loans (as a means of financing
their capital exports) that, on the other hand, destroy the process of
primitive accumulation, creating capitalist economies, which have no
means of gaining independence from the imperialist countries unless
revolutions and other such wars take place. Therefore, the external sector
has a double-edged effect. It resolves the imperialist countries’ effective
demand problem, and in so doing it exhausts non-capitalist markets
and creates the condition of a general crisis of capitalism. Luxemburg’s
hypothesis is that once non-capitalist markets are exhausted the devel-
opment of capitalism will cease, setting up the stagnation argument.
Hence, unlike Kalecki, she is not concerned to improve or counteract
downward economic trends, since she assumes that capitalism will fall
apart once the non-capitalist sectors are extinguished. In Luxemburg’s
words:

The imperialist phase of capital accumulation which implies universal
competition comprises the industrialization and capitalist emancipa-
tion of the hinterland, where capital formerly realized its surplus value.
Characteristic of this phase are: lending abroad, railroad construc-
tions, revolutions and wars. (Luxemburg, 1913b: p. 1)

The different phases of the realisation problem are: (i) imperialist coun-
tries export capital goods to colonial countries (railroads); (ii) govern-
ments of imperialist countries issue international loans; (iii) primitive
agriculture (the main activity of non-capitalist societies) is destroyed
and replaced by capitalist means of production, with underdeveloped
institutions that limit capital accumulation; (iv) colonies import more
than they export. This process will lead to economic crises and anti-
imperialist movements of the newly industrialised countries, and slow
down the accumulation of the capitalist system as a whole. It should be
noted that exports of capital commodities and international loans are
the main channel through which the surplus of developed countries is
absorbed:

Public loans for railroad building and armaments accompany all
stages of the accumulation of capital: the introduction of commodity
economy, industrialization of countries, capitalist revolutionisation
of agriculture as well as the emancipation of young capitalist states.
For the accumulation of capital, the loan has various functions: (a) it
serves to convert the money of non-capitalist groups into capital i.e.,
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money both as a commodity equivalent (lower middle-class savings);
(b) it serves to transform money capital into productive capital by
means of state enterprise-railroad building and military supplies; (c) it
serves to divert accumulated capital from the old capitalist countries
to young ones. (Luxemburg, 1913b: pp. 1-2)

Consequently, external non-capitalist markets are beaten into submis-
sion through international competition loans via capital movement
into colonies whose counterpart is a rapid increase in overseas exports
of imperialist countries, followed by periodical bankruptcies:

Machinery, materials and the like are supplied by the country where
the capital has originated, and the same capital pays for them [...]
Capital must purchase the elements of production and thus become
productive capital before it operates. (ibid: p. 6)

The second stage of this process, as a result of the destruction of primi-
tive agriculture production in backward economies, is the specialisation
of production in raw materials commodities. In backward countries,
agriculture is turned into the production of raw material exports.
Initially high prices prevail, followed by international demand reduc-
tions and widespread economic crisis, leaving the burden of public loans
repayment. The Egyptian evolution into the production of cotton is an
excellent example of the imperialist process that converts non-capitalist
regions into capitalist economies that end up in economic depres-
sions. The conversion of Turkey into a capitalist economy under the
dominance of German capital is also widely discussed by Luxemburg,
describing a similar experience.

Therefore, the concept of imperialism rests on the idea of interna-
tional competition through capital movement (international loans) into
backward economies, the integration of these economies into the capi-
talist system, and imperialist countries extracting surplus value that in
the end limits the expansion of capitalist reproduction:

foreign loans played an outstanding part as a means for young capi-
talist countries to acquire independence [...] Though foreign loans
are indispensable for the emancipation of the rising capitalist states,
they are yet the surest ties by which the old capitalist states main-
tain their influence, exercise financial control and exert pressure on
the customs, foreign and commercial policy of the young capitalist
states [...]
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These inherent conflicts of the international loan system are a classic
example of spatio-temporal divergences between the conditions for
the realization of surplus value and the capitalization thereof. While
realization of the surplus value requires only the general spreading
of commodity production, its capitalization demands the progressive
supercession of simple commodity production by capitalist economy,
with the corollary that the limits to both the realization and the capi-
talization of the of surplus value keep contracting even more. (ibid:
p- 421)

An alternative concept of imperialism was developed by Lenin in his
book Imperialism the Highest Stage of Capitalism shifting the importance
of external sectors with no references to Luxemburg’s views on imperi-
alism. He is more in line with Tugan-Baranowski’s idea of ‘proportions’
and Hilferding’s arguments that banks are key institutions that organise
capital markets, and come to own stakes in, and often control, large
companies. According to Hilferding, banks are crucial in the emergence
of monopoly capitalism and the cartelisation of capitalist economies.
Therefore, loans (and moreover international loans) create large corpora-
tions in which real and financial capital is merged and the corporation’s
returns rise. Lenin’s basic arguments on imperialism rests on Hilferding’s
views, which can be summarised as followed:

banks not only financed the industrial expansion of capitalism into
depended and colonial territories but also restrained competition
between capitalist and financed their cartels. If crises arose, they were
due to disproportions in production and class struggles. By stabilizing
the markets and finances of the capitalists in their cartels, banks were
able to shift the costs of those crises onto non-cartelised capitalists.
(Toporowski, 2009: p. 3)

Consequently, the dominant view of imperialism changed. Lenin’s defi-
nition diminishes the importance of uneven international relations
between imperialist and colonial countries — and, more importantly,
the stagnationist argument and the limits of the reproduction of capital
accumulation arguments are weakened, ‘posing a more benign view of
finance’ (ibid). Banks and capital markets become the key institutions
that issue finance, conforming corporations in which participate finan-
cial and real capital.

A further view is proposed in Halevi (2009), who argues that the condi-
tion in which imperialism operates changes over the different stages of
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capitalism. The realisation problem (the imperialist economy’s need to
realise its surplus) is not the dominant form in which imperialist coun-
tries dominate the rest of the world. Historically, imperialist countries
have been characterised by deficit trade balances, as in the case of Great
Britain in the 19th century and the United States economy from the
1970s onwards. Sen, 1992 (cited in Halevi, 2009: p. 118) in relation to
the UK imperialist position argues that:

India produced primary commodities and exported them, and was
kept in a status of underdevelopment. Britain used the Home charges
(taxes paid by India to London), protectionism against Indian export
to the UK, free access to the Indian markets by British industries and,
last but not least, control over the London discount rate to siphon off
the Indian external surplus and Indian capital in general. [...]

[Whereas the USA can only balance their external balance] by compel-
ling the rest of the world to keep rechanneling the surplus it earns with
the US to the US financial system itself. (Halevi, 2009: p. 118)

The main difference between these two imperialist powers is that the UK
used a political and institutional mechanism and the so-called economic
ones, while the US guaranteed its financial position primarily through
political and military actions. The main concern of US imperialism is
attracting surplus from the rest of world, shifting its economy from a
surplus distributor to a surplus recipient.

Therefore there are major changes in the means of moving financial
surpluses into dominant countries. Before the Second War World this
was through a mixture of export surpluses into the financial market
(the City of London) and the control of the international payment
system (the Gold Standard). Then from (1945 to the 1970s, US multina-
tionals had limited operations in Asia, especially in Japan and East Asia
(including China, Malaysia, Singapore and Thailand and China) turning
the external current account of these economies into a surplus; as a
result the US economy was flooded with the exports of these economies.
According to Gallicchio (1988) and LaFeber (1997, both cited in Halevi,
2009: p. 122) this implied a change in the international economic rela-
tions in which the role of energy and finance became very important.

Consequently, the post-war era led to another stage of US domination.
Developed countries (mostly the US) de-industrialised and demanded
low-cost imports, especially commodities for worker consumption and
the manufacture of intermediate goods. This increased the exports
of manufactured goods of developing countries into the US and
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intensified US control of food and raw materials supplies (petrol, food
etc.). Additionally, the dollar became the world international currency,
and the rest of the world (including Europe) was forced to use this
currency in foreign trade, especially in foreign capital movement.

The US financial domination occurred in various stages. The initial
step was the construction of the Bretton Wood System, which imposed
a fixed-rate conversion of gold into US dollars (U$35 per gold ounce).
In 1971, this system was dismantled, severing the relation between
money and commodities (gold was demonetised); money appeared in
its natural form (debt) and the US central bank could increase the issue
of dollars regardless of its gold reserves. This gave the US a superior posi-
tion in relation to other advanced countries, since the rest of the world
was forced to use dollars to engage in international trade even when the
US was not involved. This became very evident after the 1974 oil crisis,
with the agreement signed between the US and the Saudi Arabian Joint
Commission on Economic Cooperation, coordinating the purchase of US
securities and afterwards accepted by all members of OPEC (Organization
of Petroleum Export Countries). In Halevi’s words (2009: p. 126) ‘These
events brought about the recycling of petrodollars into the US banking
system at the expense of the Europeans and the Japanese.” The impacts
of this new situation can be summarised as follows:

It marked a change in the US stance from supporting global capi-
talism to clashing with other capitalisms. And that attitude widened
in the 1980s when the US became a globally importing economy
generating a systematic external deficit and with growing gaps in
its industrial base. [...So] The countries interested in the external
markets as a sphere of realization are those of the European Union
and Japan. But they are impotent as they do not have the geopolitical
capacity to implement a drive towards realization and must adjust to
what comes from the USA. (Halevi, 2009: p. 126)

Imperialism in the last three decades changed drastically. The US
became the dominant country of the world economy, becoming a
surplus collector rather than a surplus distributor via capital exports. So
in contrast to what Luxemburg had mooted:

[[Jmperialism cannot be ascribed to the wish to find profitable external
market for its own internal potential surplus capacity as thought by
Rosa Luxemburg. Nor is the viability of the economy of the country
based on securing investment outflows reflecting the need to place
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somewhere the surplus of money (Lenin and Hobson) [...] the macr-
oeconomic viability of the country is a set of institutions protecting
the interest of its own global capital [and] depends much more on the
ability to generate (compel) an influx of money from the rest of the
world. (Halevi, 2009: p. 120)

2.4 Final remarks

Kalecki and Luxemburg shared concerns on how the amplified repro-
duction of capital takes place. Kalecki’s explanation is based on the lack
of capitalist spending, fixed investment in particular, because there is
nothing which guarantees that the profits of previous periods will be
re-invested. Therefore, the scope of government economic policy is very
ample and, more importantly, it can neutralise effective downturns in
demand (and employment) through higher fixed investment spending,
the most effective means of increasing effective demand.

His explanation on profit determination is crucial in the explanation
of how capitalism expands. Particularly, the limits of capital accumula-
tion lay in capitalist spending, which reflects the domination of the
capitalist class and the subjugation of workers to capitalist decisions.
Therefore workers spend what they earn, while capitalists earn what
they spend.

Kalecki’s arguments on the effects of the external sector on aggregate
demand are limited, since he takes domestic net exports in a country’s
national income as a given, regardless of its development. He does not
consider the idea that non-imperialist countries (especially backward
economies) are unable to develop fully their domestic capitalist economic
and social structures. More importantly, external economic powers can
extract other countries’ surplus value, limiting their economic develop-
ment. Even though it was clear to him that there are dominant and
dominated countries, he did not pursue this line of thought; in other
words, he limited his discussion to the conditions required for govern-
ment spending to take place.

Luxemburg’s analysis is at the other extreme; exploitation takes
place within capitalist economies, especially between advanced and
backward economies, through capital exports and international loans
that transform colonial countries into dependent capitalist economies.
Consequently, the external sector is fundamental to the realisation of
effective demand, and is a key factor in the explanation of the limits
of capital accumulation. She assumes that dominant countries cannot
realise their surplus in their domestic economic structures, arguing that
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the capitalist system has a limited possibility of expanded capital repro-
duction, putting forward the argument of economic stagnation that
wrecks the capitalist system.

Her analysis of the ‘realisation’ problem due to the inability of capi-
talist spending to absorb the surplus of capital reproduction with
advanced economies became highly controversial. She acknowledged
that the imperialist countries of her period (Great Britain, Germany)
extracted surplus from their colonies not only through external trade
but more importantly by means of controlling the international finan-
cial system.

The way imperialism has developed in the last four decades is,however,
different from Luxemburg’s discussions. First of all the US (the sole
imperialistic country after the Second World War) uses its power not
only to exploit developing economies but also takes advantage of other
developed countries such as Japan, and many in Europe. Competition
in controlling backward economies has vanished. Second, the financial
system (along with political power based on militarism) has been the
main channel for imposing the US interests to the rest of the world.

In other words, the US has turned into a surplus-absorbing country
and its foreign trade deficit has been used to reduce wage good costs,
importing from the rest of the world manufacture at very low cost, based
on low wages. This trade has increased the profit margins of the US
economic activity, financed by the issue of dollars retained by the rest of
the world. As long as the US dollar remains the strongest international
means of payment and is considered the most secure form of debt in the
world (it has no competition from other currencies such as the euro, yen
or yuan) US finance retains its privileged position and imposes its condi-
tion of capitalist accumulation.

Finally, it is important to highlight that imperialism is not static.
At certain times the US has used the rest of the world to realise their
surplus production but in the present era its external trade has turned
into deficit, being the most important feature of its dominant position
in the financial market.

We finish by stating that higher internal demand can be achieved
through government economic policies, limited by the condition that
expanded capital reproduction takes place. If external sector opera-
tions are limited and the reproduction of capitalism is based on effec-
tive demand for domestic production (the import substitution model of
reproduction in Latin America, or the Asian reproduction model based
on state intervention) and the mobility of private external capital is
hindered, then there is ample scope for discretion in economic policy.
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However, once financial capital dominates real capital, the conditions
of international markets (interests of the imperialist power) impede the
internal conditions of capital reproduction, resulting in deep economic
recessions (1929 and 2008) that change the way imperialism unfolds;
indeed, this might weaken the capitalist domination itself.

Notes

1. On the basis of Kalecki’s and Keynes’ views, ECLAC proposed the centre-pe-
riphery duality assuming that backward countries can develop. The Marxist
theory of dependency, based on Luxemburg’s views, refers to the conflict
between developed and under-developed countries in which the later econo-
mies cannot be turned into developed countries.

2. The distribution of income is explained in his price theory, and the factors
modifying the ‘mark up’ are approached in his famous articles ‘Political factors
of full employment’ and ‘Three ways to full employment’.

3. Keynes (1930) worked on the lines of a similar proposition which he did not
pursue further. See Lavoie (2008b) for further discussion.

4. The difference between the decision to invest and the actual fixed investment
is ‘due to the period of construction, but also reflects such factors as delayed
entrepreneurial reactions’ (Kalecki, 1943b: p. 110).

5. This means that there is a constant relation between national income and the
stock of capital, given w,, w,, w;, there is a given relationship of productive
capacity to the stock of capital, and the degree of utilisation of equipment is
constant.

6. Capitalist consumption is not included because it is a fraction of gross profits
and therefore it is rather stable.

7. The Keynes income multiplier operates in a similar way. Levy (2001), chapter 3,
on the basis of Keynes statements, argues that if investment demand price is
above its supply price and finance is available, income rises, that is wages
and profits savings increases, which enables initial finance to be destroyed,
enabling initiation of another economic cycle.

8. Streams of income such as profits and salaries are modified by the introduc-
tion of taxes and subsidies. The former applies to all income streams (profit,
salaries and wages), and the latter is a form of government income transfer-
ence to low-income classes (that is, social benefits).
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Luxemburg as an Economist:
The Unique Challenge to
Marx among Marxists

Gabriele Pastrello

3.1 Foreword

Considering Rosa Luxemburg as an economist is not intended to be a
diminutio capitis; quite the opposite. She was a great personality, great
politician and great intellectual, in an extraordinary life committed to
her ideals. Her masterpiece, The Accumulation of Capital (Luxemburg,
1913a), is a prodigy of scholarship on different topics.

Jan Toporowski (2009) has written that Luxemburg’s analysis of the
financial aspects of the pre-World War I period, discussed in the third
part of her book, still illuminate today’s global financial problems. The
second part, too, is of great interest; indeed, as a detailed discussion
of the reproduction problem centred on a crucial topic for Marxists,
economic crisis, it is fundamentally a discussion of Say’s Law.! However,
I will focus here on only a very small portion of her work, the first part
of the Accumulation, devoted to the Problem of the Reproduction, since
this part constitutes true hand-to-hand combat with Marx.

Here lies the difference between Luxemburg and the other Marxists.
Starting from Kautsky and Lenin onward, Marxist writers on the whole
aimed at enlarging Marx’s analysis on various topics?. All of them took
for granted Marx’ core analysis, as represented by his published work,
the first Volume of Das Kapital — supplemented by Engel’s edition of
the elaborations of Marx’s unpublished manuscripts in Volumes 2 and
3. They therefore felt that the core could only be expanded in various
directions, but could not be elaborated or more rigorously developed.
This is exactly what, on the contrary, had been done by Rosa Luxemburg.
She was unique in detecting a sort of flaw in Marx's unendliche analysis,
which was endless, as he could not in the event answer his initial ques-
tion: where does the money come from? Luxemburg grasped that it was
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not so much a question of money-flows as of demand-flows, putting
the answer on the right track. However, in so doing she lost sight of
Marx’s primary problem, the roots of which he could not resolve. Marx’s
problem was indeed a twin problem, belonging to two domains, money
and the real demand. I will attempt to reveal an interconnection between
the two problems rooted in Marx’s specific approach to the solution of
the realisation problem dependent on the smooth implementation of
intersectoral transactions. In this light, Marx’s own problem will appear
as a link in the chain connecting Marx’s Reproduction Schemes to
Keynes'’s effective demand.?

Hence this chapter will be organised as follows: 3.1. Foreword. 3.2.
Marx and Luxemburg: twin approaches to the same problem. 3.3. Marx
and Simple Reproduction: discovering and concealing problems; 3.4.
Luxemburg and Marx on Enlarged Reproduction: one step forward and
one step back; 3.5. Luxemburg, Kalecki and Robinson on autonomous
sources of demand; 3.6. The inversion of the receipt-outlay sequence as
the clue to Marx’s twin problem. 3.7. Interlude: an historical paradox.
3.8. Conclusion: Marx’s twin problem re-assessed.

3.2 Marx and Luxemburg: two approaches
to the same problem

One of the reasons at the root of the differences between Marx and
Luxemburg in approaching the problems of the Reproduction Schemes
lies in the different paths through which they reached their respective
core problem with regard to the Schemes. Briefly, it could be said that
Marx tackled to the problem by developing progressively new themes
starting from an initial formulation, hence generating new problems.
At the end of his exposition Marx formulated his crucial question
with regard to the Schemes: where does the money come from? Rosa
Luxemburg, instead, asked her fundamental question by means of an
opposite approach; she started from a political standpoint, trying to give
an ever more sound foundation to her thesis regarding the possibility of
the functioning of a capitalist economy - or, rather, its impossibility. En
route she posed her crucial question: where does demand come from in
the Reproduction Schemes?

I have tried to analyse in detail elsewhere (Pastrello, 2005) the devel-
opment of Marx’s treatment of the ‘circulation of capital’ from the
Grundrisse to Manuscript VIII in Marx’s Nachlass, which is the basis of
Engel’s account of the Enlarged Reproduction Schemes in Volume II of
Capital. I will briefly recall here the main points. The Grundrisse contain
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materials concerning mainly the circulation of ‘individual’ capital; there
are scant passages devoted to the Gesamtcirculationprocess, and nothing
that Marx himself could intend to use for the Schemes as he conceived
them much later. A step forward is taken in the manuscript of the
Theories of Surplus Value.* There, two exchanges emerge: the first between
wage earners and producers — the income-capital swap — and the second
between producers — the capital-capital exchange. But the classifica-
tion of production in two sectors, the consumer good and the means
of production sectors, appears only in later Notebooks. And only later
on, in June 1863, does the first, although merely descriptive, graphic
representation of the global process of circulation appear, conceived in
the shadow of Quesnay’s Tableaux.

However, the real theoretical advance towards the theory of the circu-
lation in the shape we know, after Engel’s edition of the second volume
of Capital, belongs to a block of Notebooks in which a wholly new theme
appears: accumulation. Here, two strands are mixed: the accumulation
of capital® and the circulation of capital as implying the circulation of
commodities. The insertion of the ‘accumulation’ altered the methodo-
logical structure of Marx’s work, stemming from his early plans and from
the work already undertaken.® Accumulation implies reproduction of
goods, that is circulation, and this factor had been completely excluded
in his early methodological approach to the first volume. So it became
necessary to neutralise the methodological effects of this insertion. From
the unearthed Chapter 67 onward, a new assumption is added in order
to create a clear distinction between the theory of accumulation in the
first book and that of circulation in the second: namely the assumption
that circulation is assumed to guarantee the ‘material exchange’ in the
economy - that is capitalists by assumption always find the resources
they need to carry on their production. Hence, at the beginning of the
second volume the statement is made that the subject of this volume is
to relax the assumption made in the first with regard to circulation, and
to examine the conditions under which ‘material exchange’ can take
place.

However, this is not the end of the story. In all his early treatises, Marx
mainly stresses the ‘real’ side of circulation.® However, in his preliminary
works, on which the edition of the second volume is based, Manuscripts
I-VIII,° a new problem emerges. Already, in the paragraphs devoted
to Simple Reproduction, the problem arises of the implementation of
intersectoral exchanges in a monetary economy. The equilibrium condi-
tion between the two sectors warrants the possibility that real exchanges
could be performed. But the question arises as to how they could be
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implemented in money terms. As we will see, in Simple Reproduction
the problem finds an apparently satisfactory solution. However, in the
treatment of Enlarged Reproduction the problem escalates acutely: the
monetary exchanges do not close, and the exchanges of the commodi-
ties of the first sector with those of the second are completed thanks only
to some implausible assumption, rigorously scrutinised by Luxemburg.
Moreover, at each and every round of the expansion the failure to close
is amplified. It is in this very context that the specificity of Marx’s ques-
tion arises: where does the money come from in order to settle inter-
sectoral transactions smoothly, to ensure the continuity of expanded
reproduction?

Rosa Luxemburg’s path to the Schemes is quite different; it stems
from the framework of a political divide between her and Lenin. As
shown by Tadeusz Kowalik in his book on Luxemburg (Kowalik, 1971),
the theoretical divide between Rosa Luxemburg and Lenin has a long
history. It begins with Luxemburg’s first work on the industrial devel-
opment of Poland and Lenin’s on the development of capitalism in
Russia (Luxemburg, 1898; Lenin, 1899). While Luxemburg tries to show
that capitalism always needs an external impulse to develop, Lenin,
polemicising with Russian economic romanticism,!® maintains that an
autonomous capacity to overcome the conditions of underdevelopment
is rooted in capitalism. In so doing, capitalism develops contradictions
and is not harmonious; however, it can nevertheless achieve it.

The rift presents itself again in the debate over imperialism.!! Again for
Lenin the imperialistic process is due to a surfeit, the export of capital,
while for Luxemburg it is due to a deficiency, a lack of demand, which
needs to be made good.!? Rosa Luxemburg, working her way through
the intricacies of the Schemes, discovered that the exchanges which,
according to Marx’s intention, should close the intersectoral exchanges,
were not plausible. It should be recalled that Marx, rooted in Classical
political economy, was mainly concerned with what today could be
defined as a supply side problem in the sense that, since the quanti-
ties to be exchanged are already determined, the only question that can
arise is: where does the money come from to fall into the hands of capi-
talists in order to allow them to buy the goods? Luxemburg’s thinking,
however, was more modern;!'? the problem for her was that it was not
enough that sellers of these commodities should exist. She detected that
Marx’s solution was not logically watertight. The question arises of who
would be willing and able to buy those goods, that is, whence might
come the demand for them. Her answer, crowning her debate with
Lenin, and thanks to her deepest insight into Marx’s Schemes, was that
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the capitalist system is inherently unable to accomplish accumulation;
it needs completion from outside. This is the very source of imperialism.
This is the core of her Accumulation.

3.3 Marx and simple reproduction: discovering
and concealing problems

The starting point here is a scrutiny of Marx’s Schemes in the case of Simple
Reproduction, based on their comparison with a modern representation
of the overall production process: input-output matrices. Partitioning
a closed system by agents — namely firms and households — and then
aggregating through industrial sectors, we get the aggregated transac-
tions between firms, and between firms and households, as follows:

IG FP 3.1)
Y 0

Where IG = intermediate goods transactions, FP = final products sales and

Y = income. In this scheme intermediate goods transactions are usually

consolidated, sales equal purchases among firms; consequently Y = FP!* is

the usual accounting identity equalising incomes and final purchases.
Marx’s dissection of the overall process is quite different:

C, C, 3.2)
Vi+S; V45,

where, as usual, C; represents the constant capital of the two sectors in
the economy - sector I the means of production, and sector II consumer
goods. V; and S; represent variable capital — wages — of the two sectors, and
S; the surplus value of the surplus product ‘produced’ in the two sectors.
The principal, and more relevant, differences between the two struc-
tures are: first, the different methods of partitioning of the Input-
Output!® (I-O) matrices and the Simple Reproduction Schemes (SRS): by
agents in I-O matrices - firms and households, as against by sectors — the
means of production or consumer goods — in the SRS. Second, the kind
of objects recorded in the schemes: the objects traded in [-O matrices;
goods and services bought and sold — rows and columns. In the SRS,
however, the objects recorded have another type of twofold aspect,
representing on one hand the kind of good produced (and utilised) — C;s,
means of production, and V;s and S;s consumer goods; and on the other
hand the sources by means of which the goods are purchased; that is
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constant capital advances, C;s buy the means of production, and the vari-
able capital advances, V;’s, buy the consumer goods. Capitalists’ expecta-
tions of buying consumer goods actually have an ambiguous conceptual
status; Marx considers them as money-advances not belonging to the
expansion of capital.!® As we will see, at the root of the problem lies
the fact that these expenditures cannot be considered as coming out of
surplus value. The problem, concealed in the SSR, will emerge as unman-
ageable in the Enlarged Reproduction Scheme (ERS).

As a result, this different classification stresses the character of the
transaction: either intra-sectoral or inter-sectoral. In contrast to the usual
approach, Marx’s analysis faces a new problem: whether in a monetary
economy all these transactions could be implemented smoothly. Were
the answer to be in the affirmative for all the kinds of transactions
implied, the difference between the two representations of economy,
I-O and SRS, would be merely a question of taste, or of the possibility
of sophisticated mathematical treatment.!” As we will see instead, the
fact that the smooth implementation of intersectoral transactions is not
guaranteed suggests that Marx’s classification exposes a crucial problem
that our usual representation, I-O, conceals.!®

Let us then examine the different kinds of transactions:

e Transactions concerning C,. The firms belonging to sector I use
monetary capital advances to buy reciprocally from themselves the
means of production needed; in this way they restore in aggregate
their capital advances in real and in money terms; these transactions
are endogenously self-liquidating;

e Transactions concerning (V,+S,). The workers in sector II use their
wages, paid out of monetary capital advances by entrepreneurs in the
sector, to buy from them the consumer goods they need. Moreover
the capitalists of sector II advance money — not to be considered as
capital, according to Marx — the value of which equals the mass of
surplus value produced in the sector, to buy goods for their own
consumption. In that way they restore in aggregate their advances
of variable capital in money terms. Moreover, by selling an amount
of consumer goods equal to their surplus value, they realise it in true
Marxian terms. Overall, as with sector I, these transactions are endog-
enously self-liquidating. °

Before moving on to intersectoral transaction, some points have to
be stressed. First, Marx unwittingly operates a momentous inversion
between receipts and outlays with regard to surplus value. In Keynesian
parlance, any expenditure whose source is not the already currently
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earned income is called autonomous expenditure. This is exactly what
happens to capitalist expenses in SRS. They spend beforehand, and only
afterwards do they get the proceeds; only after they realise their surplus
value. Finance, or credit, helps to overcome the time-lag between outlay
and receipt. It resembles a Kaleckian world. However, the amount of
the surplus value is already determined; only in a very restricted sense
do ‘they get what they spend’. By defining capitalist expenditure as
advances of money and not of capital, Marx conceals the problem he
will face in the ERS, namely: how can capitalists spend before earning?
The second point to be stressed is that we should not be misled by
thinking about the intersectoral transactions in term of barter of aggre-
gate or equivalent. Indeed, if we think that the exchange may be repre-
sented by two symmetrical spot exchanges between the mass of goods on
one side and a mass of money on the other, we are actually thinking in
barter terms. But Marx thinks in a different way; he repeatedly speaks of
transactions as starting autonomously from a multiplicity of independent
points — each holding the monetary means to start them - and reaching
another set of independent points. Only when all these transactions have
been performed smoothly can the match of the aggregates occur and the
equality in the values of the masses of goods exchanged make sense.
Now we may consider the intersectoral transactions, remembering
that the equilibrium conditions of the Schemes is C, = (V,+S,), as these
transactions must also all be performed, in a sense, simultaneously:2°

e In transactions concerning (V;+S,), the workers belonging to sector
I use their wages, paid out from the monetary capital advances of
sector entrepreneurs, to buy the consumer goods they need from
sector II. Moreover the capitalists of sector I advance money - not
to be considered as capital, according to Marx — the value of which
equals the mass of surplus value produced in the sector, to buy goods
for their own consumption. The capitalists of sector II restore their
constant capital advances — C, — in money terms;

e In transactions concerning C,, the firms of sector II use their
advances of capital to buy means of production from sector I. In that
way they restore their constant capital in real form; while capitalists
of sector I restore their advances of variable capital, V;, in money
form. Moreover they realise their surplus value, S;, restoring also their
money advances spent in buying consumer goods.

As we have seen, every transaction — whether intra- or inter-sec-
toral — financed by advances of capital, whether constant or variable,
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may be settled without any problem. A problem could arise, however,
with the surplus value which could not be spent before realisation and,
at the same time, could not be realised before expenditure. Marx solves
the problem by breaking the Classical postulate underlying Say’s Law
that receipts must precede outlays. Theoretically he retains the postu-
late; however de facto he does not do so. If he had not done so, part
of the intersectoral transaction could not have been implemented,
blocking the realisation of capital advances, real and monetary, thus
jeopardising the continuity of the reproduction process. However,
since not only do capitalists hold the money balances needed, but also
their level does not change through time, then under these conditions
Simple Reproduction can be carried on indefinitely; and the problem is
apparently solved.

The above treatment has aimed at showing that in conditions of
Simple Reproduction there is already a flaw in the realisation of surplus
value, from which stem two problems to which Marx supplied some
kind of a solution. But Rosa Luxemburg did not recognise this solu-
tion as being the actual origin of her own problem. And this problem,
concealed in the SRS, will appear ‘enlarged’ and unmanageable in condi-
tions of Expanded Reproduction.

3.4 Marx and Luxemburg on enlarged reproduction:
one step forward and one back

Rosa Luxemburg’s analysis of the SRS follows traditional Marxian lines;
she followed Marx’s guiding light of the material exchange between
sectors, dividing her analysis into two parts, the real process and the
monetary circulation process (Luxemburg, 1913a). However, in analysing
the SRS, she failed to notice two critical points of Marx’s theory stem-
ming from the monetary character of the economy.

As a first point, she acknowledged that capitalists must advance
money for their consumption. However, she accepted Marx’s view that
it is only a question of where the money comes from. The capitalists
have it already - and she did not notice that the problem is just the
same as that which would attract her attention later: whence comes a
solvent demand. The second point relates to fixed capital; Marx’s anal-
ysis stresses that in the case of depreciation and wear and tear a problem
arises similar to that of an imbalance between saving and investment
in modern terms. Marx recognised that this entails a critical situation
that can be made good only by means of export or import,?! even if the
correct proportions between sectors are extant.
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Passing to the ERS, Luxemburg followed Marx’s steps. Obviously, in
order to allow a continuous enlarged reproduction, the proportions
between the two sectors must be changed, and she set out from the
cases analysed by Marx in his treatment. She stressed a crucial point on
which Marx had elaborated at length: that the process of continuous
enlargement of the process of production must start simultaneously on
both sides, in both sector I and sector II. The capitalists of sector I need
additional consumption goods to be available for their additional labour
force to buy. At the same time, the capitalists of sector II need an addi-
tional means of production to be available in order to increase their
process of production. Moreover, each sector must produce the addi-
tional goods they both need to expand the process: an additional means
of production and additional consumption goods, both to be used in
the same producing sector.

Obviously the condition of equilibrium between the two sectors
changes dramatically.?? The capitalist of sector I must not only be
able to supply sector II with the means to carry on production at the
same level, C,, but also the means of production needed to enlarge
the production of sector 1I, AC,. While sector II must be able to supply
sector I with not only the consumer goods corresponding to the vari-
able capital advanced, V,, and to the current consumption of capitalist,
here called S,,,2% but also the consumption goods corresponding to the
increase in wages, AV, and in capitalists’ consumption, AS,,, following
the increase in reproduction. Hence, in equilibrium (C, + AC,) = [(V; +
S10) + (AV; + AS;()] must hold; the first component on the left side, and
the first two on the right side of the equation are related to the current
level of production, while the second on the left side, and the second
two on the right, are related to accumulation. This condition is much
more complicated than in Simple Reproduction. However, though, in
general: [C, = (V; + $;0)],%* the two sides of the above equation must
match, provided that the right proportions remain between sectors.?
But even this equality warrants only the possibility of intersectoral
exchanges to be performed smoothly; it does not guarantee the imple-
mentation of these transactions in a monetary economy in the same
way as happened in SRS.

Luxemburg followed Marx on this analysis, elaborating on his numer-
ical examples. The starting point is the above mentioned relation: [C, #
(V; + $10)].2¢ The interesting feature of this relation is that both sides,
according to Marx’s assumption, are financed ex-ante by means of
money advances, whether or not in form of capital advances. We have
to recall that circulation of capital, according to Marx, must end where it
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begins. That is, money advances from both sides; once they come back,
restoring money advances to the sectors where they started from,?” they
remain in the same sector and cannot be used, as in Quesnay’s Tableau
Economique, to finance further transactions.?®

Hence, what remains of the relation mentioned above is [AC, =
(AV, +AS,p)]; that is, the increases in production earmarked for accu-
mulation. According to the above, the exchange is financed only in
part by means of a money balance equal to [C, — (V; + S10)], a nega-
tive or positive differential according to the balance in the hand
of the capitalists of sector I or II. However, although what remains
does equalise from a real standpoint, capitalists do not hold the
money balances by means of which the process of exchanges can be
completed. At this point Marx said that the exchange between the two
sectors could be performed in real terms, since the two sides of the
complete transactions equation are equal. But we still do not know
where the money may come from to start the intersectoral exchanges,
and we need to find an answer. In fact, Marx closed his analysis of
intersectoral exchanges performing an exchange in real terms, though
the money balances needed were missing.?’ Apparently, this is what
misled most commentators — Tugan-Baranowski and many others3® —
with the notable exception of Luxemburg. It must be added that the
same problem, at variance with the SRS, also arises in the ERS in the
intra-sectoral exchanges. Capitalists of sectors I and II have surplus
product earmarked for accumulation, which they can sell if and only
if the surplus values have been monetised and vice versa. In the case
of expanded reproduction, the problem of financing transactions is
broader than in the case of simple reproduction. But the outcome of
the obstruction of the process is the same.

Once Luxemburg?! reached the point of the analysis where Marx had
put forward his question, she drastically changed the theoretical ground,
saying that what she had to find out about was not the money to finance
the exchanges, but the solvent demand to realise the surplus values in
money terms. Accordingly, she formed her more important conclusion
thus: since it is not simply a problem of finance but rather of demand,
this problem cannot be solved in a closed capitalistic system. This is the
root of her theory of imperialism. The importance of her conclusion,
as we will see from Kalecki’s and Robinson’s comments, depends not so
much on her alleged impossibility of functioning of a closed capitalistic
system as on her being the only one of the Marxists who had detected a
flaw in Marx’s core analysis, and on her having detected the theoretical
character of the solution.
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3.5 Luxemburg, Kalecki and Robison on autonomous
sources of demand

Rosa Luxemburg reached a clear understanding of her own achievement
only after she had worked her way through the intricacies of Marx'’s
Schemes. This is why it was only in the Anti-critique, written to answer
the numerous obvious misunderstandings of her critics, that she gave the
clearest explanations of her own route and of the fundamental points
she had made in her critique of Marx. In the first chapter Luxemburg
sketches out her theoretical path, ending where she was aiming at;
namely that though ‘at first glance it [her book — GP] may appear to be
a purely theoretical exercise’, its practical meaning was its ‘connection
with the most outstanding fact of our time: imperialism’ (Luxemburg,
1921: ch. 1).

She began by stressing that accumulation is possible only if an
increasing availability of outlets for expanding production exists. She
oscillated between a concept of growing the expected demand neces-
sary to induce new investment — which she calls a new ‘field of invest-
ment’ — and the necessity of outlining the actual demand which can
help the monetisation of the current surplus. Accordingly she examined
the sources of that demand.

Wage-earners cannot supply that demand, for they cannot provide the
continuously growing purchasing power required to buy the growing
surplus product. Nor can the capitalists, for the same reason. She entered
the crucial step of her argument when considering the contribution to
the solution of the problem by other social classes in a capitalist society,
‘civil servants, military, clerics, academics and artists which can neither
be counted among the workers nor the employers’ (ibid). What is of
utmost interest is that although she gave an incorrect answer as to why
they cannot provide the purchasing power, her answer contains the
correct theoretical principle.

She begins by saying that these social groups cannot supply the source
of demand needed insofar as their incomes depend on the profits of capi-
talists. What is needed, she added, is an autonomous source of demand.
Strangely enough, although government military expenses depend on
taxes levied on profits, she considered them instead as an ‘autonomous
source’ of demand because this opens a new ‘field of investment’. It
is apparent here that, she is resorting to another concept of ‘autono-
mous source’ — namely a long-term ‘expected demand’ - functioning
as a kind of ‘accelerator’. When she reverted to the short-term demand,
she excluded civil servants’ expenditure — which in modern terms is

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa

Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



Luxemburg as an Economist 47

considered ‘autonomous’ demand - as not answering the question of
‘who buys them [the goods belonging to the surplus product] from capi-
talists to help them to transform into money the main part of their
profit’. Accordingly, she cannot but answer: ‘capitalism expands because
of its mutual relationship with non-capitalist social strata and countries,
accumulating at their expense’, insofar as demand which cannot be
supplied from inside must be supplied from outside. It is her different
vision which allowed her to detect in Marx’s clumsy, though deep, anal-
ysis of the Schemes the flaw in demand stemming from the implicitly
assumed closure of the circuit; that the whole of surplus value buys the
whole of surplus value.

It is her quite new sensibility to the demand side, as Sweezy put it
in his introduction to her book (Sweezy, 1956), that elicited the praise
of other modern economists, such as Kalecki and Joan Robinson. Joan
Robinson (1951) and Michatl Kalecki (1967) appreciated Luxemburg’s
result: the correct stress on the demand side. However, they skipped the
analytical route that led her to her final result — a route which under-
takes a detailed and laborious analysis of Marx’s Reproduction Schemes
and of the monetary transaction which do not match.

Neither Robinson nor Kalecki share any element of her analytical
route. Robinson was rooted in Keynesian accounting identities,
consolidating all the interindustrial transactions. And Kalecki paved
his own way, elaborating identities between incomes and final prod-
ucts, as clearly shown in his reconstruction of Marx’s Reproduction
Schemes (Kalecki, 1968a), obviously with a keener attention, with
respect to Robinson, to the different classes of income earners. Kalecki'’s
reconstruction, indeed, though exhibiting equilibrium conditions
hinting at those of Marx, differs fundamentally from those insofar
as the monetary interindustrial transactions are cancelled out; this is
at odds with Marx’s and Luxemburg’s approach, as in the Keynesian
identities.32

Starting from this standpoint, both Kalecki** and Robinson were able
to detect immediately the potential generality of Luxemburg’s solution
as well as the actual limits of what she arrived at. Actually, from a strict
analytical standpoint, to limit the autonomous source of demand to the
possibility of exports is incorrect. Moreover, there is no hint pointing to
the multiplier in Luxemburg’s arguments. Nevertheless, the existence of
an exogenous impulse which makes the system start up is at the heart
of any dynamic representation of the multiplier. Hence, the relevance
of her achievement stems from her new sensibility about the dynamic
factors of capitalist system.3*
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3.6 The inversion of the receipt-outlay sequence
as the clue to Marx’s twin problem

Scarcely could two personalities be more different: Karl Marx, the déraciné,
the impassioned foe of capitalism, the economist rooted in Classical
political economy; and John Maynard Keynes, brought up in the educa-
tional heartland of the British ruling class, the saviour of capitalism, the
anti-Classical economist. For all that, they shared a crucial character-
istic in their economic thinking: they were the two economists, in the
history of economic thought most sensible to the monetary aspect of
the capitalist economy.>® Keynes had a very superficial, scanty and even
prejudiced knowledge of Marx. Yet when he investigated Marx’s M-C-M’
cycle, Keynes immediately recognised in it the same kind of thought on
how the capitalist system functions to his own thinking.® Moreover,
in two points elaborated by him there is a not wholly casual conver-
gence with Marx. These two points have to do with the inversion of the
relation between receipts and outlays, an inversion which needs to be
financed, as already implied in the Simple Reproduction. The fact that
Marx did not recognise this inversion as such obstructed his path to the
solution of the same problem in the ‘Enlarged Reproduction’.

We find the first case in Keynes’s discussion of the finance motive,?’
a demand for money connected with the time profile of the money
balances®® needed to fill the gap between outlays and receipts; it is at
variance with the properly called transaction money balances, which
have to fill the gap between receipts and outlays. The interesting point
for us is that the reason for that inversion for Keynes is that money must
serve to finance the expansion of the scale of production,® the ‘enlarged
reproduction’ in Marx’s language. Keynes’s balances are nothing more
than what are called ‘monetary capital advances’ by Marx, whose
problem in the ‘enlarged reproduction’ is just how these balances can
be enlarged. We should not be surprised by the fact that when thinking
about the enlargement of production they were both worried about its
financing. Clearly, Keynes did not know anything about Marx’s problem.
However, assuming the existence of finance balances, in order to fill the
gap between outlays and receipts, as Keynes put it, Marx’s problem is
solved.

We find the second case of convergence with Marx in Keynes’s treat-
ment of the financing of the war budget. In a unpublished report
(Moggridge, 1982) Keynes suggested inverting the methods of thinking
about and planning the financing of the budget; instead of borrowing
first and spending later, he suggested spending before, and only
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borrowing after that.*® In this case, the inversion on monetary side is
parallel to the inversion on the real side, as government expenditure is
autonomous par excellence. Robertson reacted tempestuously to that
proposal (Robertson, 1939):

‘One view is that there is no problem.

You don’t know how to manage Looking-glass cakes’, the Unicorn
[Keynes] remarked. ‘Hand it round first, and cut it afterwards’.

In Through the Looking Glass (Carroll, 1872) the sequences are inverted,
relative to what happens on the side of the glass in which we live.
Robertson reaffirmed later, in a correspondence with Harrod,*! that the
right order of the receipt-outlay sequence was not for him an empirical
fact, but a ‘law of thought’, as he said, required to analyse ‘economic’
behaviour as such.

This inversion is at the heart of what in Keynesian economics is
called ‘autonomous demand’. Otherwise Say’s Law would rule, with its
‘usual’ receipt-outlay sequence. Though Marx was not aware of it, the
‘inversion’ was also required by his theory. Indeed, for Marx, the differ-
ence between the circulation of money and the circulation of capital is
crucial, a difference he perceived after writing the Grundrisse. The first
circulation is, as it were, a perpetuum mobile; once in motion it never
ends. The second has the form of a circular movement which flows back
to the starting point and then stops.*? This form of the capital circula-
tion sometimes requires the inversion of the receipt-outlay sequence.
This is not always the case, as we have seen, but only when the circuit
must be put in motion ex-novo, that is in the case of expanding produc-
tion, accumulation. Most of the critics of Luxemburg who underrated
her efforts in trying to realise in money the surplus value produced did
not grasp the difference between the two circuits, let alone the necessity
of the ‘inversion’, treating the whole circulation as an endless circula-
tion of money.

We may ask why Keynes could resort to this solution, while Marx
could not. The crucial point is a practical historical one, as well as theo-
retical; Keynes lived during an epoch when the Bank of England was
the keeper of the monetary sovereignty, the ultimate issuer of money.
Indeed, Keynes criticised the gold standard system insofar as the
inelasticity of the supply of coinage could hinder the achievement of
domestic economic targets.** Marx could not resort to Keynes’s solution.
He lived under the domination of the gold monetary system. Though he
polemicised with Ricardo and the Currency School, the instigator of the
most stringent rigidity of the monetary system by the central banking
management,** he did not accept the view that the central bank could
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regulate the quantity of currency in circulation.* From the theoretical
point of view he had assumed the existence of coinage only — with its
short-run inelasticity of supply*® - as the sole means of exchange. He
rejected the cases of relaxation of this assumption that he subsequently
considered. For he considered the resort to them as mere adhockery
before finding the solution within the strict limits assumed. To find the
means of financing the inverted outlay-receipt sequence was not simply
a technical, side aspect of the whole discussion. It was crucial for solving
the problem of the implementation of intersectoral transactions; and
resorting to the external world, Rosa Luxemburg solved that problem
and at the same time removed it.

3.7 Interlude: an historical paradox

There are many reasons for the hostility, underrating and misunder-
standings met by Rosa Luxemburg’s elaboration on Marx’s Reproduction
Schemes, of which Kowalik gives an almost exhaustive account in his
work on Luxemburg (Kowalik, 1971). One of these, passing compara-
tively unnoticed, is that among the commentators of Marx it is hardly
possible to find an appreciation of the high level of the mathematical
side of his work on the ‘general process of circulation’.*’

For example, in his discussion of Smith, in the Theories of Surplus
Values, polemicising with him for the exclusion of ‘constant capital’
from his national accounting equations, Marx builds the first example in
the history of economic thought of a vertically integrated sector, a tool
based today on Leontief’s I-O analysis,*® and made widely known more
recently by the work of Pasinetti (1973). It must, moreover, be stressed
that, even if calculating the proportions between sectors in simple repro-
duction may be not too problematic, changing them only by means of
a numerical calculus to get the new proportions of an expanding system
requires some kind of rule of thumb to warrant the convergence of
an iteration — a result which has in recent times been warranted by a
sequence of pre- and post-matrix multiplications. Moreover, calculating
the series of levels of the expanding sector in the process of accumula-
tion implies a rule-of-thumb solution of an eigen-vector problem.* All
this is meant to stress the powerful ‘mathematical intuition’ implicit
in Marx’s work,>° an aspect which could be easily underrated in those
times.

It is possible to put forward an hypothesis regarding another possible
factor to explain the above-mentioned undervaluation. It would be an
historical irony that the followers of these two economists, Marx and
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Keynes, with such an acute feeling for the monetary side of capitalism,
should not share their sensibility in the same degree, being rather more
biased towards the ‘real’ side of the functioning. This may emerge, for
instance, in the stress put by a great many Marxists on the structural,
that is ‘real’, aspects of capitalist economy, as against other aspects,
deemed ‘cyclical’, or at least ‘transient’ phenomena, mainly related to
the monetary side of the economy.

Strangely enough, it is possible to advance such a hypothesis about
Keynes’s pupils as well. For instance, Joan Robinson, in her ground-
breaking Accumulation of Capital, took a dominant ‘real’ standpoint,
giving the treatment of the monetary factor a rather secondary position,
at variance with, for instance, Keynes’s main work, where money and
unemployment stand together from the very start.5! Obviously, it was
the ‘real’ side of the matter that had to be developed, and which required
most of her attention, inducing, most likely, a ‘real’ bias. Meanwhile,
Richard Kahn disliked monetary matters so strongly (since he felt their
treatment was too much rooted in the Quantitative Theory of Money
that he despised) that the forced dismissal of Keynes’s first proposal
on monetary questions for his doctoral thesis allowed him to devote
himself to what became a masterpiece in the ‘real’ side of Economics,
The Economics of the Short Period (Marcuzzo, 2002).

The case of Kalecki is similar to that of Joan Robinson. It apparently
depends on overconcentration on scientific discovery. In the early thir-
ties, Kalecki was trying to elicit the principle of functioning of a capi-
talist economy that we, after Keynes, call ‘effective demand’. The route
leading to that discovery was for Kalecki a ‘real’ path,5? and accord-
ingly he did not hesitate to put aside any problem that might threaten
to misdirect his line of thought. We must in this way interpret his
reconstruction of Marx’s Schemes which, being based on vertically inte-
grated sectors, could not but cancel Marx’s stress on ‘constant capital’,>?
the existence of which led him to the problem of the financing of
intersectoral transactions. Such a problem cannot even be conceived
of in a vertically integrated sector,. However, though Kalecki’s recon-
struction cancels some important aspects of Marx’s Schemes, it served
to connect them to the ‘effective demand’ question; an aspect which
could not have emerged clearly in the original Schemes. Accordingly,
if on one side we owe this important connection to him, we must not
on the other overrate his downplaying of the financing of the intersec-
toral transaction in Marx’s analysis. He could not but underrate them,
being focused on his own problem, a theoretical problem of historical
importance.
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3.8 Conclusion: Marx’s twin problems re-assessed

We have seen that Marx was asking how it could be possible to finance
the realisation of the surplus value of the capitalists, enabling, at the
same time, the implementation of the intersectoral transactions, in
order to have the reproduction process running. Rosa Luxemburg
maintained, however, that the problem was not intrinsically the tangle
of imbalances arising from the intersectoral transactions as the origin
of solvent demand, to finance the realisation of surplus value. Her
answer was that demand could only flow from outside; obviously, in
this case the problem of smooth intersectoral transaction is simultane-
ously solved.

Michat Kalecki and Joan Robinson endorsed her solution. Indeed,
starting from an ‘effective demand’ conceptual framework — autono-
mously elaborated by Kalecki, and rooted in Keynes'’s teaching of Joan
Robinson - they stressed that the ‘export’ solution was only a specific
kind of solution, not a general one. Kalecki, indeed, used the curious
expression ‘internal export’ to stress that the point was that demand
must be autonomous, not necessarily from outside.

In fact, the problem may be faced by starting out from two opposing
positions. From the first, the positive question is asked as to how an
economic system as represented by Marxian Schemes may function. The
second position is in a sense a negative one, insofar as it asks why it
might not function. The negative standpoint may be more meaningful
than the first. In Luxemburg’s approach the negative approach is only
preliminary to the positive; indeed, she started out by stating that a
capitalistic system cannot function insofar as it is a closed one; there-
after she found out how it may function with external aid.

However, at the end of her analysis she abandoned one aspect of
Marx’s negative answer, namely that without autonomous demand the
intersectoral transactions cannot be financed. The monetary side of
the problem stands at the root of the impossibility of the intersectoral
transactions to be performed, hindering the functioning of the system.
Moreover, the greater the scale of reproduction, the more this deficiency
grows. The question of where money comes from is not superfluous; it
points to a twin problem with respect to the realisation of surplus value:
the implementation of the intersectoral transactions. Though facing the
first problem in a ground-breaking way, Rosa Luxemburg let the twin
problem be cast into oblivion.

The problem for Marx of intersectoral exchange arises from the very
fact that Marx, sticking to the Classical approach, implicitly accepts the

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa

Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



Luxemburg as an Economist 53

logical postulate underlying Say’s Law: that is that the whole product of
a period is purchased by means of the income distributed in the same
period. That is, the income—product circuit is a closed one; surplus value
purchases the final product associated with the expanded reproduction
of the period. However, his assumption is countered by Rosa Luxemburg's
question: how can surplus value purchase something before being real-
ised in monetary form? — That is, before the same surplus products,
which are yet to be purchased, could have been sold. Moreover in an
expanding economy such a problem cannot be solved without inverting
the receipt-outlay sequence - so breaking Say’s Law — not only on the
real side, but also on the monetary. This inversion is clearly connected
with Marx’s distinction between circulation of money and capital, a
distinction crucial to the understanding of the functioning of the capi-
talist economy.

Here we may see clearly the difference with Keynes. At the outset of
his General Theory he simply sets aside Say’s Law; whereas Marx, through
his cumbrous analysis of the Schemes, has, unknowingly, shown that a
system in which Say’s Law is assumed to hold cannot in fact function.
Accordingly, we may say that only Karl Marx’s analysis may supply a
stronger rejection of Say’s Law than simply assuming that it does not
hold. Marx’s analysis of the Schemes may be considered the starting
point for the formulation of an impossibility theorem>* regarding Say’s
Law, adding that it was Luxemburg’s analysis of his Schemes that helped
focus on this point.

Notes

1. Say appears as a dramatis persona only in the first interchange of Luxemburg’s
reappraisal of the discussion. To that part is logically linked also the Appendix,
an anti-critique of the shallow misunderstanding of her work by the then
leading Marxist theoreticians. As a general rule I will not discuss here oppo-
nents’ critiques of Luxemburg’s Accumulation, apart from some specific points
where needed.

2. Kautsky dealt with the peasant problems (Kautsky, 1899), and imperialism
(Kautsky, 1914); Lenin with the so-called ‘romantic’ critique of capitalism
(Lenin, 1897) and the capitalist development in Russia (Lenin, 1899); those
who wrote on imperialism included Luxemburg (1913a), Lenin (1917),
Bukharin (1926), and many others; Bernstein (1899) and Tugan-Baranowski
(1905) credited the idea that ‘crisis’ could not necessarily accompany capi-
talism; Hilferding (1910) enlarged the Marxist approach to Finanzkapital;
Bauer (1913), Sternberg (1926) and Grossmann (1929b) laid down the first
very modern models of accumulation, while more recently Baran and Sweezy
(1966a) endeavoured to adjust Marxian analysis to the conditions of modern
times.
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My attempt has nothing to do with the usual contention that Marx’s ‘reali-
sation problem’ is almost equivalent to the ‘effective demand’ problem; see
Sardoni (1987), and Robinson (1949). Rather, in my opinion, in Keynesian
terms Marx’s problem may be more correctly defined as one of expectations
fulfilled, taking as given and and solved Keynes’ own problem, the level
of overall production. The level of production in Marx’s approach may be
taken as given, as in the Reproduction Schemes; or it may be taken as the
maximum feasible level, according to his famous remark in the first volume,
‘Accumulate, Accumulate’, and so on. However, this level is never put under
scrutiny in order to explain the forces which determine it, apart from some
rare obiter dicta on the role of orders in determining the quantity to be
produced. Hence, as there are two different problems, a question of a link
between the two theories arises.

Being the content of Notebooks VI-XV belonging to the 1475-page manu-
script written in the years 1861-1863 encompassing XXIII Notebooks, as
described by Engels in his Preface to the second volume of Capital.

. As we know from section VII, The process of accumulation of capital, of the first

volume of Marx’s Capital, while in chapters XXI and XXII, the standpoint is
that of the accumulation of ‘individual’ capital, in chapter XXIII it becomes
the relation of ‘capital as whole’ and the labour-force as a whole.

The question of the reasons underlying Marx’s change of plan for his main
work, Capital, with respect to the previous works contained in his Grundrisse
(1857-1859), has been raised by Grossmann (1929a), and discussed at length
by Rosdolsky (1969).

See Marx, 1933. In this chapter, written between 1863 and 1866, unpub-
lished and discovered only in 1933, Marx sums up the result of his analysis
of the ‘process of production of capital’, deferring the analysis of the ‘circula-
tion process’.

Since he is concentrating on the so-called Stoffwechsel, the ‘material exchange’
of society.

The first of which was written between 1864 and 1865, and the last in
1878.

Actually, Kowalik plays down the acuteness of their contrast; see Kowalik
(1971), chapter 1. Some points of his book are reassessed in his more recent
Introduction to The Accumulation of Capital, see Kowalik (2003).

See Kowalik (1971): Part 11, Theories of Accumulation and Imperialism. See also
Kemp, 1967: chapters IV and V.

In terms of modern national accounting the two facts are but the two sides
of the same phenomenon, the surplus on the current account being associ-
ated with a surplus on the capital account. Obviously the question remains
open as to which of the two sides the dynamic impulse for the motion of the
whole system stems from.

As recognised by Sweezy in his Introduction to the Accumulation (Sweezy,
1956).

Obviously this a telegraphic way of speaking, insofar as Y and PF are abbre-
viations for vectors, and what is meant is the derived - by pre-multiplication
with ‘unity diagonal vectors’ — expression: 2Y; = C; + 2I;, where ‘i’ is the row
indices, ‘j’ the column indices, C; and [; the consumer goods and investment
goods (capital goods in Classical parlance).
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From here onward, for sake of brevity, the expression ‘Input-Output’ and
‘[Simple or Enlarged] Reproduction Schemes’ will be indicated, respectively,
with the acronyms: I-O, RS, and SRS or ERS.

As explained by Marx In Paragraph V of the Chapter XX, Simple Reproduction,
of the third section of Volume II of Capital; Marx, 1885.

In a paper in preparation, I have tried to couch Marx’s Schemes in matrix
language. Unfortunately, for reasons of space, some of the conclusions of the
paper can be reported here only in literary form.

There is a huge number of works, starting from Lange (1965) and including:
Harris (1972), Roemer (1978), Sardoni (1981), Campbell (1998), Lapavitsas
(2000), Nell (1988 and 2002), Trigg (2009), in which linear algebra has
been used to explore possible developments of Marx’s Schemes. This is not,
however, the route chosen here. For all their interesting outcomes, these
works, in my opinion, miss the point made here. An analysis which treads a
similar path to the one tried here may be in Nell (1988); however his analysis,
though interesting, takes too many liberties with regard to Marx’ assump-
tions relating to monetary transactions to be useful in this context.
Obviously this is true only in the aggregate. However the sub-sectoral imbal-
ances which necessarily arise do not in themselves hinder the process, insofar
as they make good by means of the completion of all the transactions. This
is exactly the problem concealed in the use of I-O matrices, in which the
consolidation of the intra-firms transaction is taken for granted. This is true
only in the aggregate; however, for every individual industrial sector in
which the balance of intermediate goods bought and sold is in the negative,
the financial balancing of the intermediate transactions of the sector requires
the completion of all the transactions of the sector.

Where ‘simultaneous’ does not necessarily mean ‘spot’, but can mean that
they occur independently during a span of time during which they must
match

Marx (1885): Vol. I, chapter XX, § XI. Unfortunately Luxemburg does not
grasp this extremely significant point, which Joan Robinson was to notice,
see Luxemburg (1913a): chapter V. See also Joan Robinson’s chapter VI, on
effective demand (Robinson, 1949).

It is possible to find one of the first mathematical analyses of this condition
in Lange’s Theory of Reproduction and Accumulation (Lange, 1965: chapter 2).
Here defined as in Lange (1965).

See Lange (1965): chapter 2.

For the elaboration of these conditions, see Lange (1965): chapter 2.

In her analysis of Marx’s second numerical example of expanded reproduc-
tion, Rosa Luxemburg, as Bukharin would also do, assumed that [AC, = (AV, +
AS0)]. But this is not true in the general case, depending from heroic assump-
tions valid only in some special cases; see Luxemburg, 1913: chapter VII.

The Circuit Approach has elaborated at length on this point. However, their
elaboration and the present one are not in pari materia. For a circuit analysis
applied to Rosa Luxemburg, see Bellofiore (2009b).

Obviously it is not necessary that the mass of money in circulation be equal
the mass of the product to be realised, as the whole Marx’s analysis in the
second Section of the second Volume, dedicated to the circulation of capital,
shows.
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In my above mentioned paper, | have commented on Marx'’s attempt to solve
the problem introducing gold production. Only one point must be stressed
here. The introduction of gold has been often treated by commentators of
Marx’s Schemes as a problem of how to treat the sector to which its produc-
tion belongs. This is a side problem for Marx. Obviously it has to be solved.
However, the meaning of gold production for the analysis of ERS lies in the
fact that gold production eliminates the problem of the transformation
of part of the surplus product into money, being itself money, under the
assumptions of the Schemes. See also Robinson (1949): chapter VI.

The misunderstanding has lingered on; Sweezy (1942) puts forward an incred-
ibly cavalier treatment of Luxemburg’s Accumulation. Indeed, in his account
of Marx’s analysis of expanded reproduction he maintains that the bare exist-
ence of a surplus production of consumer goods is a sufficient condition to
warrant that the additional labour force will be able to buy it, without even
suspecting that the question must be asked: how can they do it?

Rosa Luxemburg performs her critique of Marx’s attempts of a solution
of the problems arising in the ERS, mainly in chapters VIII and IX of her
Accumulation (Luxemburg, 1913a).

See Kalecki (1968a). Kowalik summarised his approach on two occasions
(Kowalik, 1971, and Kowalik, 2009).

Indeed, in Kalecki, reconstruction holds three accounting identities which
in usual national accounting schemes — related to I-O representation — do n
ot:Z,+S,=1,Z,+S,=K,Z;+S;=Rwhich means that the value added in each of the
three sectors equals the value of the net product of the sector: investments,
wage goods, luxury goods. From these identities is derived the crucial equa-
tion in Kalecki’s reconstructionZ;=S,+S,that is, that the profits of Sector 3
equal wages of Sector 1 and 2. This is the straightforward consequence of
using the vertically integrated sectors in which inter-sectoral transactions
become intra-sectoral and are cancelled out. A simple inspection shows this
equation to be quite different from Marx’s equilibrium condition in Simple
Reproduction:C, = (V;+S;), in which ‘intermediate’ goods, C,, perform a
crucial role.

On Luxemburg’s dynamics, see Bellofiore (2009a).

The extreme opposite position is that of the Austrian School. Its members,
from Menger to von Mises and von Hayek, all thought that the functioning
of a capitalist economy could be understood as if it were a barter economy;
moreover, that economic authorities should and could drive the system in
such a way as to purge it from money effects making it stray from the barter
path. They may be deemed to be blind to a crucial aspect of capitalism which,
according to Marx and Keynes, cannot be put aside, neither theoretically nor
practically — its monetary side.

As witnessed in the unpublished chapters of the General Theory, in which he
elaborates on this point, see Moggridge (1979).

A discussion of which Graziani gave a rather Robertsonian account, instead
making Keynes’ point one of a problem of restoring the money balances
necessary to pay back the credit advanced by the banks (Graziani, 1984).
The time profile of money balances is examined by Marx in Volume II of
Capital, section II, in chapter XIV. The money balance time profile is also
examined by Phillips (1921), and quoted approvingly by Keynes in his
Treatise.
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It must be stressed that in that discussion a misunderstanding arose that
could not be made good. Keynes was focusing on an expansion in produc-
tion, both in consumer and investment goods, which had to be financed on
the side of ‘producers’, that is of the sellers of both consumer and capital
goods. His discussants instead, Robertson above all, were concerned with the
problem of financing ‘investments’ on the side of the buyers of capital goods.
See Moggridge (1973).

What is relevant here is the fact of the inversion; much less so, though still
interesting, are the reasons in terms of the cost of financing the budget
(Moggridge, 1982).

See Letter of Dennis Robertson to Roy Harrod, May 19th, 1936, quoted in
Besomi (2003).

There are pages and pages, in Marx’s unpublished Manuscripts devoted to the
Refluxbewegung, the flow-back-movement. In his interesting analysis of the circuit
of monetary transactions in Marx’ Schemes, Nell (1988) misses the point.

This critique began in his Tract on Monetary Reform, and was pursued through
his Treatise then the General Theory, till the last gasp, at Bretton Woods.

As realised in the ill-famed Bank Charter Act of 1844.

See, for instance, the discussion in chapter II of the Grundrisse with the
Proudhonian Alfred Darimon who, though superficially, defended this thesis
(Marx, 1939).

Made good only by precious metal production.

This case has nothing to do with his highly controversial manuscripts on the
foundation of ‘differential calculus’ (Marx, 1968).

I-O analysis was preceded by the graph representation of the circulation
process made by Quesnay in his Tableau Economique, Quesnay (1958) elabo-
rated in 1758, much appreciated by Marx as the first representation of the
global economic process; afterward by a different graph-representation of
the global process made by Hobson in his Physiology of Industry (Hobson and
Mummery, 1889).

All Marx’s solutions are indeed equilibrium solutions in modern matrix terms.
Indeed, although the Cramer rule was known from the 18th century, the
mathematical techniques needed to solve these problems were only under
development in Marx’s times, so he could not have been acquainted with the
rule. The mathematician Sylvester introduced the term ‘matrix’ in 1848, and
only after 1858 was the Theory of Matrices developed by Cayley and others.
See Robinson (1956). This phenomenon has a long story: it may be deemed
to begin with Quesnay (1958) and his shift from the monetary to the ‘real’
aspect of the economy. Another outstanding example is showed by Smith
and his simplistic views on money as compared to the rich account of James
Steuart on monetary phenomena.

While Keynes reached it starting from the monetary side of the economy.

In a recent interview taski, the pupil of Kalecki, reminds that he stressed
this point to Kalecki, receiving a rebuke, the rightness of which he found
convincing. My analysis tries to show that his reservations on this point were
not fully unsound; see Laski (2006).

In the sense that for every representation of the system, be it by means of I-O
matrices, or of Marx’s RS — which means different underlying assumptions
about the transactions — there are some transactions which do not match.
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4

Marxist Political Economy

without Hegel: Contrasting
Marx and Luxemburg with
Plekhanov and Lenin

Paul Zarembka

4.1 Introduction

No one contests the early influence of Hegel on Marx. Yet some act
as if Hegel was to be always important for Marx. Furthermore, certain
popular renderings even use a simplistic caricature of Hegel such as
the thesis-antithesis—synthesis formulary and, taking that to belong to
Marx as well, attack Marx through caricature. Meanwhile, the ques-
tion is infrequently posed whether Hegel’s influence persisted for Marx,
and if Marx himself, as his work deepened, defended the necessity of
Hegel’s philosophy for his political economy. We shall demonstrate,
with considerable evidence from Marx himself, the declining need for
Hegelian philosophy in Marx’s evolving understanding of political
economy.

One piece of evidence we shall develop is the appreciation by Marx
of a book by Nikolai Sieber published in 1871, an appreciation which
is well known — while the fact that Sieber expressed a clear aversion to
Hegel passes unnoticed. Actually, it is nothing less than astonishing
that Sieber’s discussion of Marx did not appear in any translation until
2001, 130 years after the event. With Marx’s reaction as evidence of
the evolving nature of Marx’s own thought, the long-term absence
of a translation appears to have been a political decision with deep
roots in the early intellectual history of Marxism, thus a history of a
particular suppression, perhaps partly unconscious. This early history
intertwines with major issues in Marxism in the late 19th and early

58
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20th centuries, leading to inclusion in this chapter of a discussion of
Plekhanov, Lenin, and Luxemburg.

Louis Althusser (1977b[1969]: p. 90) argued that Marx was driven
‘irresistibly to the radical abandonment of every shade of Hegelian influ-
ence’. Capital, said Althusser, still included traces of Hegelian influence —
in his vocabulary of use-value and value while describing two entirely
different things, in a reference to ‘negation of the negation’, and in the
theory of fetishism. Only in 1875, in his Critique of the Gotha Program and
thereafter, was Marx’s intellectual process regarding Hegel completed.
Althusser has been sharply criticised by some, even for Stalinism. We
will not pursue Althusser’s argumentation here.

James White (1996) takes a quite different approach by very care-
fully examining intellectual history. We are referring to his Karl Marx
and the Intellectual Origins of Dialectical Materialism. White addresses
wide-ranging German and Russian sources in circumstances in which
‘it is essential to verify everything, wherever possible, with first-hand
materials’ (p. 19). In our opinion, White’s book is too little known and
appreciated. The present author reviewed it positively (Zarembka, 2001),
responding to a negative review by Sean Sayer. The journal involved,
Historical Materialism, gave Sayer space to rebut the support of White's
work — but no space was provided to White as the author of the book,
even after a request.

We proceed to survey the development of Marx’s own political
economy from 1867 onward in order to reach our conclusion, and then
turn to the early history after Marx’s death.

4.2 Capital, volume 1, first edition

The first edition of Marx’s Capital, Volume 1 was of course published in
1867, the result of a long, intense project. Although it can be argued that
it was less influenced by Hegel than earlier work, this first edition had
certain Hegelian formulations, and, indeed, philosophical words were
even italicised and there were considerable references to Hegel, particu-
larly in the first part. As described by White (1996: pp. 20-23), that edition
contained references to major philosophical concepts from Kant and
Hegel such as the universal and the particular. A draft outline written by
Marx a decade earlier for his overall project, published in the 20th century
in the Grundrisse, was even organised around the concepts of the universal
and the particular, as well as individuality (White, 1996: p. 161).

In the proofs for the first edition of Capital, Marx was cautioned by
Engels about the difficulty of Hegelian language. Marx responded by
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including a simplification in an Appendix on the ‘value form’. Still,
when published, Marx received criticisms for Hegelianisms. Perhaps as
a defensive reaction to these criticisms, Marx mentioned in a letter to
Joseph Dietzgen on 9 May 1868 that he wanted to write on dialectics.!
In other words, it seems that in 1868 Marx wanted to explain himself in
regard to the Hegelian issue, a desire that was not to be implemented,
probably for reasons that we are developing.

In 1868 Marx moved away from the British context that had underlain
Capital, and moved toward a study of Germany and then, later, Russia.
For Germany, Marx read Georg Maurer’s works, writing to Engels that
his books are ‘extraordinarily important’. From Maurer, Marx learned
that communal organisation in agriculture had been important in early
Germanic history and even that aspects of it still persisted. Marx came to
the view that force was needed to destroy it (White, 1996: pp. 206-207).
Thus for Marx, only the British case was becoming the British case,
rather than some kind of universal. Turning shortly thereafter toward
Russia, including learning its language and history, only reinforced his
intellectual development. These researches were significant background,
as Marx corrected and began publishing the first French edition, as well
as the second German edition, of Capital.

4.3 New editions of Capital, volume 1: changes
from first edition

The French edition prepared under Marx’s direct supervision was
published in serial form from 18 March 1872 to 28 April 1875. Many
of the changes from the first edition, but not all, were concomitant
with changes in the second German edition of 1872. Indeed, Marx’s
‘Afterword’ to the French edition suggests as much: ‘Having once under-
taken this work of revision, I was led to apply it also to the basic original
text (the second German edition)’. With this in mind, we will be refer-
ring to either the French or the second German for early sections of
Capital, keeping in mind that the full German second edition came out
before the later parts of the French, giving Marx time to make further
changes for the French - time which he utilised.

Besides White, there seems to be too little consideration for these
changes made by Marx. White himself argues that Marx ran into a theo-
retical problem when relying upon Hegel as a basis for the understanding
of historical development, and so had Hegelian language removed and
15 references to Hegel in the first edition halved in later editions. Thus
the changes made by Marx would not, for White, be an issue of Marx
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feeling misunderstood, but rather focused on Marx’s increasing under-
standing of Germany and then Russia. Abandoning Hegelian concepts,

Marx never employed the terms Universality, Particularity or
Individuality again in his writings, and henceforth he turned his
attention increasingly to the study of agrarian communities, espe-
cially those in Russia [...]. In this edition [the second German], the
first chapter was substantially altered in such a way as to reduce dras-
tically the occurrence of philosophical terminology, and render what
remained inessential to the argument. (White, 1996: p. 207)

For the editions of Capital after the first German, the prior appendix on
the ‘value form’ was moved up to replace the prior first chapter and was
also rewritten. An important change in the serialised French edition (but
not in the second German, probably because this portion of the French
was published well after the second German) was the elimination by
Marx of the reference to ‘classic form’ — which suggests universality —
in discussing primitive accumulation in Part VIII, and substituting
language referring only to Western Europe. Unfortunately, Engels failed
to incorporate this important change in the third and fourth German
editions, even as some other changes from the French were included.
Anderson (1983: pp. 76-77) states that Engel’s failure in this respect was
‘perhaps most important of all’, persisting even in the modern Fowkes
English edition (translated from an East German edition).

It is also significant that the French edition, for the first time, and not
in the first, second or even later German editions, separates Part VIII, ‘The
So-called Primitive Accumulation’ from its location in German editions.
In German, it is included in Part VII, ‘The Accumulation of Capital’, and
splitting it off seems to reduce any suggestion of historical sequence.
A related change was made in the chapter on ‘Simple Reproduction’
in which Marx’s solution to the problem of ascertaining the origin of
primitive accumulation is provisionally indicated (Zarembka, 2001:
pp. 360-361).

Althusser goes so far as to claim that this Part VIII contains the second
of two great discoveries by Marx, the second in importance after that of
‘surplus value’:

The second is the discovery of the incredible means used to achieve
the ‘primitive accumulation’ thanks to which capitalism was ‘born’
and grew in Western societies, helped also by the existence of a mass
of ‘free labourers’ (that is labourers stripped of means of labour) and
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technological discoveries. This means was the most brutal violence:
the thefts and massacres which cleared capitalism’s royal road into
human history. This last chapter contains a prodigious wealth which
has not yet been exploited: in particular the thesis (which we shall
have to develop) that capitalism has always used and, in the ‘margins’
of its metropolitan existence —i.e. in the colonial and ex-colonial coun-
tries — is still using well into the twentieth century, the most brutally
violent means. (Althusser, 1977a[1969]: p. 85, italics in original)

Readers may note shades of Rosa Luxemburg’s similar exposition in her
1913 The Accumulation of Capital.

I. 1. Rubin noted that for the later parts of the French edition Marx
‘introduced those changes which he had not been able to include in
the second German edition. On this basis Marx assigned to the French
edition of Capital an independent scientific value parallel with that of
the German original’ (Rubin, 1972[1928]: p. 148). Indeed, Marx’s after-
word of 28 April 1875 to the French edition says much the same, and
perhaps even somewhat stronger: ‘whatever the literary defects of this
French edition may be, it possesses a scientific value independent of
the original and should be consulted even by readers familiar with the
German’'.

Regarding the French edition, White concludes that:

Marx rewrote several sections and took the opportunity to bring to a
logical conclusion the changes he had made in the second German
edition. Thus, in the French version any trace which remained of
philosophical vocabulary performed a purely stylistic function....
The second German edition and the French translation of Capital
Volume I continued a process that had begun in the preparation of the
first edition, that of eliminating the philosophical structure which
had been built up in earlier drafts. (White, 1996: pp. 208-210)

Evidence of Marx reducing the importance of Hegel for his theory does
not by any means end with a discussion of changes after the first German
edition. We must continue. But before we do so, it is worth mentioning
that Raya Dunayevskaya claimed that Part VIII of Capital was integrated
by Marx into Part VII after the first two German editions, and that this
integration reflected a deeper Hegelian approach in the French edition.
In fact, however, in the German editions the texts were always inte-
grated within one part. The parts were only separated for the French,
then the English, editions (Zarembka, 2001: p. 360).2 By Dunayevskaya'’s
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logic, a correct argument would point to a decline in Hegelian impor-
tance rather than an affirmation of it.

4.4 Sieber’s 1871 book on Ricardo and Marx

In 1871 Nikolai Sieber in Kiev published in Russian his Master’s disser-
tation entitled David Ricardo’s Theory of Value and Capital in Connection
with the Latest Contributions and Interpretations. He discussed Marx exten-
sively, particularly Marx’s early chapters, based of course upon consid-
eration of Marx’s first edition of Capital. In Russia, Sieber’s was the first
introduction to Marx’s work, and will have considerable importance.

While noting ‘the peculiar language and the quite laconic manner of
expression’ in Marx’s Capital (first edition), Sieber wrote that ‘as far as the
theory itself is concerned, Marx’s method is the deductive method of the
whole English school, and both its faults and its merits are those shared
by the best of the theoretical economists’ (Sieber, 2001[1871]: p. 30,
italics in original). Not until 130 years later was Sieber’s commentary
on Marx first translated from the Russian. That long delay, given Marx’s
published appreciation, reproduced below, astonishes this author.

Marx had been interested enough in Russia to learn its language in
1870. He used that knowledge to good effect in reading Sieber’s book
in December 1872-January 1873, after the beginning of the serial publi-
cation of the French edition and after the completed second German
edition. Marx’s ‘Afterword’ to the second German edition, dated 24
January 1873 included an important passage about Sieber:

As early as 1871, N. Sieber, Professor of Political Economy in the
University of Kiev, in his work David Ricardo’s Theory of Value and of
Capital, referred to my theory of value, of money and of capital, as
in its fundamentals a necessary sequel to the teaching of Smith and
Ricardo. That which astonishes the Western European in the reading
of this excellent work, is the author’s consistent and firm grasp of the
purely theoretical position.

Even though Sieber’s work describing Marx’s work exhibited no support
for Hegel nor for those philosophical concepts included in the first
edition, Marx offered no objection whatsoever to their absence. Still,
Marx did affirm in this same ‘Afterword’ that he had a dialectical method
adequately described in an 1872 article in the European Messenger,
published in St. Petersburg. He translated the description and noted
that his method was the direct opposite of Hegel’s. And he clarified it
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by saying that his first edition of Capital in the chapter on value had
‘coquetted with the modes of expression peculiar to [Hegel].?

4.5 Russian translation of Capital, 1872; Sieber,
Mikhailovsky and Marx, 1874-1877

A Russian translation of Marx’s Volume 1 appeared in 1872 based upon
the first German edition with its Hegelian philosophical language. This
edition, the first non-German full edition of Capital, Volume 1, was
quite popular, and set the stage for decades of Russians who wished to
read Capital. (To provide a perspective for subsequent discussion here,
at the time Lenin and Luxemburg were babies while Plekhanov was 16.)
Not until 1898 did the next Russian language translation of Capital,
based on a later edition, appear (Resis, 1970: p. 223). Therefore, we are
able to know what was actually being read in Russia when Vera Zasulich
(1983[1881]: p. 98) was to write Marx in early 1881,

You are not unaware that your Capital enjoys great popularity in
Russia. Although the edition has been confiscated, the few remaining
copies are read and re-read by the mass of more or less educated in
our country; serious men are studying it.

In 1874 in the Russian journal Znanie, Sieber published an article, ‘Marx’s
Economic Theory’. Referring to Marx’s reception in Russia in reading the
translation of the first German edition, Sieber reported that some

are put off by the unaccustomed complexity of the subject and the
ponderous argumentation encased in the impenetrable armor of
Hegelian contradictions. [...] In order to render Marx’s most impor-
tant theoretical tenets [...] more understandable for the Russian
public, we are taking on ourselves the task of writing some essays. [...]
The objectives will be: (1) to explain Marx’s significance as an original
economist; (2) to present his theories of value, money, and capital in
a form freed from metaphysical subtleties, so that they will no longer
cause the reader difficulty. (Sieber, 2011[1874]: pp. 156-157)

Sieber’s critique of Marx’s own theory is also not trivial. After expositing
on Marx’s work for ten pages, Sieber writes,

Hitherto we have agreed completely with Marx; but here, or rather,
somewhat further on, we shall in part disagree with him, and not
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so much on the essence of the matter, as on the form, the methods
and approaches by which he conducts his investigations. First
of all we would inquire of Marx why he has to begin his study of
capital with the examination of the most complex forms of human
economy — which capitalist production is — and moreover with the
abstractions of value and utility, rather than with the real relations,
which underlie these abstractions, than with the simpler forms or
the forms of all-human economy? [...] Moreover, the entire corpus of
Marx’s investigations clearly shows that real relations, in his opinion,
precede abstract ones, and act as the root and the raison d’étre of the
latter. But in the given case, he leaves reality aside, and although he
returns to it later, the reader nevertheless is unable to free himself
from the idea that for Marx it is the abstractions of use-value and
exchange-value, and not the phenomena, of which they are more
or less successful labels that are the real point.... In any event, the
investigation of real relations ought to have preceded the analysis of
abstractions, and not followed it. (pp. 164-165, italics in original)

Sieber used no Hegelian language in his exposition of Marx’s value theory
and is somewhat critical of the approach Marx makes to his subject
matter. Still, Sieber does note that ‘Marx himself in the aforementioned
postscript to the second edition of Capital rebuts the accusation that he
has made use of the Hegelian method’ (p. 164).

We should mention that Sieber does go on to propose an addition to
Marx’s value theory claiming that Marx ‘wrongly attributes in the whole
doctrine of the forms of value too great a weight to the concept of labour
alone, leaving out consumption’ (p. 187). Since Sieber’s proposal has
been unknown except to a few Russian readers, no one has subsequently
even considered Sieber’s proposal for an evaluation.

Marx read this article by Sieber, yet only objected to a separate matter
distinct from Hegel or consumption needing consideration (White,
1996: p. 234).

In 1877 Sieber published a significant reply to a position taken by
Yu. G. Zhukovsky. The latter thought that Marx was much influenced
by Hegel, while arguing, in contrast, that capitalism was not a neces-
sary historical stage in human development, but was fortuitous. Sieber
replied that the necessity for capitalism was universal. Given his work
on Marx’s Capital with Marx’s known approval, Sieber’s position could
be considered by Russians — at least for a time — to be also Marx’s own,
and all the more so given the wording of the available Russian version
of Capital based upon the first German edition.
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N. K. Mikhailovsky also commented on Zhukovsky, applying a similar
understanding of Marx to the necessity of a capitalist stage as Sieber
had. Mikhailovsky criticised belief in such a necessity (White, 1996:
pp- 235-240).

Marx received all of this, and in November 1877 prepared a reply to
Mikhailovsky. He complained of the metamorphosis of his ‘historical
sketch of the genesis of capitalism in Western Europe into a historico-
philosophical theory of the universal path every people is fated to tread’
(White, 1996: pp. 241-242). Apparently upon the advice of others, Marx
did not send it in for publication. His reply did appear in Russian trans-
lation, but only in 1886 and 1888 (and in New York in German in 1887,
and in the original French in 1902). The delay meant that the universal
need for a capitalist stage could persist for a time as Marx’s own, even
after Marx had drafted a denial. After its publication, populists in Russia
cited Marx’s reply (Walicki, 1979: p. 408, footnote 6). Notably, however,
Plekhanov chose not to publish Marx’s reply, although Engels had sent
it to him in 1884.

4.6 Marx’s 1881 comment about Sieber and an
1881 reply to Zasulich

In a private 1881 letter, Marx commented on a book by Adolf Wagner
that

Mr. Wagner could have familiarised himself with the difference
between me and Ricardo both from Capital and from Sieber’s work (if
he knew Russian). Ricardo did indeed concern himself with labour
solely as a measure of the magnitude of value, and was therefore unable
to find any link between his theory of value and the nature of money.
(Marx, 1989[1881]: p. 233, italics in original)

We can conclude that from 1873 to 1881 Marx continued to credit
Sieber’s non-Hegelian reading of Capital with an understanding of him.
Surely, it could help answer criticisms being made of a claimed depend-
ence of Marx upon Hegel - if Marx’s remarks had been known at the
time.

Of incidental interest, Sieber did begin to show interest in Hegel,
but an elementary one: according to Mikhailovsky, who met Sieber in
early 1878, ‘An outstanding specialist in his field, Sieber struck me as a
complete novice in philosophy, in which he was attracted to Hegel via
Marx and Engels [...]. As a novice in Hegelianism he was relentless |[...]’
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(cited in White, 1996: p. 338). We have no record of whether Marx knew
of this interest, but the full text does also reaffirm Mikhailovsky’s own
perception of Marx’s connection to Hegel, although it does not need to
be reproduced here.

In February 1881 Vera Zasulich wrote to Marx from Geneva asking
his opinion about the future of the Russian commune, an opinion
she wished to publish. After several drafts (see Wada in Shanin, 1983:
pp. 64-69; White, 1996: pp. 273-280), Marx replied in March, although
not for publication. In the case of the Russian peasants, in contrast to
the Western case, he wrote her that

their communal property would have to be transformed into private
property.

The analysis in Capital therefore provides no reasons either for
or against the vitality of the rural commune. But the special study I
have made of it, including a search for original source-material, has
convinced me that the commune is the fulcrum for social regen-
eration in Russia. But in order that it might function as such, the
harmful influences assailing it on all sides must first be eliminated,
and it must then be assured the normal conditions for spontaneous
development. (Wada in Shanin, 1983: p. 124, italics in original)

While Marx’s reply to Zasulich was known privately to persons such
as Georgi Plekhanov, at that time also in Geneva, it was not published
until 1924. Strangely, both Plekhanov and Zasulich denied to many,
including in 1911 to David Ryazanov, 4 even the existence of any reply
whatsoever from Marx (Wada and Ryazanov, in Shanin: pp. 41, 127).

Marx died in March 1883. White argues that

at the end of his life Marx was still in the process of learning about
the evolution of society and its relation to economics. Yet the more
he relied on empirical studies like Kovalevsky’s or Morgan'’s the less
applicable his original theoretical framework became. But, at the
same time, one had to assume that every empirical study would be
supplanted by another and so ad infinitum. One encountered the
limitations of knowledge based on experience that the German phil-
osophical tradition had tried to overcome. (White, 1996: p. 280)

While it is not difficult to make a case that Marx had thought of capi-
talism as a universal stage of human societies, we have enough evidence
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of Marx changing his mind after 1868, arguably reinforcing the argu-
ment that a Hegelian conception was leading him nowhere.

When Marx died, Vladimir Lenin and Rosa Luxemburg were both
children aged 12 (Lenin close to 13, while Luxemburg had just turned
12) and both native Russian speakers.® In that year of 1883, in exile in
Geneva, Georgi Plekhanov (born 1856), and others including Zasulich,
established the first Russian Marxist group, ‘Emancipation of Labour’.
Sieber would shortly publish a new book. We turn to political economy
after Marx’s death.

4.7 Sieber’s importance and developments after his death

White (2001a: p. 11) reports that ‘it was from Sieber that Plekhanov,
Lenin and much of the revolutionary generation in Russia learnt their
Marxism’.® In what was to be his last work, Sieber published David Ricardo
and Karl Marx in their Socio-Economic Investigations in 1885. Although
starting from his 1871 book, it includes more material on Marx’s work,
including the material that Marx had been sent from 1872 onward, espe-
cially the article from 1874, discussed above, that had initiated a series.
The book did have a couple of references to Hegel, but did not include a
discussion of Hegelian philosophy or of dialectics.

At that time, Sieber can be considered the most important presenter
in Russia of Marx’s work, apart from the Russian edition of Capital. It
so happened that Sieber died in 1888 at age 44 of a debilitating illness,
facilitating his subsequent downgrading as a scholar of Marx’s work by
interested parties.

The first English edition of Volume 1, published in 1887, is based upon
the third German edition but included some changes resulting from the
French. Although Engels supervised it and mentions the French edition,
he is rather unclear regarding the choices he had made for the changes
that Marx had explicitly told Engels that he wanted to be copied from
the French edition into the English. Still, the English edition did, as in
the French, include the separation of primitive accumulation from the
part on Accumulation of Capital (even though Engels had not done that
for the third German edition).

Russians were the last after German, French and English readers
to have Marx’s Volume I with its first edition Hegelian language still
included. Indeed, a new Russian translation, based upon a later German
edition, was not to appear until 1898. This fact seems important for the
Russian context, which, as it happened, becomes a crucial context for
the development of Marxist thought.
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Plekhanov’s first reading of Capital may have been from the first Russian
translation, or possibly from the French edition (since Plekhanov had
already arrived in Geneva in 1880), but at the beginning of 1882 his knowl-
edge of German was not very good (White, 1996: p. 308). Whatever the case,
he must have been aware of the Russian readership using the translation of
the first German edition, the one with the most Hegelian language.

Lenin’s reading of Marx in late 1888 included Marx’s Volume I (White,
2001b: p. 30). Much later, his wife would report that by 1893:

Lenin had a wonderful knowledge of Marx. In 1893, when he came to St.
Petersburg, he astonished all of us who were Marxists at the time with
his tremendous knowledge of the works of Marx and Engels.

In the nineties, when Marxist circles began to be formed, it was chiefly
the first volume of Capital which was studied. It was possible to obtain
Capital, although with great difficulties. But matters were extremely bad
with regard to the other works of Marx. Most of the members of the
circles had not even read the ‘Communist Manifesto’ [...].

Lenin understood foreign languages, and he did his best to dig
out everything that he could by Marx and Engels in German and
French. Anna Ilyinishna tells how he read The Poverty of Philosophy in
French together with his sister, Olga. He had to read most in German.
(Krupskaya, 1933)

Basically, Lenin was fluent in all the languages that were relevant, and
he used that skill to great advantage.

Luxemburg almost certainly did not read Capital in the Russian trans-
lation (according to a private message to this author from the co-editor
of her letters, Annelies Laschitza, 6 March 2012). Actually, she had
already learnt German while still in Poland, and we only need to recall
that Marx’s second German edition had been published in 1872.

4.8 Plekhanov’s influence

Plekhanov is well known to have influenced Lenin. Plekhanov, at least
initially, was also an influence on Luxemburg. In fact, she even wrote
to a friend in 1891 from Switzerland that Plekhanov ‘knows everything
better than I do’ (Ettinger, 1986: p. 45). Nevertheless, within a year
Plekhanov was no longer held in high regard by Luxemburg (nor by Leo
Jogiches, her lover, who became particularly hostile).

Plekhanov’s political agenda after 1882 would find that Hegel could
be useful. That agenda asserted that revolution had to come from the
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workers rather than peasants, yet the conditions were not ripe for
anything but the establishment of capitalism in Russia. Hegel’s concept
of motion could thus prove useful in justifying patience or explaining
the futility of an overthrow of the Russian state in the then existing
conditions of extreme capitalist underdevelopment.

In 1891 Plekhanov published an article in Neue Zeit using for the
first time the term ‘dialectical materialism’, tying Marx to Hegel more
than Marx himself had done (Plekhanov, 1961: pp. 401-426). An 1896
comment even referred to Marx as ‘the father of present-day dialectical
materialism’ (Plekhanov, 1976a[1896], p. 136). Although Lenin was not
yet in Switzerland, Rosa Luxemburg was in Geneva and had probably
heard the phrase ‘dialectical materialism’ directly from Plekhanov.

How much of Hegel’s work did Plekhanov know at the time? White
explains:

The main Hegelian work that Plekhanov refers to in this article is
the Philosophy of History which he thinks is reminiscent of Marx’s
scheme in Contribution to the Critique of Political Economy. In other
words, Plekhanov has very little idea of what Hegel is about, but he
gets away with it because nobody else has much idea either. (private
message to this author, 24 January 2012)

Plekhanov did have the support of Engels, however.

Plekhanov’s views on the importance of Hegel for Marxism were later
summarised in his 1908 pamphlet ‘Fundamental Problems of Marxism’
(1976b: pp. 117-183). His indebtedness to Engels, rather than Marx, is clear.
While mentioning some of Marx's early work, Plekhanov only cites Marx’s
second edition ‘Afterword’ and ‘the numerous remarks [concerning Hegel]
made en passant in the same volume’. The accuracy of the remark would
seem more correct for the first edition of Capital and the first Russian trans-
lation, and seems to reflect Plekhanov’s lack of attention to changes that
Marx had made in editions after the first. Yet, while Hegel was still useful
for the same agenda that Plekhanov had had back in the 1880s and 1890s,
‘dialectical materialism’ only appears in one early footnote —in contrast, as
we shall see, to Lenin’s later extensive use of it. (By the time of the appear-
ance of that article in 1908, Plekhanov had broken with Lenin.)

4.9 Lenin on dialectical materialism

Lenin came to Marxism around 1889 and adopted Plekhanov’s narodnik
position in 1892, albeit with different argumentation. In 1894, Lenin
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wrote and circulated What the ‘Friends of the People’ Are, which, in a
dozen pages (pp. 163-174), deals with the difference between Marx’s
and Hegel’s dialectic, but not from reading Hegel, rather from reading
Marx’s ‘Afterword’ and Engels’ Anti-Diihring and Feuerbach and the End
of Classical German Philosophy. Lenin is not too concerned with Hegel,
and says that critics

fastened on Marx’s manner of expression and attacked the origin of
the theory, thinking thereby to undermine its essence [...] [I|nsistence
on dialectics, the selection of examples to demonstrate the correction
of the [Hegelian] triad, is nothing but a relic of the Hegelianism out of
which scientific socialism has grown, a relic of its manner of expres-
sion. (Lenin, 1960: pp. 163-164; see also, Althusser (1977a[1969]:
p- 107)

While Lenin makes a reference to ‘dialectical materialism’, it appears
casually. It can therefore be concluded that at that time Hegel was
unnecessary to Lenin’s understanding of Marx - an interpretation that
would be consistent with Sieber’s publications.

After Engels’ death in 1895, Karl Kautsky in Germany and Plekhanov
in Russian exile were the acknowledged leaders of Marxism. Kautsky had
not followed Plekhanov on ‘dialectical materialism’ and initially, Lenin
had not done so either. Lenin was to meet Plekhanov for the first time
in 1895, while visiting Geneva.

In 1909, still not having read Hegel, Lenin (1972a[1908]) published
a long work, Materialism and Empirio-Criticism. Relying upon Engels but
now upgrading the importance of dialectics, Lenin refers negatively to
those who undertake a ‘complete renunciation of dialectical materialism,
that is, of Marxism’.” For Lenin, what changed in 1909 that was not at
stake for him in 18947 It was Marxism itself (in his interpretation). That
is, Lenin had a choice of staying at his 1894 position, or of defending
‘dialectical materialism’ as such. He now chose the latter.

In 1914, Lenin finally read Hegel and made extensive notes on Hegel’s
Science of Logic. Lenin then claims that ‘It is impossible completely
to understand Marx’s Capital, and especially its first chapter, without
having thoroughly studied and understood the whole of Hegel’s Logic’
(Lenin, 1972b: p. 180). Recall, however, that Lenin had read Sieber’s
non-Hegelian understanding of Marx, and had also read Marx’s 1873
high opinion of Sieber’s book. Back in 1894, Lenin’s position had
seemed consistent enough with Sieber’s opinion and with that of Marx.
Could it have been easier politically for Lenin to maintain the complete
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connection of Engels to Marx, as Plekhanov had done, rather than allow
a certain separation in their thoughts? To allow some separation would
open the door to wider interpretations of Marx, just as was happening
with those persons (such as Bogdanov) who had been chosen as the
objects of criticism in Lenin’s Materialism and Empirio-Criticism. It was
a kind of ‘all or nothing’ strategy of intellectual conquest: ‘I know the
Marxist truth.’

Beginning from a decade earlier, Lenin had been succeeding with a
similar strategy, then centred upon political economy:

Lenin emphasizes and re-emphasizes his claim that his economics is
the Marxist theory, although Theories of Surplus Value and some other
works of Marx were unpublished when Lenin was writing in the
1890s. Is Lenin correct? Contemporaries such as Karl Kautsky, Rosa
Luxemburg, Nicolai Bukharin, and Henryk Grossman did not take
on Lenin’s economic theory, either before or after 1917. The first of
Lenin’s important economic works was unpublished, and others were
only in the Russian original; this can somewhat explain the lack of
attention. Lenin’s own critical readings of Luxemburg and Bukharin
could have stimulated controversy, but were left uncompleted in the
form of marginal notes. Lenin did write favorable reviews of some
of Kautsky’s work, to which Kautsky naturally did not object. Later,
Stalinism would not countenance the idea of critical work on Lenin’s
economics. (Zarembka, 2003: pp. 277-278)

Lenin was now using a similar strategy of conquest for philosoph-
ical questions; his philosophy was indeed Marxist and should not be
doubted.

4.10 Luxemburg supports Hegel...for a time

In Luxemburg’s work, support for the importance of Hegel for Marx is
not well-established, but has been offered by Go¢men (2007). While he
acknowledges (p. 379) that Luxemburg’s writings were directed against
Kantian and neo-Kantian philosophers, he does point to references to
Hegel. Thus, Go¢men (2007: p. 389) reports that in 1898,

Luxemburg recommends to Georg Gradnauer to read Hegel or at least
Engels on the dialectic of quantity and quality. She says: ‘has comrade
‘GR’ forgotten his Hegel, so we recommend him to consult at least the
splendid chapter on quantity and quality from Engels’ Anti-Diihring,
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to convince himself that catastrophes do not present opposition to
development, but are a moment, a phase’ of development.

And in 1899 Luxemburg wrote of Marx and Hegel:

Philosophy, especially its sociological part, undergoes an evolution
similar to that of national economy. Just as classical economics
through Smith and Ricardo, so classical philosophy through Hegel
and Feuerbach, leads logically to Marx, dialectics and materialism
to the materialist conception of history. Thus, in complete analogy
with the ‘overcoming’ of the research methods of the classics of
economics, the main results of classical philosophy: dialectics and
materialism, are also overcome. As the philosophical route from Hegel
leads inevitably to the most dangerous robber dens of Feuerbach and
Marx, there was nothing else the bourgeois philosophers could do
but simply remove Hegel from the development of philosophy by
decree and have scholarship return ‘to Kant’. (Gé¢men 2007: p. 381,
citing from Luxemburg in ‘Empty Nuts’, although he cites only the
last sentence; the full translation here and the next translation are by
J. D. White for this author)

Not much else in Luxemburg’s work explicitly refers to Hegel, but there
is a bit more, which is telling for our understanding of her own intellec-
tual evolution. In connection with early Marx when Hegel's influence is
not in much dispute, in 1901 Luxemburg nevertheless wrote that Hegel,
even then, was not always particularly important for Marx:

Mehring is quite right in saying that Marx was no longer prepared
to adopt the Hegelian standpoint for the last article about the purely
economic question of the division of peasant land he planned for
the Rheinische Zeitung, but did not write. In fact he had already
been let down by this standpoint in the practical questions he had
addressed earlier. Certainly, it was the cutting weapon of the Hegelian
dialectic that he deployed so brilliantly in his critical demolition of
the proceedings of the Rheinland provincial assembly concerning the
freedom of the press and for the pilfering of wood. But it was only the
dialectics, the method of thought, that was of service to him; as for the
viewpoint itself, it seems to us that Marx already here, as he stood up
for the freedom of the press and the right of poor peasants to gather
wood freely in the forest, rather imposed his own point of view on
the Hegelian philosophy of law and the state, than derived his point
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of view from it. It was first and foremost, as Mehring himself said,
the deep and true sympathy that Marx felt for the ‘politically and
socially deprived masses’, it was ‘the heart’ that drove him already
in his idealist stage into the struggle and determined the side that he
took in it. (Luxemburg, in ‘Aus dem Nachlafl unserer Meister’)

We have cited this passage in full, while Go¢men cites only the phrase
‘cutting weapon of Hegelian dialectic’, a phrase even used by Gé¢men
for a section titling of his article (2007: p. 381). He also mentions Hegel's
unities of opposites.

Gocmen offers contradiction and motion as Hegel’s contribution
almost as if Hegel had owned or invented those words. However, cannot
capital and labour, for example, be said by any Marxist to be in ‘contra-
diction’ without having any Hegelian connotation whatsoever?

GoOcmen'’s article (2007: p. 379) does allege a citation of Hegel in
Luxemburg’s Accumulation of Capital. But the passage is actually within
her unpublished textbook on political economy, a draft of which she
began around 1908.8 The passage is not telling regarding Marx. That
is, she writes, ‘The great philosopher Hegel said: “the contradiction is
the force that moves forward”. And this motion in permanent contra-
dictions is the real way of development in human history’ (G6¢men,
2007: p. 383). This seems to be her only remark regarding Hegel from
1901 until, as we shall see shortly, 1917. In sum, while early remarks by
Luxemburg can be claimed to support beliefs about the importance of
Hegel for Marx, the evidence is not deep.

In 1913 Luxemburg published her book Accumulation of Capital. In
confronting a necessity to write this book, itself a result of a problem
in writing her textbook, Kowalik (2009: p. 103) has concluded that
Luxemburg ‘passed from being an orthodox Marxist to a creative one
[...]. Now she unexpectedly realised that Marx’s theories are not the last
word, but should be treated as great inspiration’. This perspective may
help explain an eventual change in Luxemburg’s views about the utility
of Hegelian philosophy for Marxism.

In 1917 Luxemburg wrote very differently about Hegel’s impact than
theretofore. To Hans Diefenbach she wrote on 8 March, the very day that
turned out to be the beginning of the February Revolution in Russia:

In theoretical work as in art, I value only the simple, the tranquil
and the bold. This is why, for example, the famous first volume of
Marx’s Capital, with its profuse rococo ornamentation in the Hegelian
style, now seems an abomination to me (for which, from the Party
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standpoint, I must get 5 years’ hard labour and 10 years’ loss of civil
rights). (Bronner, 1978: p. 185)

By this remark, Luxemburg shows her opposition to party wisdom,
the wisdom that Hegelian philosophy is essential to the understanding
of Marx. But not only regarding the party ... even regarding Marx having
flirted with Hegel’s language.

4.11 Lenin’s hegemony and the submerging
of Luxemburg

Lenin lived to become leader of the Soviet Union in 1917. If history
is written by the victor, could it be argued that Marxist thought was
written by the Soviets? Did subsequent Marxist thought inherit from
Lenin and from Soviet Marxist culture the claim of the necessity of Hegel
to Marxism? Maybe this inheritance includes the value-form approach
to Marxism arising from Soviet work of Rubin (1972[1928]),° and the
promotion later of Marx’s Grundrisse arising from work of the Ukrainian
Roman Rosdolsky (a supporter of Trotsky).

Like Lenin, Luxemburg was in an anti-war party formation. Yet she
was in quite a different circumstance, albeit a more favourable one on a
classical Marxist understanding (a much larger working class). She was
murdered early in 1919 without any working-class victory that could be
associated with her.

Lenin wrote in 1922 that Luxemburg was wrong on the accumula-
tion of capital and many other things. Rosdolsky would claim that her
theory reflected lack of sufficient understanding of Hegel. Attacks on
Luxemburg’s Accumulation of Capital were widespread (Zarembka, 2002).

4.12 Kalecki and political economists thereafter

Many political economists have been instrumental in simply ignoring
Hegel and getting on with their class analyses. In the 1930s Michat
Kalecki (born in 1899 in Russian-occupied Poland) was one example of
those early independent thinkers, influenced by Luxemburg (Kowalik,
2009). Following Luxemburg’s discussion of military expenditures,
Kalecki, for example, argued for the importance of such expenditures in
sustaining demand, even though their being government-determined
meant their being outside the circuit of capital.

Paul Sweezy (born 1910 in the US) was another example. And an
up-to-date expression of Marxist political economists ignoring Hegel
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can be seen in The Elgar Companion to Marxist Economics (Fine and Saad-
Filho, 2012).1°

From the 1960s, Marxism has been struggling in many ways to survive
without Hegel. The works of Louis Althusser and of those associated with
him were a banner for the rethinking of the Hegelian issue. Of course,
ignoring Hegel solves nothing; it only opens doors for the further devel-
opment of Marxism. One such line of work, suggested by James White
is that Marx’s failure to complete Capital in his lifetime was not due to
ill health or other pressures, but rather that he faced a major theoretical
problem in connecting Volume II to Volume I. It was a problem that
Hegelian thought could not help solve, and arose due to Marx’s investi-
gations of Russia and even Germany.

In any case, the main issue at hand should be deepening the theory
of social development originating from Marx, while recognising Marx'’s
own theoretical evolution.

Notes

1. Marx and Engels (1964: p. 456). In 1876 Dietzgen was to report this letter by
Marx, leading some to say it had been written that year. Stuart Hall (2003:
p- 114) cites Marx’s letter with that date, in turn citing page 61 of Sidney
Hook’s From Hegel to Marx, where 1876 had erroneously been given as the year
of the letter.

2. My 2001 article needs a correction insofar as all German editions, in fact,
persisted in the lack of separation.

3. Carchedi (2011) offers an original view of dialectics, arguing his own as a
crystallisation of Marx’s and not obtainable when reading Marx through a
Hegelian lens. He offers his interpretation as the deeper meaning of Marx’s
passages we have just discussed. Hegel’s universality, particularity, and indi-
viduality do not appear in Carchedi’s argumentation. If formal logic is the
alternative, Carchedi offers an important challenge when he writes that
‘acceptance of formal logic as the method of social analysis excludes the anal-
ysis of social change. The banning of dialectics cannot but result in a static
and thus conservative view’ (p. 42). For Carchedi, formal logic does retain
importance as an auxiliary method but not as primary (p. 43).

4. Incidentally, Bergman (1983: pp. 76-77, footnote *), citing a 1959 Russian
source, improbably asserts that Marx ‘wrote the letter only with the prior stip-
ulation that Zasulich agreed beforehand not to publish it".

5. Luxemburg was from Russian-occupied Poland.

6. On the other hand, Luxemburg did read Sieber, but was unimpressed (‘I'm
also working on the theory of value. I have already read carefully through
Ziber. He has given me little, and all in all, I'm disappointed in him. I can
use him only as a reference book when I have to look up some economist or
another’ — Letter to Jogiches, 12 December 1898, in Luxemburg (2011: p. 98).

7. The editor’s note to the title of the 1972 Progress edition claims that this
work by Lenin ‘enabled the philosophical ideas of Marxism to spread widely
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among the mass of party members and helped the party activists and progres-
sive workers to master dialectical and historical materialism’. In truth, the
work is so complicated that it is beyond the reach of virtually everyone.

8. The claim by Gé¢men (2007) is in his footnote 10 but is actually to the same
page as correctly cited in his footnote 29 for her unpublished book.

9. As presented by the value-form theorists, there would be no alternative
offered for the penetration of appearances, whether labelled empiricist or
economistic, except via Hegel using a form-content dichotomy.

10. An exception is an entry on the ‘value-form approach’.
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Luxemburg and Kalecki: The
Actuality of Tadeusz Kowalik’s
Reading of the Accumulation
of Capital

Riccardo Bellofiore

Once again, the self-pitying will bewail the fact that ‘Marxists
are arguing amongst themselves’, that tried and tested ‘authori-
ties’ are being contested. But Marxism is not a dozen people
who ascribe the right to ‘expert knowledge’ to each other and
before whom the mass of faithful Moslems must prostrate them-
selves in blind trust. Marxism is a revolutionary world outlook
which must always strive for new discoveries, which more than
anything else dislikes formulations valid once and forever, and
whose living force is best preserved in the clash of self-criticism
and in the lights and thunders of history.

Rosa Luxemburg (1921)

5.1 Introduction

In December 1976 I presented my dissertation on Rosa Luxemburg
and the Marxian theory of crisis for my university degree, under the
supervision of Claudio Napoleoni. The timing was desperately unlucky.
In January 1977 Tadeusz Kowalik’s book on Luxemburg, published in
Poland in 1971, appeared in the Italian translation by Gabriele Pastrello
under the title Il pensiero economico di Rosa Luxemburg (The Economic
Thinking of Rosa Luxemburg). I could not take advantage of what is by
far the best and most complete interpretation of Luxemburg’s theo-
ries of accumulation and imperialism. So, this is a late and overdue
encounter: more than an homage to Kowalik, it is something from
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which I profit the most in rethinking my first love in critical political
economy.

As Toporowski (2012a) reminds us, Kowalik’s book had its origin in his
doctoral studies, under the supervision of Oskar Lange. When Kowalik
told Lange that the topic he had chosen for his research was Rosa
Luxemburg, Lange replied: ‘The topic is interesting. But it will do you
no good at all.” The habilitation (post-doctoral) thesis was completed
in 1963, and presented in 1964. The book has unfortunately still not
been translated into English and, as Lange had expected, had difficulty
in finding a publisher in Poland. Kowalik presented the material to the
Italian reader as incomplete relative to his original project (something
which was confirmed to this author by the first reading of the book,
but not by the second, which revealed an erstwhile hidden tight logical
coherence and structure). Kowalik came back to consider Luxemburg
several times in his life, in English as well; recently in a contribution to a
conference I organised in Bergamo in 2004, and before that in an intro-
duction to the reprint of the Routledge translation of the Accumulation
of Capital (Kowalik, 2003).

This chapter not only surveys the decisive contribution by Kowalik on
amost controversial author; I want also to show that Kowalik put forward
a dual reading of Luxemburg (1913a) — maybe as a consequence of his
dialogue with Kalecki. On the one hand, his book is a textually rigorous
enquiry into Luxemburg’s economic writings, contextualising them in
the debates before and after the publication of that book. Here we find,
in the first part of the book, the discussion about Tugan-Baranowski and
Lenin on realisation crisis, but also the discussion about Hilferding on
financial capital and Lenin on imperialism. The book is also a masterful
exercise in what I would call a ‘backward-looking’ history of economic
analysis; by this term, I mean a questioning of an author of the past
from the vantage point of later developments, a methodological perspec-
tive adopted to solve (or at least redefine) the problematical nature of
the issues dealt with, so that new analytical scenarios are opened. Here
the key author for Kowalik was Michat Kalecki, for his enquiry into the
role of effective demand in capitalist accumulation, a perspective which
had its starting point in Marx’s schemes of reproduction. As, again,
Toporowski (2012a) reports in his obituary, this was very much helped
by the conversations that Kowalik had with Kalecki for the festschrift for
the latter’s 65th birthday in 1964 - interviews which, we shall see, had
an influence on Kalecki, too.

As Michail Bachtin says, truth is not to be found inside the head of
an individual person; it is born between people, in the process of their
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dialogic interaction. In this chapter, then, I wish to engage in a critical
dialogue with Kowalik on some elements of (Marx’s and) Luxemburg’s
problematics that remain underdeveloped in Kowalik’s (and Kalecki's)
perspective, or on which they are silent.

This involves three dimensions. First, the form of the relation of
Luxemburg’s approach in her 1913 book with some of her prior writ-
ings, especially Social Reform or Revolution? (Luxemburg, 1899) and
the Introduction to Political Economy (Luxemburg, 1921). Second, the
re-reading that Luxemburg herself provided of her own argument in
term of a macromonetary circuit model in the Anti-Critique (Luxemburg,
1921). Third and last, in what way the labour theory of value was an
essential starting point in Luxemburg’s writings, partially obscured by
developments. I wish also to show how the acquisitions and limits of
Kowalik’s perspective on Luxemburg may be useful to evaluate some
key papers of Kalecki on capitalism. I think especially of his 1943 article
on The Political Aspects of Full Employment (Kalecki, 1943a) and of his
1969-1970 paper with Kowalik on the ‘crucial reform’ (Kalecki and
Kowalik, 1971). In the conclusion I shall discuss if and how Kalecki (and
Luxemburg) are useful in reading the current, new, ‘great crisis’ in capi-
talism we are living in.

5.2 Luxemburg before Kalecki: The Accumulation of
Capital rescued from the critics

Kowalik’s supervisor, Oskar Lange, thus wrote in his 1965 lectures on
The Theory of Reproduction and Accumulation, where he gave a mathemat-
ical development of Marx’s schemes of reproduction:

At first no attention was paid to Marx’s two- and three-branch
schemes. Only toward the end of the last century has the discus-
sion on this subject begun. Lenin published at that time (1893) the
study ‘On the so-called Market Problem’ in which he argued against
the views expounded by the Narodniks that in Russia the develop-
ments of capitalism is impossible because there is no market. In this
study Lenin used Marx’s schemes of reproduction in the analysis of
the problem of accumulation and of development of the economy.
A little later, the well-known Russian economist, Tugan-Baranowski,
tried to prove, on the basis of the Marxian schemes, that capitalism
as an economic system has unlimited possibilities of development.
The discussion around these views and on the importance of Marxian
schemes of expanded reproduction in asserting the prospects of
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development of the capitalist system of production lasted 30 years. It
has not led to any conclusion because, as it turned out, the schemes
of production of equilibrium do not suffice for solving the problem
which was the subject of this discussion. (Lange, 1965: p. 43)

A very similar picture comes out of an entry on ‘Political Economy’ for
Encyklopedia Wspétczesna, in which Lange recorded a revival of Marxist
political economy in connection, in Germany, with new phenomena
such as the emergence of cartels and trusts, State intervention, the rise
in real wages, and the easing of crises. These had sparkled the debate
on revisionism, and in Russia about whether capitalism could master
Russia’s economy, raising it from economic and social backwardness.
Transition to a monopolist-imperialist phase and wars between capi-
talist powers was the context in which Hilferding’s Finance Capital,
Luxemburg’s Accumulation of Capital, and Lenin’s Imperialism as the
Highest Stage of Capitalism, were written (Lange, 1970: pp. 169-170).

In Social Reform or Revolution? Luxemburg considered the changes in
capitalism since the times of Marx, and hence radical change in the
form of competition and credit (trusts, cartels, and the new shape of
banking). In opposition to Bernstein, Luxemburg upheld the idea of a
‘collapse’ of capitalism: but breakdown theory had to be understood as
underlining a limiting case, not as providing a forecast of the imminent
fate of the system. She was more interested in showing the increasing
severity of economic contradictions than in offering a mechanical view
of capitalist tendencies. This fundamental conception of capitalist
dynamics had no empirical counterpart: Luxemburg is adamant that
the world market was far from an accomplished reality in her time, and
that she expected the ‘impure’ state of capitalism to last for a while:
a lively capitalist growth was about to continue, though on a down-
ward trend. Capitalism, however, was living a transition phase from the
vibrant phase of ‘free competition’ to a third and final phase which will
be marked by a tendency to stagnation (here, Kowalik insists, we have
a convergence with Lenin’s opinion). Lack of outlets grows out from
monopoly capital: as a consequence ever more violent crises will erupt,
as old markets shrink and new ones becomes scarce.

The stress relating to the role of external markets was already at the
heart of Luxemburg’s dissertation on the industrial development of
Poland (Luxemburg, 1898). In that historical experience, exports towards
the Eastern neighbourhood were a crucial factor, together with customs
policy. It was however only in the Introduction to Political Economy that
she realised there was an unresolved ‘difficulty’ in Marx: before, in a
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1903 paper on ‘Stagnation and Progress in Marxism’ she went as far as
to write that Marx, in his scientific writings, ‘outstripped us as a party
of practical fighters. It is not true that Marx no longer suffices for our
needs. On the contrary, our needs are not yet adequate for the utilisa-
tion of Marx’s ideas’.

The problem she stumbled upon had to do with Marx’s elaboration
of the schemes of reproduction in Volume II of Capital. To expose, elab-
orate and solve that ‘difficulty’ she hastily wrote the Accumulation of
Capital in only four months, and as if in a state of trance. The book
met with an immediate and almost unanimous harsh criticism from
everywhere — sometimes affected by male chauvinism. Kowalik gives a
detailed account of the reactions by Kautsky, Bauer, Sternberg, Bukharin,
and later by Sweezy; he also provides a discussion of the methodological
remarks by Grossmann and Lange on the schemes. If Kowalik’s inter-
pretation of Rosa Luxemburg goes back to all these debates, it is indis-
putable that the main reference background for the debate (as Lange’s
quotes reveal) was the ‘controversy over markets’ in Russia, and espe-
cially the positions taken by Tugan-Baranowski and Lenin.

The position by Tugan-Baranowski was taken as a view looking at capi-
talism as a ‘harmonious’ regime from the point of view of its economic
dynamics. Capitalist accumulation was, for him, capable of infinite
growth: the only limits were technical barriers, not consumption (either
as an absolute amount, or as a share in income). Any potential realisa-
tion gap coming from a fall in consumer demand is always compensated
by an adequate increase in the demand for means of production. If social
consumption is constant, and if capital is accumulated, this cannot but
mean that there is an ever-increasing share of means of production:
means of production are employed to produce means of production,
and so on. The progressive rise of ‘machines’ (the output of the first
sector in the schemes) relative to consumption goods (the output of the
second sector in the schemes) gives rise to a strange, ‘crazy’ world: it is
‘production for production’s sake’ — which, however, precisely expresses
the ‘alienation’ that characterises capitalism.

A position like this, Kowalik comments, is certainly extreme and
unilateral, but it is not false. This judgement will be clearer after we let
Kalecki come into the argument. For the moment, let us just remark that
Tugan-Baranowski and Luxemburg reproduce, after Marx, an analogous
disagreement before Marx, represented on the one side by Ricardo, and
on the other side by Malthus and Sismondi: the antagonism between
the claim that the aggregate equilibrium between supply and demand
is guaranteed (so that only crises due to disporportionalities may be
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admitted, with excess supply in one sector matched by an equivalent
excess demand in another one), and the opposing claim that equilib-
rium is a logical impossibility and a ‘glut’ of commodities in general
exchange a certain occurrence, as a consequence of an unavoidable lack
of effective demand (a position which sometimes takes the form of a
crude underconsumptionism).

It is here that the young Lenin’s position can be usefully introduced
into the discussion. The first, and maybe the most interesting, of his
writings was On the So-called Market Question (Lenin, 1893), which was
published before the publication of Capital, Volume III. In that book
Marx presented a more complete treatment of capitalist crisis. It is
enough to remind us that in Volume III Marx presented his version
of tendency of the rate of profit to fall, and wrote his famous remarks
according to which low consumption by the masses is the ultimate cause
of crises. Later, between 1894 and 1899, Lenin wrote a series of interven-
tions against what he labelled as economic romanticism (Lenin, 1897),
that is the idea that the gap between production and consumption is
sufficient as a cause of crisis. Lenin used Tugan-Baranowski against the
populists, to argue that the market demand for capitalist production
springs internally from capital itself. Indeed, if we look at the schemes of
reproduction, we see that this point is actually embodied in them: any
(value and use value) component of the scheme expresses an element
of supply and an element of demand at the same time. The process of
accumulation of capital itself, Lenin insisted, goes on through a deep-
ening ‘social division of labour’ — meaning that thanks to specialisa-
tion there occurs not only an expansion of existing firms and industries
but also the continuous birth of new firms and industries. Nodes of
supply are nodes of demand, and while producing more commodi-
ties to be sold, industrial capitalists buy more commodities. Lenin also
agreed with Tugan-Baranowski that capitalist accumulation means a
more rapid growth of the sector producing means of production rela-
tive to the sector producing consumption goods. According to Kowalik,
however, it would be an error to conflate Lenin with Tugan-Baranowski:
Lenin’s work on this issues must be concretely rooted in the specific
historic situation of early capitalist development in Russia; and he was
absolutely right that the internal dynamic forces were not blocked by
underconsumption in itself. It is interesting that with the exception of
Lenin’s 1893 essay — which was written before reading Volume III, and
which was actually published in 1937, after his death — none of the
other economic writings makes an explicit reference to the schemes of
reproduction.
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Kowalik remembers that some Marxist theoreticians put forward an
explicitunderconsumption approach. He refers to Kautsky’s Krisentheorien
(Kautsky, 1901-1902), which is probably the most important influence
on Sweezy; but also to Louis Boudin (a Russian-born US Marxist). Both
authors denied that there was in capitalism a ‘law’ of a higher growth of
the first sector relative to the second sector: a point which was instead
affirmed by Rosa Luxemburg as well, but she ‘naturalised’ it as a meta-
historical law, not confined to the bourgeois mode of production. For
Kautsky and Boudin, the tendencies to depression and to the economic
breakdown are linked to the squeeze in wage workers’ purchasing power,
which restricts ‘internal’ markets in a way that cannot be compensated
by a growing market for means of production. ‘External’ markets are
needed. As long as there is a widening of production, there must be a
widening of the outlet: but the former eventually will exceed the latter.
The exhaustion of the external markets initiates the crisis.

We are, of course, not too far from the terrain explored by Luxemburg
in her Accumulation of Capital: but we are not actually there. She was
bolder and more profound in her propositions, and she dared to criti-
cise the Master himself. Though the argument she advanced stresses the
inescapable realisation problem of capital, she cannot be categorised as
underconsumptionist — she is, rather, proposing a theory of underinvest-
ment. That is also why Kowalik begins his discussion on Luxemburg by
neatly distancing himself from the usual Marxist criticism of her, which
is untenable, even in the case of Dobb and Sweezy (the dissociation
from Sweezy, an author that Kowalik respected very much, is recurrent
in the book). An interesting point of divergence — which is coherent
with his ‘backward-looking’ Kaleckian reading of Luxemburg on which
I will insist later — is that it is plainly wrong to affirm that Luxemburg’s
Accumulation of Capital was a contribution to the ‘theory of crisis’. This
view he disparages as ungrounded and paradoxical. He means that her
book is not a contribution to the literature about the ‘conjuncture’, or an
understanding of the business cycles, or even an explanation of the long
waves punctuating the history of capitalism. The object of her analysis is
instead the trend of capitalist accumulation, and on that basis only it is
an enquiry about the deviations, or the eventual (logical) breakdown. A
confirmation of this point — which is, of course, once again very relevant
in comparison with Kalecki — is precisely the abstraction from cartels,
monopolies, and the like. She well knew how important these changes
were in the world in which she lived. And we saw how the tendency
of the capitalist economy to create forms of imperfect competition
was crucial in her rebuttal of Bernstein. The point is that Luxemburg’s
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theoretical effort is all about a general theory of capitalist development.
Crisis and collapse, as well as imperialism as the search for net exports,
are included only as long as they are implied in the abstract theory of
capitalist reproduction.

Kowalik is also right in rejecting the too-cavalier criticism inflicted by
Bukharin (1924), unfortunately supported by Sweezy (1967), according
to which Luxemburg did not perceive that since firms invest part of the
surplus value in additional variable capital, capitalist-enlarged reproduc-
tion implies a rise in worker consumption. Her error is thus supposedly
reproached by the joke that if you exclude enlarged reproduction at the
beginning of an argument it is easy to let it disappear at the end of it.
Luxemburg, however, knew this, and she insisted that the accumulation
of capital normally entails higher real wages. It is the ‘relative wage’ —
namely, the ratio of the value of labour power to surplus value — which is
declining. We can add two more points to Kowalik’s complaint: (i) that
Bukharin’s and Sweezy’s criticism completely misses one of Luxemburg’s
key points, that to accumulate capital the firm sector has to realise
surplus value in monetary circulation; and (ii) that the solution, for her,
cannot be found in an increase in consumption, but in capitalist invest-
ment itself. These points are absent also in the Kowalik/Kalecki perspec-
tive, and we will turn back to this later.

Kowalik states, correctly, that the Marxist critics stick to the (then)
traditional reading of the schemes of reproduction in a way that while
rejecting her solution, prevents them from understanding her problem.
This blind attitude can be understood, since it is easy to be trapped in
the plethora of detail and confusion marring Luxemburg’s torrential
exposition. Instead, it is essential to see that Luxemburg’s distinction
between the monetary realisation of surplus value (its metamorphosis
into money as the universal equivalent), on the one hand, and its
accumulation or ‘capitalisation’ (its transformation in real productive
capital), on the other hand - in other terms, after the end of a circuit of
the valorisation process, the conversion of use value as bearer of value
into exchange value, and of exchange value back again into use value as
technical ingredient of a new circuit in the valorisation process — helps
to isolate a more fundamental difficulty: the ‘translation’ of savings into
investments. The question arises about what may guarantee that there
is not just an adequate source of effective demand in the current period,
realising value and surplus value, but also a continuous increase of that
effective demand in the following periods. Seen this way, the problem is
not so much that a failure in selling the current output induces nega-
tive expectations on future outlets — the difficulty is the other way
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round: there will probably be a lack of incentives, or motives, to accumu-
late. It is a weakening of the ‘capitalisation’ of surplus value, of accumu-
lation, which leads to the realisation crisis.

This is hardly an ‘underconsumptionist’ perspective, even though the
decrease of (workers’) consumption as a share in income is part of the
story. It is instead an ‘underinvestment’ theory. The key element is what
we would nowadays define as a collapse of investments ‘autonomous’
demand, a fall which cannot but be influenced by the forecasts about
the future expansion of the ‘market’. Luxemburg’s split between the two
acts — the first, realisation, involving the transformation of commodity
surplus into money gross profits; the second, accumulation, the trans-
formation of the money gross profits into ‘functioning’ capital — opens
up a new theoretical continent. But this move extracts a heavy price,
since she very often confuses the second problem with the first, so that
the critics’ attacks, though ungenerous, are not completely unfounded.

It seems to me that Kowalik’s interpretation of Luxemburg, though
he never declares it openly, is actually very close to, though not iden-
tical with, the one we read in Joan Robinson’s introduction to the 1951
Routledge translation (Robinson, 1951). And it cannot be pure chance that
Robinson’s book of 1956 bore the same title as Luxemburg’s. In her intro-
duction, Joan Robinson tried to put the main thread of Rosa Luxemburg’s
argument into simpler terms. For her, the Polish revolutionary was
concerned with the ‘inducement to invest’, with the motive for capitalists
to enlarge their stock of real capital, which she saw as a function of the
prospective future demand for the commodities to be produced by the
new capital: ‘Investment can take place in an ever-accumulating stock
of capital only if the capitalists are assured of an ever-expanding market
for the goods which the capital will produce [...] she is looking for ex
ante prospects of increased demand for commodities’ (Robinson, 1956:
pp- xxix—xxx, my italics). That is why Luxemburg’s numerical handling
of the schemes leads nowhere, since those manipulations are about ex
post quantities. With all her shortcomings, however, the clue of the ‘real
contradiction’ in capitalism is that there is no guarantee that total accu-
mulation and total savings fit together (Robinson, 1956: p. xxxiv).

5.3 Luxemburg after Kalecki: the schemes of
reproduction and the principle of effective demand

It is from here that we can put Kalecki into Kowalik’s re-reading of Rosa
Luxemburg. Indeed, in Lange’s entry on Political Economy that we
mentioned earlier, he wrote:
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Special mention is due to the works of M. Kalecki, Studies in the Theory of
Business Cycles 1933-1939, and others, who taking the Marxist theory
of reproduction as a point of departure formulated the theory of the
business cycle in an original way and explained the source of insta-
bility of the capitalist system. His explanation is somewhat similar to
R. Luxemburg’s theory of accumulation. (Lange, 1970: p. 182)

Toporowski (2012a) testifies that after his interviews with Kowalik,
Kalecki came back to consider the debate between Luxemburg and
Tugan-Baranowski. The relevant essay here is “The Problem of Effective
Demand with Tugan-Baranovsky and Rosa Luxemburg’ (Kalecki, 1967).
However, to understand Kowalik’s backward reading of the Accumulation
of Capital the fundamental paper is probably ‘The Marxian Equations
of Reproduction and Modern Economics’ (Kalecki, 1968a). This latter
actually forms the backbone of Chapter 4 of Kowalik’s book. Below, I
will show how these two interventions are part of a common argument,
which helps us to understand the way Kowalik used them to rescue
Luxemburg’s problematics from the confusion surrounding her original
formulation.

In a pure Marxian fashion, Kalecki assumes a closed economy without
government revenue and expenditure. There are only two classes: workers,
who consume all their wages, and capitalists, who partly invest and partly
consume their gross profits. The economy is divided into three verti-
cally integrated ‘departments’: Department 1 produces the total value of
gross investment goods, Department 2 produces consumer goods for the
capitalist class, Department 3 produces wage goods. As a consequence,
in each sector the value added (national income) and final production
coincides. Stockpiling of unsold commodities is transitory, and is drawn
on: hence, all commodities brought to the market are sold.

W, + D, =1 (5.1)
W2 + PZ = Ck (5.2)
W3 + P3 = CW (5.3)

where P are profits, W are wages, and the subscripts refer to the depart-
ments; [ are investments, C, is capitalist consumption, C,, is wage-earner
consumptions.

The basic Marxian ‘equation of exchange’ comes out neatly. The
profits of Department 3 have the material form of wage goods which
have to be sold to the workers employed in Departments 1 and 2.
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P3=CW—W3=W1 +W2 (5.4)

If the profits of the Departments 1 and 2 are added together, we have the
so-called Kalecki (fundamental) equation

Py +P,+P3=W;+P, + W, + P, S.5)
That is
P=1+Cy(5.6)

The Kalecki equation may be easily elaborated to show national income
as a function of the level of investments and capitalist consumption,
given the distribution between wages and profits (which defines the
share of total consumption over income).! Kalecki in fact repeated in
this 1968 paper the same argument he had already advanced in 1933,2
when he had not yet read the Accumulation of Capital, in Essay on the
Business Cycle Theory, that

capitalists, as a whole, determine their own profits by the extent
of their investment and personal consumption. In a way they are
masters of their fate; but how they master it is determined by objective
factors, so that fluctuations of profits appear after all to be unavoid-
able. (Kalecki, 1933a: pp. 79-80)

In the current period, investments (because of the time-lag dependent on
the period of construction) and capitalist consumption (whose changes
follow those of profits) originate from past decisions, and are therefore
taken as given. Sales and profits, on the contrary, ‘cannot be a direct
outcome of past decisions: the capitalists can decide how much they will
invest and consume next year, but they cannot decide how much they
shall sell and profit’ (Kalecki, 1968a: p. 461). If there is unused capacity,
a rise in investments and capitalist consumption results in an increase
in workers’ consumption goods.

The schemes of reproduction are dealt in a way that show the contra-
dictions inherent to capitalism because of the problem of effective
demand. The decisive, independent (‘autonomous’) variables are invest-
ment and capitalist consumption, made in real rather than in money
terms. Kalecki submits that in these propositions derived from Marx’s
Volume II - once they free themselves from the straitjacket of balanced
uniform growth — we have the ‘gist of the modern theory of effective
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demand’ (Kalecki, 1968a: p. 462). If the equations are employed consid-

ering the accumulation of capital in a process of uniform expansion,

we can also derive the conclusions of most contemporary theories of

economic growth, which again are ‘simply variations on the themes of

Marxian schemes of expanded reproduction’ (Kalecki, 1968a: p. 463).
Another conclusion of the 1933 Essay must be quoted:

The question may still arise of where capitalists find the means
to increase the production of investment goods or their personal
consumption. If we abstract from the ‘technical’ elements of the money
market, we may say that capitalists as a whole do not need money in
order to achieve in order to achieve this since, as shown above, the
expenditure of some capitalists is converted into profits for others
[...] If during a particular period more money is spent, e.g. out of
bank deposits, then pro tanto more money flows back into the banks
in the form of realized profits, so that the sum of deposits remains
unchanged. (Kalecki, 1933a: p. 80, my italics)

Autonomous expenditures are, in other words, ‘self-financing’. Over-
coming a non-productive opposition of the two points of view, Kalecki
juxtaposed them as unilateral extreme positions. Each of the two
authors has committed serious errors, yet gives a correct picture of a
contradictory antagonistic mode of production. Tugan-Baranowski is
right that consumption is not the aim of capitalist production, but he
mistakes a possibility for a necessity. There is no argument why capital-
ists should continue to invest in the amount needed to maintain those
appropriate proportions which guarantee that the problem of effective
demand does not arise. If this does not happen, the capitalist process
becomes unstable. Expanded reproduction (with full or constant utilisa-
tion of resources) may of course be propelled by some Schumpeterian
wave of innovations fuelled by inter-capitalist competition (notoriously,
it is here that we find the Marxian input for the author of the Theory
of Economic Development). This occurrence cannot be taken for granted:
though in the 1967-1968 papers Kalecki limits himself to advancing
doubts based on a ‘sociological’ argument about the possible change
in the structure of capitalist class. We may add that the dual nature of
investment — at the same time, a component of the effective demand in
the current period, but also an addition to productive capacity in the
following one — means that the difficulty (and instability) will reappear.

If this reasoning justifies Kalecki’s conclusion that ‘expanded reproduc-
tion is not a natural and obvious state of the capitalist system’ (Kalecki,
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1967: p. 455), it does not make Luxemburg’s ‘impossibility thesis’ about
capitalist accumulation true if there are no ‘external’ markets. The ulti-
mate mistake committed by Luxemburg was to assume that investment
decisions are taken by the capitalist class in its entirety, so that that
class anticipates the shrinking of markets in the future. ‘Now capitalists
do many things as a class, but they certainly do not invest as a class.
And if that were the case, they might do it just in the way prescribed by
Tugan-Baranovsky’ (Kalecki, 1967: p. 455). Indeed, as an historical fact,
external markets may contribute to solving the lack of effective demand
for the capitalist world. The argument must however be refined relative
to the original Luxemburg point, because it is not the total exports but
only the excess of exports over imports that adds net purchasing power:
otherwise there would be just a pro rata substitution of internal for
foreign demand. For net exports to exist, the capital exports are neces-
sary: in this way, Kalecki clarified a blind spot in Luxemburg about the
financing of foreign demand, and provided a bridge with Lenin.

Kalecki also broadened the meaning of ‘external’ markets to include
government expenditure. This can also be found in Luxemburg’s argu-
ment about armament orders; she insisted that militarism has a posi-
tive effect on accumulation - even if military expenditures are financed
through a compression of workers’ purchasing power, either through
taxes or inflation. For Kalecki, however, armaments must be financed by
loans or taxation of the capitalists to have positive effects on accumula-
tion. Either the financial capitalists extend credit to the government,
with which the latter buys ‘surplus’ goods from the industrial capitalists,
or the profits for the capitalists producing the commodities for the mili-
tary sector have to come (at least partly) from the capitalists producing
the other commodities. Paradoxically, here Kalecki does not explic-
itly consider government deficits financed through new central bank
money inflows: bank loans suffice to advance the realisation of potential
savings, since autonomous demand finances itself. The only limit to the
(bank) credit supply is connected to the ‘principle of increasing risk’.

In the first part of his book — in the second half of Chapter 4, and
appendix 1 — Kowalik may read Luxemburg ‘backwards’ only thanks to
Kalecki’s interpretation of the schemes, and Kowalik’s judgement paral-
lels the assessment of the Tugan-Baranowski-Luxemburg controversy
provided by Kalecki. And vice versa: Kowalik’s depth of historical knowl-
edge — ‘you know so well who said what on a given subject’ (Kowalik,
1991: p. 614), Kalecki said to the younger researcher when they wrote
the paper on the ‘crucial reform’ - ultimately clarified the issues for
Kalecki, at least relative to his understanding. Indeed, Kalecki is openly

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa

Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



Luxemburg and Kalecki 91

introduced by Kowalik as the second protagonist of the book, and the
Accumulation of Capital is evaluated going through Kalecki’s theory of
the dynamics of capitalism. Just as Hobson can be profitably reread
‘after Keynes’, so Luxemburg can be read ‘after Kalecki’.

In the first half of Chapter 4 Kowalik gives a detailed analysis of
Luxemburg’s own criticisms of the original formulation of Marx’s
schemes. The criticisms relate to the identity of production and realisa-
tion, the neglect of the monetary dimension of the latter, the assump-
tion of a constant composition of capital, the pure capitalist setting of
the argument. He surveys her attempt to ‘complete’ the schemes, taking
into account on the one hand an increase of constant capital (relative to
variable capital as well as to the new value produced in the period), and
on the other, a rise in the rate of surplus value: technical progress and
exploitation, the two endogenous twins in capitalist accumulation. The
outcome of this completion is inevitably an excess supply of consumer
goods, which is of course matched by a corresponding excess demand
for means of production: a typical disproportionality crisis. Though this
is presented by critics, including Kowalik, as a weak point, I think this
was exactly what Luxemburg had wanted, as a kind of intermediate step
which obliged a departure from the pure capitalist abstraction and an
‘opening’ of the theoretical landscape so that the non-capitalist areas
give accumulation some room to move, without a straitjacket. The
alleged overdetermination of her schemes due to the fact that the incre-
ment of capital within each department must equal the savings in the
same department so that there is no lending (in kind) between sectors
(Robinson, 1956: pp. xxxiii-xxxiv) is another customary complaint
against Luxemburg. Here again, in my view, the critics have probably
missed the exact terms of the monetary aspects of the Accumulation of
Capital. The merit of this theoretical construction for Kowalik was to be
the first published exercise in introducing technical change in growth
theory - although Lenin had tried something along those lines in the
1893 manuscript on the so-called market question.

To solve Luxemburg’s new problematic, what was needed was not to
manipulate the schemes so that meaningful disproportions resulted,
leading to the non-realisation of part of surplus value, but to interpret
them differently, so that the inner connection between production and
the realisation of (surplus) value was explained. The issue may be clarified
once again in Joan Robinson’s words. In a survey of theoretical develop-
ment in the 1960s she wrote that in what is in general a most admirable
book, Theories of Value and Distribution since Adam Smith, Maurice Dobb
‘seems to suggest that exploitation could somehow exist independently
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of realisation, and accuse the post-Keynesian of regarding realisation as
independent of exploitation, but, obviously, neither can exist without
the other’ (Robinson, 1975: p. 122; in fact the same point is found in
Chapter 4 of Luxemburg’s Introduction to Political Economy, as in Marx
himself). It is here that the role of Kalecki is crucial. He saw that the
schemes might be the starting point for the solution of the problem
of connecting effective demand and capital accumulation, a problem
that Marx left rather vague and that Luxemburg was unable to solve.
Kowalik shows that Kalecki’s views are, in crucial theoretical junctures, a
continuation of Luxemburg and a rewriting of her argument.

Contrary to what Kowalik himself says, this is also true of the second
part of his book dedicated to Luxemburg’s theory of accumulation and
imperialism. It is true, as he says, that in that part the background to
assess Luxemburg’s contribution is given by Hilferding’s Monopoly
Capital and Lenin’s Imperialism. The reasons why Kowalik concentrates
on them, however, are twofold. The first is that even though Luxemburg
well knew the relevance of cartels and trusts in the capitalism of her
time, she (rightly) excluded an explicit consideration of monopolies in
her book, which was devoted to a theoretical problem at a higher level
of abstraction. That is why Hilferding is so important: to reintroduce
monopolies and finance capital. The second reason is that Kowalik’s
aim is to propose an integration of Luxemburg’s and Lenin’s views
on imperialism, and for Lenin imperialism was another name for the
monopolistic phase of capitalism. That is why Lenin is so important: to
connect monopoly and imperialism. Both are seen as complementary to
Luxemburg. It is clear that this stress on ‘imperfect competition’ comes
to Kowalik from Kalecki again.

As stated above, we may wonder how much in Kalecki does not come
from the dialogue with Kowalik. In the introduction Kowalik remembers
that the first version of the materials for the book (written in 1963) was
presented as dissertation for habilitation, the discussants being Oskar
Lange and Jerzy Tepicht; but then he presented an English summary of
the argument in various places, the first being the volume of essays in
honour of Kalecki. The 1967 and 1968 papers by Kalecki could not but
be very much influenced by this input; and those papers, as we saw,
retroacted on the evolution of Kowalik’s interpretation, and became
the backbone of the published book. Luxemburg was right in thinking,
like Kalecki, that the ‘fundamental contradiction’ of capitalism was that
unless it was driven by some semi-exogenous factor (innovations, or net
exports towards other areas, or ‘internal exports’ like armament expendi-
ture) it would be trapped in a stationary position of simple reproduction.
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Long-term growth is not intrinsic to capital. Unused capacity (rather
than a ‘glut’ of commodities on the market, as in Marxist authors) is
typical in developed capitalism. ‘Lack’ of effective demand means the
difficulty in ‘realising’ the value of the commodities which could be (but
are not) produced with the current productive capacity.

Kowalik’s criticisms of Luxemburg are the same as those by Kalecki.
A fundamental point of Luxemburg’s approach was to rescue Marx’s
‘macro’ analysis of capitalist reproduction. She had committed, however,
a methodological error in thinking that social capital and surplus value,
as aggregated entities, had a real and objective existence. Kalecki showed
instead that there are possible contradictions between the whole and
the parts. Whatever its form, competition is of the essence of capital.
It is inter-capitalist competition which may push investment on. And,
although Luxemburg was right in insisting on the importance of the
motives to invest, she produced, like Tugan-Baranowski, a theory based
on the same assumption, that capitalists’ decisions are made on a class
basis. But ‘capitalists do many things as a class, but they certainly do not
invest as a class. And if that were the case, they might do it just in the
way prescribed by Tugan-Baranovsky’ (Kalecki, 1967: p. 457).

After this methodological point, two other Kowalik criticisms stem
from Kalecki. Even though Luxemburg had realised that the increase
in worker consumption favours the accumulation of capital, she did
not see that this is even more true for the consumption of capitalists.
And Kowalik, like Kalecki, tends to dismiss Luxemburg’s argument that
before ‘accumulation’ properly speaking — that is before the advance of
surplus value to buy new elements of constant capital and additional
labour power - there must be the monetary ‘realisation’ of prior surplus
value. This argument, for Kowalik as well as for Kalecki, is a technical
point about the money market, which does not therefore entail a serious
difficulty. Money is relevant for Kalecki because — as Kowalik writes — it
allows capitalists either to spend more than their profits or to abstain
from investment.

Chapter 5 of the first part of the book is a very effective rebuttal of the
facile criticisms launched by authors like Bukharin or Sweezy against
Luxemburg’s monetary analysis. The first appendix to the first part of the
book develops a methodological interpretation of the schemes of repro-
duction, along the lines of Grossmann and later Lange, according to
which they are the most general and fundamental abstraction in Capital
(in polemic with the point of view of Brus and Sweezy). This perspective
was, in a nutshell, present in Luxemburg, and its implication is that this
abstraction is valid well beyond capitalism. Kowalik suggests that this is
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a retreat from the thesis advanced in the Introduction to Political Economy,
where the ‘separate’ science of political economy, as well as economic
‘laws’, are said to die with capitalism. From here Kowalik goes on to
consider the (implicit) debate between Bukharin and Lenin on the issue
of the persistence of political economy in socialism, and then on how
the schemes entered into the Soviet discussion and practice of economic
planning. Appendix 2 of the first part is a careful survey of the critics
and followers of Luxemburg. I do not treat the second part of the book
about theory of accumulation and imperialism — where, as I argued, the
protagonists are Hilferding and Lenin, but once again (though implic-
itly) Kalecki.?

5.4 A detour: Kalecki and Kowalik on the ‘crucial reform’

I can now summarise the core of Kowalik’s interpretation of Luxemburg.
She must not be judged from the point of view of the results of her anal-
ysis, but from the point of view of the novel problematic she opened.
Thanks to her view that the ‘translation’ of (potential) savings into
investment was anything but taken for granted, the key role of invest-
ment decisions could be highlighted in all its relevance for the accu-
mulation of capital. She was blinded, however, by her insistence that
investments were advanced by capitalists as a class. Once the schemes
are interpreted in Kalecki’s way, the ‘fundamental’ equation may be
enlarged so to consider as determinants of profits not only the net
exports (indicated by Rosa Luxemburg), but also the government deficit
(Kalecki’s internal or domestic exports). This, of course, also opens the
way to possible policy solutions of an ‘effective demand failure’, either
through a decrease in income inequality, or an expansionary credit
policy and government expenditure (especially armaments orders). We
may add that if we allow wage earners to save, an increase in workers’
propensity to consume may boost gross profits (as in Steindl).* And this
means, of course, that indebted consumption may be another way to
circumvent the difficulty in realising value and surplus value.

Together with Joan Robinson, Kalecki and Kowalik are by far the most
charitable interpreters of Luxemburg’s economic writings. Robinson
was more willing to find something valuable in the insistence in the
Accumulation of Capital that ‘the excess savings may be “capitalised” if
there is an outlet for investment outside the system’ (Robinson, 1951:
p- xxxiv). Outside a ‘supposed logical necessity’ proposition, Robinson
found plausibility in Luxemburg’s hypothesis that the long-run invest-
ment opportunities would fade away when capitalist foreign outlets dry
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up. This was not only an historical reality; it was a theoretical point as
well. Moreover, Robinson saw behind Luxemburg’s analysis of govern-
ment expenditure on armaments the argument that this kind of outlet
had a positive peculiarity for capital: while providing demand for capi-
talist producers, it would not originate new productive capacity in
the future. On the contrary, capitalist powers struggling against each
other would make this a perpetual market, stabilising the economy and
avoiding the perverse effect on the motive for investment due to the
unending quest to find customers.

The Kowalik-Kalecki-Robinson line of interpretation of Luxemburg’s
legacy finds in her economic contributions a quite perceptive, if not
prophetic, anticipation of the difficulties in which capitalism found
itself in the first half of the 20th century (leading to imperialist wars),
and of the ways those difficulties were overcome in the following
decades (the armament economy): something which makes her alter-
native ‘socialism or barbarism’ wholly appropriate. Net exports to the
foreign sector and internal exports to the government sector, together
with reconstruction after war and its gigantic destruction of capital, go
a long way towards a reasonable interpretation of the dynamic features
of capitalism in the so-called golden age after the Second World War. All
this notwithstanding, I think that an interpretation of this kind misses
half of Luxemburg’s problematics. The reason is that these interpreters
cut Luxemburg’s argument out from its essential ground in Marx’s labour
theory of value, and its specificity of being a theory of exploitation in
a monetary economy incorporating an endogenous theory of develop-
ment and crisis.

Before saying something about this in the next paragraph, we need to
take a detour; we have to consider a joint paper of Kowalik and Kalecki,
published in Italian in the journal ‘Politica ed Economia’ in 1971, but
written between September 1969 and January 1970, just before Kalecki’s
death (Kalecki and Kowalik, 1971). The provocative topic of the paper
was a ‘crucial reform’ which occurred in contemporary capitalism,
such that the struggle to change the system mutated immediate and
partial goals which, rather than weakening it, stabilised it. As Kowalik
later commented, the idea behind the ‘crucial reform’ (initially called
by Kalecki himself ‘revolutionary reform’) was to recognise the ‘unin-
tended effects of the pressure of the working masses on the bourgeois
state during periods when the very existence of the system is threat-
ened [...w]hat happened in modern capitalism was more than a reform,
although it did not go beyond capitalism’ (Kowalik, 1991: p. 614).
In contrast to capitalism before the first half of the 20th century, he
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wrote, imperialist wars would be unthinkable, and crises would not
deepen but on the contrary be controlled.

The contribution of Kowalik, as he reconstructs it in his later account,
was in putting Kalecki’s argument against the background of the clas-
sical discussions in historical materialism. Bernstein was the first to put
the issue of reformism onto the agenda. But he disregarded the limits
that effective demand set on capitalist accumulation. Moreover, he
predicted a disappearance of pure profit (which would mean stagna-
tion). Hilferding thought that a general cartel was possible, and it would
have eradicated crises (which he saw essentially as disproportions), but
not a collapse for social and political reasons, with an intensification
of international conflicts leading to anti-capitalist struggles. From a
very different economic perspective (that is, stressing the contradiction
between production and realisation, and the tendency to break down)
Luxemburg arrived at very much the same conclusions: since armament
expenditures are non-capitalist markets, the government deficits of mili-
tary Keynesianism can solve the realisation problem; and fights for non-
capitalist markets bring about imperialist conflicts and wars.

The ‘crucial reform’ of capitalism began tentatively after the 1929-1933
crisis in Germany and the US. A centrally controlled capitalism was at
work during World War II. It was followed by a ‘capitalist system of large
corporations with supplementary markets guaranteed by government
purchases, mainly of armaments, which allowed the realisation of accumu-
lated profits’ (Kalecki and Kowalik, 1971: p. 472). In post-war ‘Keynesian’
capitalism, the rate of unemployment dropped lower and lower. The prac-
tical realisation of a kind of ‘right to work’ state, the considerable expan-
sion of social security, and the rise of real wages together with increases in
productivity, ‘led to a certain transformation of the working class, which
on the whole became radically reformist in its attitude toward capitalism.
[...] As a result, anti-capitalist attitudes have weakened considerably’
(Kalecki and Kowalik, 1971: pp. 472-473). Workers became conformist
and did not fight any more, even though they reacted strongly to changes
in the new ‘rules of the games’ in their favour.

The conclusion is straightforward. When military conflicts within the
capitalist areas are unlikely, economic crises are blocked by Keynesianism.
The world of Classical Marxism has ended, and ‘neocapitalism’ looks
increasingly similar to Kautsky’s super-imperialism. A high degree of
social conformity has ‘relatively’ stabilised reformed capitalism, with the
only hope for social and political change left to student movements.

There is a paradox here. It can be highlighted by observing that when
the authors speak of a weakening of workers’ hostility to capitalism, the
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editors of the Kalecki Collected Works, Volume II, inserted a reference to
Kalecki’s famous 1943 ‘Political Aspects of Full Employment’ (Kalecki,
1943a). The paradox is that in the 1943 article the anticipation seems to
be the opposite, of the risk of a revival of social and political antagonism
to a permanent state of full employment, so that the likely outcome
would have been a political-business cycle.

Now, as Kowalik honestly recognises in his answer to Pesenti in that
volume, the prognosis of a capitalist stabilisation was dramatically
falsified in the 1970s. One of the factors of the Great Stagflation was
precisely class struggle, not only in distribution, but in production —
again as Kalecki had imagined. After all, the 1943 article appears to
provide a more appropriate explanation of the 1970s crisis (which actu-
ally began in the mid-1960s); and the 1971 paper with Kowalik appears
to be a (partial) rationalisation of the expansionary phase that went on
between the Great Crash and the end of the post-war boom. What seems
to be common to the 1943 and the 1971 articles are two things: first,
the reduction of economic contradiction only to the possibility of a lack
of effective demand, that is to a realisation crisis; and second, an expla-
nation of the crisis in which the political aspects are divorced from the
economic aspect (D’Antonio, 1978). This was an attitude alien to Marx
and Luxemburg, in whose arguments the two dimensions were indis-
tinguishably fused, and grounded on the foundation of a (monetary)
labour theory of value.

5.5 Luxemburg beyond Kalecki: some missing
Marxian themes

In the last two sections of this chapter my aim is twofold. First, to prob-
lematise Kowalik’s (and Kalecki’s) reading of Luxemburg, showing that
they overlook some important Marxian dimensions related to the labour
theory of value (for further developments, see Bellofiore, 2009a, b).
Second, to provide a preliminary answer to the question as to whether
we may detect the relevance of Luxemburg and Kalecki for the under-
standing of the current crisis (on this see Bellofiore, 2011).

A first missing theme in Kowalik’s views is related to Luxemburg’s
clear vision of Marx’s value theory as essentially a value-form approach,
and hence possessing a crucial monetary dimension. This is crystal clear
already in Social Reform or Revolution. There she writes that abstract labour
is not an abstraction but a discovery: it does not have an imaginary but a
real social existence. It is, in its developed form, money. Unfortunately,
Luxemburg - like most of the Marxists of her time — connects this point
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to a ‘money as a commodity’ perspective: but it rescues the specificity of
Marx, as a monetary labour theorist of value - that is, relative value to
value through money.

A second problem with Kowalik’s reading of Luxemburg is that he
is quite dismissive of the Anti-Critique. In its early pages she integrates
a value-form perspective with the schemes of reproduction in a way
that may perhaps make her the first proponent of a macro-monetary
‘circuitist’ model of capitalist reproduction. Total capital has to realise
an aggregate gross profit in money form. This requires ‘finance’; at the
opening of the circuit as finance for production, and at the closing of
the circuit as finance for demand. In Luxemburg’s words: ‘From who is
the money disbursed?’ and ‘Where is it recovered?’. The expenditures
within the capitalist firm sector are an internal, family matter, and pose
no problem at all. The same is true for the money wage bill: even though
it flows from the capitalist class to the working class, if workers spend all
their income, as Kalecki assumes in his first approximation, this initial
finance goes safely back in its entirety to firms as a whole (the same
would be true if all workers’ savings went into the financial markets).
Luxemburg’s problem is different: whence comes a capitalistically produc-
tive monetary demand for the surplus?

The difficulty cannot be reduced, as in Kalecki, to a ‘technical’ issue. In
fact the statements that Luxemburg is advancing are twofold: there must
be a monetary inflow at the closing of the circuit; and it must be in the
form of capitalist investments. Kalecki’s criticism concealed the money
game — it is out of sight — whereas Luxemburg put it at the forefront of the
drama. Questioning from where ‘finance’ (in its dual meaning) comes
from, she opened the way to the tradition, from Wicksell to Schumpeter
and Keynes’ Treatise on Money, which anticipated the modern ‘theory of
the monetary circuit’. Her difficulty, the insistence that there must be a
monetary realisation of surplus value in its entirety, foreshadowed the
two riddles discussed in that approach: one about the monetary realisa-
tion of interest to be paid back on bank loans, and the other about the
monetary realisation of the total gross profits.

If we take the attitude of freeing the problem from the strictures gener-
ated by the primitive form it has in Luxemburg, Kalecki’s reprise is once
again useful. Paraphrasing Joan Robinson, we merely need to substitute
plausible hypotheses to supposed logical necessities. The problem of
the monetary realisation of the surplus value may be solved thanks to
investments — here we have to remember that total capital is constituted
by many capitals in competition. In a first abstraction, investments are
financed by the banking sector, but this finance remains safely within
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the aggregate firm sector, so that we may consider it as instantane-
ously reimbursed in the aggregate: the result is, as in Graziani’s model
(Graziani, 2003), that the surplus value is realised by ‘industrial’ capi-
talists ‘as if in kind’. But, as Kalecki and Robinson insist, Luxemburg is
right in rejecting the idea that this outcome can be taken for granted —in
Marxian terminology, that all potential surplus value is demanded and
hence produced. Net exports to the foreign sector (financed by capital
exports) and/or internal exports to the government sector (when the
State budget deficit is newly financed by the central bank) are logical
and historically sensible solutions to her difficulty.

What escapes even the most sympathetic Keynesian/Kaleckian reading
of Luxemburg, however, is that there is a reason why she rejects any
solution that boils down just to an increase in consumption, including
the consumption by capitalists. The Keynesian/Kaleckian outlook is
effective in isolating the problem of effective demand. But Luxemburg is
thinking of the accumulation of capital in unadultered Marxian fashion,
as the reproduction of the ‘capital relation’. The point is not just that of
realising potential surplus value, but of accumulating it from a surplus
value expenditure which is at the same time the first act of a new surplus
value producing round. The demand solving her problem must be capi-
talist investments. That is why armament fits her perspective like a
glove. As Joan Robinson saw (1951: p. xxxvi), militarism entails capi-
talist investments which are, yes, productive of surplus value, but whose
output is composed of use values that do not enter capitalist reproduc-
tion. New, effective demand without new productive capacity.

Another missing Marxian dimension in the Kalecki-biased interpreta-
tion by Kowalik is that he gives a very partial account of the Introduction
to Political Economy. If one reads the chapters of that manuscript avail-
able to us, one cannot avoid the impression that the problem she raised
in the Accumulation of Capital did not pop out from just the demand
side, but from the supply side as well. Capital’s exploitation, she says,
materialises in a law of the fall in the relative wage - that is, the ratio
between variable capital and surplus value; or, if you prefer, the share
of the value of labour power within the new value produced. This, of
course, is nothing but the converse of the relative surplus value extrac-
tion - the outcome of the real subsumption of labour to capital with its
endogenous drive to revolutionise the organisational and technological
setting of the production processes. Luxemburg rightly insists that this
dynamics makes it necessary to reject the ‘absolute impoverishment’
thesis, since real wages may rise, but less than the productive power of
labour (something which is not falsified by the so-called Fordist era, if we
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consider the distinction between productive and unproductive labour).
If and when the relative wage is increasing (as a consequence not only of
distributive conflicts, but also of workers’ struggles in production), this
breaks an ‘objective’ law. It must be prolonged in a ‘political exit from
capitalism itself (something, again, which was all but disconfirmed by
the crisis of the Fordist era).

The ‘tendency of the relative wage to fall’ is nothing but a squeeze
of the share of wages in income, and it therefore widens the effec-
tive demand gap to be closed by capitalist investments. This is exactly
Luxemburg’s problem in the Accumulation of Capital. She did not see that
Marx had already been there, and that he had developed a specific crisis
theory in which relative surplus value extraction, disproportionalities
and aggregate demand failures, were connected. The clearest expression
of this Marxist line of thought can be found in the Grundrisse, which
was unknown to her. In some pages of the 1857-1858 Manuscripts,
Marx says that the systematic increase of the ratio of surplus value
(what he calls the ‘disproportion’ between surplus labour and necessary
labour) constantly upsets the equilibrium ratio which has to be main-
tained between branches of production for accumulation to proceed
smoothly. The revolution in the methods of production is associated
with a multiplication of the branches of production, that is to a growth
of the demand that capitalist firms provide for each other (Lenin’s
point). The delinking between production and consumption is further
accelerated by credit, banking, and opening up to the world market.
This process is not a harmonious one. Sectoral disproportionalities
will necessarily appear: equilibrium growth is not a requirement of the
system, because universal exchange and endogenous technical progress,
though connected, move independently of and ‘indifferently’ to each
other. When excess supply in some sectors (though matched by excess
demand in other sectors) becomes widespread in key industries, the
price system is unable to overcome the disequilibrium. Firms’ demands
for means of production collapses, the wage bill starts to implode, and
the lack of demand is spread all over the system as though a negative
multiplier were in action.

5.6 A conclusion: which actuality of Luxemburg and
Kalecki in the current crisis?

All these missing dimensions in Kowalik and Kalecki are (as in Joan
Robinson) related to Marx’s labour theory of value, if the latter is inter-
preted as a macrosocial theory of exploitation in an essentially monetary
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economy (Bellofiore, 2004a). I do not enter into any discussion about
whether or not Kalecki ever ‘abandoned’ the Marxian labour theory
of value; the point is that it does not play any role in his economic
argument. On the contrary, Luxemburg links together a macro circui-
tist approach with a view of accumulation where endogenous technical
change gives way to effective demand failures. I think that a promising
research project would be to build a bridge between these two sides of
the discourse about capitalist extended reproduction, valorisation, and
realisation crisis.

If we combine the Marxian macro-monetary value theory with the
Kaleckian re-reading of the schemes of reproduction, the door opens
for an interpretation of capitalism and its recurring crises where exploi-
tation and effective demand are both essential in accounting for the
ascent and collapses of different forms of capitalism itself. The current
crisis is no exception: the more so if we look at it from the point of view
of the long-term dynamics of capitalism. The Great Depression of the
late 19th century was a profitability crisis which may be imputed to the
forces leading to the Marxian ‘tendency for a fall in the rate of profit’.
Capitalist restructuring, through organisational (Taylor) and technical
(Ford) innovations, raised the rate of surplus value, so that the increase
in the latter more than compensated for the depressive influence of
the rise in capital composition. This, however, created the conditions
leading to the Great Crash of the 1930s as a realisation crisis.

The next decades may be easily explained through a Luxemburg-
Kalecki model: a deficiency of investments was overcome only through
‘internal’ or ‘domestic’ export. Among the many factors leading to the
Great Stagflation, a crucial one was that since near-full employment
became a lasting feature of the system, as Kalecki himself wrote in 1943,
workers ‘get out of hand’, and captains of industry (but, in fact, the
capitalist class altogether) wanted to ‘teach them a ‘lesson”: the social
position of bosses was undermined, and the class consciousness of the
working class grew (Kalecki, 1943: pp. 354-3535). Kalecki put forward
these propositions as a kind of ‘sociological’ apercue. But this is exactly
what one has to expect as an ‘economic’ consequence of the way capi-
talist accumulation was fuelled after the Second World War, if one sticks
to the Marxian labour theory of value. The realisation problem was
avoided through military Keynesianism and ‘ancillary’, non-targeted
government purchases. As a consequence, the pressure over the exploi-
tation of the ‘productive’ workers was deepened, and the required rate
of surplus value had to rise. To avoid a decrease of capacity utilisation,
waste and unproductive expenditures had to grow. The system thus
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depended on a dual requirement: that policy management favoured the
realisation on the market of the potential surplus value to be produced,
and that the capital relation was reproduced with moderate conflicts,
so that in the capitalist labour process that surplus value was actually
extracted. It was an unsustainable configuration. Industrial conflicts
spread during the second half of the 1960s, and this meant that ‘disci-
pline in the factories’ was over, as Kalecki prophesied. The tendency of
the relative wage to fall was either interrupted or reverted, and political
instability won the day.

What is paradoxical is that a ‘crucial reform’ in capitalism did occur,
creating social conformism and a weakening of mass struggles, but
through a partly different chain of events. The ‘reform’ was the outcome
of the very effective way capitalism reacted to the social conflicts leading
to the Great Stagflation: through a ‘traumatisation’ of workers on the
labour market and within the labour process, thanks to a ‘centralisation
without concentration’ of capital; and thanks to a subordinate inclusion
of households within money manager capitalism (to employ Minsky’s
apt terminology) — what I have called elsewhere a real subordination of
labour to finance. Also the Great Moderation which followed turned
out to be no more sustainable than the Golden Age, though at first the
disequilibrium tendencies on the stock exchange, housing markets,
and foreign-exchange markets produced a semblance of stability. The
ascent of this ‘new’ capitalism may once again be explained employing
a Luxemburg-Kalecki vision, with a Steindl twist. ‘Capital market infla-
tion’ (Braun, 2012) allowed an unprecedented expansion of indebted
consumption through collateral lending. In the ‘fundamental equation’,
the decrease in the propensity to save on income boosted demand in
the Anglo-Saxon world (through an eminently political management of
monetary policy: the so-called ‘privatised Keynesianism’); while other
areas of the world solved the realisation problem through neo-mercan-
tilism, that is through net exports.

It is certainly too early to develop this sketch into a full-blown expla-
nation of the crisis and its aftermath. And that explanation requires that
all the given traditions need to be reassessed as a consequence of the
dramatic changes in capitalist reality. The traditional circuitist model
does not capture indebted consumption well, if not very mechanically.
The rise in indebtedness was forced onto non-financial businesses, and
especially characterising finance and households in the boom, so that
the Minskian financial instability hypothesis needed to be redefined
relative to the original model. The same Kaleckian tradition needed an
input of more sophisticated financial analyses; and the wage-driven
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recovery in which it usually concluded its economic policy discourse
looks like wishful thinking (as the reader of this chapter should easily
understand). Academic Marxists seem happy to endlessly debate finan-
cialisation and the tendency of the rate of profit to fall, with their policy
side very often more moderate than that of the Financial Times. There is
certainly still plenty of work to do. An open attitude like that of Kowalik
cannot but be a lesson to us all: he was Luxemburg's true disciple in
disparaging formulations valid once and forever, and in adopting that
self-critical attitude that is required for the theoretical and practical
challenges in front of us.

Notes

1. ‘This simple outline of analysis must be elaborated by introducing house-
building in addition to industrial investment and a budget deficit as boosters
to effective demand, variation in the proportion of household consumption
to income, the relation of home expenditure in one country to its balance of
trade and the effects of continuous inflation. However much it is complicated,
the main core of the argument remains valid — in an industrial economy, the
flow of gross profits primarily depends on the flow of expenditure on invest-
ment’ (Robinson, 1979: p. 200).

2. Areference to the schemes of reproduction and Rosa Luxemburg is in Kalecki
(19394d: pp. 254-255).

3. As Toporowski (2012b) observes, ‘Tadeusz Kowalik was unaware at the time he
wrote this book that important financial and monetary aspects of the analyses
of Tugan-Baranowski and Rosa Luxemburg also look forward to the work of an
American student of Oskar Lange, that critic of late-twentieth century finance
capitalism, Hyman P. Minsky [...] Minsky himself, when trying to understand
value relations in a capitalist economy, laid out, in his Stabilizing an Unstable
Economy, a two-sector model of capitalist production that is, in its essentials,
the same as the system of capitalist reproduction put forward in Volume II of
Marx’s Capital’ (Minsky, 1986). Toporowski (2009) shows that Luxemburg’s
analysis of international finance foreshadows the international debt crises
since the 1980s.

4. See Toporowski (2008b), which also considers the financial implication of
reduced workers’ saving.
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Polish Marxian Political Economy
and US Monopoly Capital Theory:
The Influence of Luxemburg,
Kalecki and Lange on Baran and
Sweezy and Monthly Review

John Bellamy Foster

6.1 Introduction

From the viewpoint of orthodox economists, macroeconomics has no
significant historical antecedents prior to the publication of Keynes’s
General Theory of Employment, Interest, and Money in 1936. Theories
of aggregate demand before Keynes, such as those associated with
Lauderdale, Malthus, and Hobson, were generally weak theoretically. A
number of important mainstream economic thinkers raised what would
be considered macroeconomic questions in the context of business
cycle analysis.! But it required Keynes to construct a monetary theory of
production that broke decisively with Say’s Law (the notion that supply
creates its own demand) before economic orthodoxy was able to address
macroeconomic questions in a significant way.

Marxian economists, in contrast, had begun to work seriously on macr-
oeconomic theories long before the Keynesian revolution. In the 19th
century Marx had provided a critique of Say’s Law based on a monetary
theory of production, exemplified by his general formula of capital or
M-C-M’, in which money (M) was exchanged for a commodity (C) in
order to generate more money (M”). Hence, at one and the same time he
was able to stress the centrality of money, the possibility of a realisation
crisis, and the reality of capital as self-expanding value.? Equally impor-
tant was Marx’s construction of his reproduction schemes in Volume II
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of Capital. Thus it is hardly surprising that Marxian theory generated
what could be considered the first major economic debate on the rela-
tion of economic aggregates of investment and consumption - referred
to in Marx’s schema as Department 1 (capital goods) and Department 2
(consumption goods).

The principal debate in this regard took place between the Russian
‘Legal Marxist’ Mikhail Tugan-Baranowski and the Polish Marxist Rosa
Luxemburg.? Tugan-Baranowski was the first to employ Marx’s repro-
duction schemes in the analysis of economic crisis. He sought to argue
that economic growth could proceed on the basis of the expansion of
Department 1 (or investment) alone, independently of Department 2
(including both working-class consumption and capitalist consump-
tion). Thus all theories of underconsumption and crises of effective-de-
mand, related to the class-distributional characteristics of the system and
the limitations this imposed on consumption, were incorrect. Indeed,
investment could propel the economy forward even in the face of rapid
and absolute declines in consumption. As Tugan-Baranowski put it,

If all workers except one disappear and are replaced by machines,
then this one single worker will place the whole enormous mass of
machinery in motion and with its assistance produce new machines —
and the consumption goods of the capitalists. The working class will
disappear, which will not in the least disturb the self-expansion process
[Verwertungsprozess] of capital. The capitalists will receive no smaller
mass of consumption goods, the entire product of one year will be
realised and utilised by the production and consumption of capital-
ists the following year. Even if the capitalists desire to limit their own
consumption, no difficulty is presented; in this case the production
of capitalist’s consumption goods partially ceases, and an even larger
part of the social product consists of means of production, which
serve the purpose of further expanding production. For example, iron
and coal are produced which serve always to expand the production
of iron and coal. The expanded production of iron and coal of each
succeeding year uses up the increased mass of products turned out in
the preceding year, until the supply of necessary mineral is exhausted.
(Tugan-Baranowski, quoted in Sweezy, 1942: p. 168)

Although Tugan-Baranowski’s analysis was generally rejected by Marxist
theorists, the most powerful and virulent critique came from Luxemburg
in The Accumulation of Capital. Adopting a position directly opposite to
Tugan-Baranowski, Luxemburg argued that a closed capitalist economy
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was unable to provide the investment outlets necessary to absorb poten-
tial savings, and needed the support therefore of ‘external markets’
such as government spending on armaments and the export of surplus
production and profits to non-capitalist economies. For Luxemburg
the idea that ‘production of means of production is independent of
consumption’ was nothing but ‘a vulgar economic fantasy of Tugan-
Baranovsky’ (Luxemburg, 1913a: p. 320).*

The brilliance of Luxemburg’s own analysis was captured by Michat
Kalecki in his Essays in the Theory of Economic Fluctuations (1939b),
where he stressed that the opposite view to that of Tugan-Baranowski
was represented by one of Marx’s ‘eminent pupils, Rosa Luxemburg’. As
Kalecki explained:

In her Akkumulation des Kapitals she stressed the point that, if capital-
ists are saving, their profits can be ‘realized’ only if a corresponding
amount is spent by them on investment. She, however, considered
impossible the persistence of net investment (at least in the long run)
in a closed capitalist economy [...]. The theory cannot be accepted
as a whole, but the necessity of covering the ‘gap of saving’ by home
investment or exports was outlined by her perhaps more clearly than
anywhere else before the publication of Mr. Keynes’s General Theory.
(Kalecki, 1939b: pp. 45-46)

In his praise of Luxemburg, however, Kalecki was being, as was his wont,
too modest, since there is no doubt that the clearest and most complete
treatment of these issues to be found before Keynes was provided by
Kalecki himself, who was originally inspired by the classical-Marxian
debate between Tugan-Baranowski and Luxemburg. Kalecki’s political
economy became known only gradually in the West. Originally he had
been thought of as a younger, brilliant follower of Keynes, and this is how
Keynes himself clearly thought of Kalecki. It wasn’t until the late 1940s
that Kalecki’s independent and prior discovery in the early 1930s of the
main theoretical propositions associated with Keynes’s General Theory —
that the savings rate is governed by the investment rate, that money
wages govern the price level, and that interest rates are governed by
the supply and demand for money — was raised in the English-language
literature (Robinson, 1976: pp. 7-13; Robinson, 1969: pp. vii—xii). And
it was only in 1966 that some of Kalecki’s earliest Polish publications
demonstrating this appeared in book form in English in his Studies in the
Theory of Business Cycles, 1933-1939 (Osiatynski, 1990: pp. 436-437).°
In footnote 1 in the foreword to that book Kalecki stated: ‘It is worth
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noticing that there is a certain affinity between these theories of mine
and those of Rosa Luxemburg’ (Kalecki, 1966: p. 1).

The argument in this chapter is that the most famous attempt in the
1940s to the 1990s in the United States to integrate Marxian political
economy with a macroeconomic critique — linking this also to theories
of monopoly capitalism/imperialism - as represented by the work of
Paul Baran and Paul Sweezy is best understood as an endeavour to build
critically on the work of Luxemburg — only to be modified later on in
accord with Kalecki’s work (and that of Josef Steindl), likewise rooted in
Luxemburg. At the same time, all of these thinkers were heavily influ-
enced by the interrelationship between a macroeconomics based on
Marx’s reproductive schema (to which the Keynesian aggregates were
closely related) and the key parameters of socialist economic planning.
These and other elements were to create a strong affinity between Polish-
Marxist and US-Marxist political economies.

6.2 The Theory of Capitalist Development

Sweezy’s early work, The Theory of Capitalist Development: The Principles
of Marxian Political Economy (1942), stood out in the economic litera-
ture primarily for two reasons: (1) as an exceptionally brilliant presen-
tation of Marxian economic analysis and (2) as a development of the
Marxian ‘underconsumptionist’ theory of crisis. His approach to ‘under-
consumptionism’ in this work was a product of the discussions of the
1930s through the early 1960s, when the term ‘underconsumption’ was
commonly applied by economists not just to the earliest identification
of what later was to be termed the problem of ‘realisation’ crises by clas-
sical thinkers like Sismondi and Malthus, but also, as Joseph Schumpeter
emphasised in his History of Economic Analysis, to ‘non-spending’ theo-
ries of crisis (that is, theories of insufficient effective demand), as in
Keynes. Thus the Keynesian growth theorist Evsey Domar, in his Essays
in the Theory of Economic Growth (1957) referred to ‘those with undercon-
sumptionist leanings, such as Marxists and Keynesians’ (Schumpeter,
1954: p. 740; Domar, 1957: pp. 120-121; Foster, 1986: pp. 75-76, 241).
Sweezy’s exposition on realisation-crisis theory took the form of, on
the one hand, a critique of Tugan-Baranowski’s notion of investment as
a completely autonomous and self-propelling process logically permit-
ting capitalism to escape crisis tendencies altogether, and, on the other
hand, a qualified defence of Luxemburg’s position. Tugan-Baranowski
was correct in seeing capitalism as a system directed solely at exchange
value rather than use value. But capitalism, Sweezy argued, in line with
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Luxemburg, was unable to transcend ‘natural-technical’ or use-value
limits, and was therefore ultimately plagued by realisation difficulties,
that is, the inability to realise all of the potential surplus value produced
at the level of production (Sweezy, 1942: pp. 171-172).

Yet, in Sweezy’s view Luxemburg’s response to the challenge repre-
sented by Tugan-Baranowski was insufficient. Although Luxemburg was
correct in her strong rejection of Tugan-Baranowski’s argument and her
recognition that a tendency towards realisation crisis was inherent in
capitalism - to the extent that Sweezy designated her favourably as ‘the
queen of underconsumptionists’ — still, she was wrong, he insisted, in
thinking that the expanded reproduction of capitalism was logically
impossible within a closed capitalist economy, that is, without the help
of external markets (such as non-capitalist modes of production and
military spending). The mistake she made was to retain assumptions
associated with simple reproduction when addressing questions that
could only be solved at the level of expanded reproduction. If there
was an internal contradiction to accumulation, such that any attempt
simply to ‘build more mills that should make more mills forever’ — as J.
B. Clark had said and as Tugan-Baranowski had argued — was practically
impossible, then this had to be explained more effectively at the level
of economic growth theory (Sweezy, 1942: pp. 168-169, 171, 202-207;
Sweezy, 1953: pp. 291-294).

What Sweezy himself sought to provide, then, in The Theory of Capitalist
Development, was a more developed logical refutation (complete with an
algebraic appendix) of Tugan-Baranowski’s permanently-self-propelling-
investment argument. The object was to demonstrate, rather, that there
was a continual tendency within capitalism toward a crisis in accumula-
tion arising from the inability to expand Department 1 for long periods
of time independently of Department 2. Sweezy’s argument here was to
have an extraordinary effect on the mainstream economic-growth theory
introduced by Domar in the 1950s. In an essay entitled ‘The Problem of
Capital Accumulation’, first published in 1948 in the American Economic
Review, Domar used Sweezy’s formulation in order to develop his own
analysis of the tendency to ‘excessive accumulation of capital’, arguing
that Sweezy had in important respects underestimated the challenges to
capitalist growth (Domar, 1957: pp. 109-128).

Responding to Domar’s development of his argument, Sweezy
acknowledged the superiority of Domar’s version, observing that this
approach provided ‘stronger results’ than his own earlier attempt. The
theory to which this gave rise, Sweezy noted, was now best described as
‘a tendency to overaccumulation’ rather than ‘underconsumption’ since
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the emphasis was no longer simply on underconsumption, but focused
on the problem of underconsumption and underinvestment (blocked
by previous investment, Sweezy, 1953: pp. 358-360). In later years, he
was to describe his theory as an ‘overaccumulation’ approach in this
broad sense, emphasising that the use of the term ‘underconsumption’
in relation to the Marxian theory was ‘perhaps unfortunate’ as it placed
too much emphasis on ‘one strand of a complex whole’ (Sweezy, 1974b:
pp- 53-54; Sweezy, 1981: p. 34).

Domar’s heavy reliance on Sweezy in the development of his growth
theory (as well as, to a lesser extent, on Marx, Kalecki, and the Soviet
economist Feldman) led Oskar Lange to remark in his Political Economy:

The theory of economic growth raises problems which are outside
the traditional scope of the subjectivist trend, vulgar economy, and the
neoclassical school. It is forced to study the relationship between the
development of productive forces and the nature of the relations of
production which determine both the possibilities and the incen-
tives of capital accumulation. It must deal with the same questions as
Marxist political economy. The theory of economic growth thus needs
theoretical instruments for the examination of these problems. Only
Marxist political economy has developed instruments of this kind;
the traditional trends in bourgeois economic thought do not have
them. The [mainstream] theory of economic growth is [therefore]
forced to borrow its theoretical tools from Marxist political economy
or else make its own — which look very much like those produced by
Marxist political economy. (Lange, 1963b: pp. 310-311)

For Sweezy, the purely logical statement on the obstacles to the expan-
sion of Department 1 independently of Department 2 only took one so
far. Ultimately his approach, like Luxemburg’s, was a historical one. That
is, while the inability of Department 1 to be self-propelling over the long
run presented the system with recurring problems of the realisation of
effective demand, nonetheless the working out of this tendency, like any
other, depended on its interaction with various countervailing factors
that could come to bear. And it was here, in the historical process, that
the real issue lay. In this respect, Sweezy’s analysis was generally at one
with Luxemburg’s in focusing on historical issues of military spending
and external (imperial) markets, as well as technology and monopoly
(Sweezy, 1953: p. 293; Sweezy, 1942: p. 207).

Hence, Sweezy’s argument with respect to Tugan-Baranowski and
Luxemburg in many ways foreshadowed Kalecki’s definitive treatment,
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written a quarter-century later, of ‘The Problem of Effective Demand With
Tugan-Baranovsky and Rosa Luxemburg’. Kalecki contended that Tugan-
Baranowski’s virtue was to explain that capitalism was an ‘antagonistic’
system, while Luxemburg’s far greater virtue (despite certain logical errors)
was to emphasise that the capitalist system tended toward stagnation due
to an inability to find outlets for potential profits — if not propped up by
such factors as military spending and an export surplus (both tied to the
role of imperialism). Further, as Kalecki’s own analysis had shown, the
whole problem was made much worse by increasing monopoly power
(Kalecki, 1971b: pp. 146-1355; see also Kalecki, 1984: pp. 159-166).

Indeed, it was Kalecki’s analysis, both directly and via Josef Steindl’s
Maturity and Stagnation in American Capitalism (1952), which led Sweezy to
rethink his whole approach, and that was to lead to the more developed
theory of monopoly capitalism in Paul A. Baran’s The Political Economy
of Growth (1957) and Baran and Sweezy’s Monopoly Capital (1966a). In a
1952 review of Steindl’s book for Econometrica, Sweezy emphasised that
‘in successfully linking up the theory of investment with the theory of
imperfect competition’, Steindl had ‘made a contribution of the first
importance’. At the same time, Sweezy was clearly influenced by the
critical development in Maturity and Stagnation in American Capitalism
of his own earlier treatment of the Marxian theory of accumulation and
crisis in The Theory of Capitalist Development, including Steindl’s integra-
tion of Sweezy’s early efforts with the theory of monopoly capitalism as
outlined by Kalecki (Sweezy, 1954: pp. 531-533; Steindl, 1952; Foster,
1986: pp. 83-93).

Hence, if the first stage in Sweezy’s approach to Marxian political
economy was strongly influenced by the general historical thrust of
Luxemburg’s thought (though rejecting at core points Luxemburg’s
specific logic with respect to accumulation), in the second, more mature
stage (here including as well the work of Paul Baran) the main thrust
of the analysis was Kaleckian. In both stages the role of Polish Marxian
political economy played a decisive role in the development of the
Monthly Review tradition. It is the Kaleckian influence, however, that has
proven to be of the greatest importance.

6.3 The Political Economy of Growth

Sweezy’s encounter with Kalecki’s work was primarily a product of
the post-Second World War period, when Kalecki was working for the
United Nations in New York from 1946 to 1954, during which time
he also played a key role as an advisor to Sweezy and Monthly Review
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(Lopez and Assous, 2010: p. 11). References to discussions with Kalecki
frequently appear in Baran and Sweezy’s correspondence in this period.
Although Sweezy and Kalecki often discussed questions of capitalism in
this period, it was Baran, with his even greater familiarity with Polish
Marxism, who played perhaps the crucial role in the integration of these
ideas into the developing Monthly Review perspective.

Baran'’s background and his relation to Polish Marxism were complex.
He was Russian, with a Menshevik father. His parents, seeking to get
away from the chaos after the October Revolution, moved to their
ancestral home in Vilna, then in Poland, and took on Polish citizen-
ship (with Baran being entered as a minor on his mother’s birth certifi-
cate). The family later moved to Dresden, and then, in 1925, back to
Moscow, where Baran was educated, eventually studying economics
at the Plekhanov Institute. He continued his studies in Germany, and
became a research assistant in economics to Friederich Pollock at the
Institute for Social Research at Frankfurt in Germany. With the rise of
Hitler he left for Paris, then Russia, and finally worked for a time in a
commercial capacity for relations in Vilna in the timber industry. In 1938
he was sent to London as a representative of Vilna’s commercial inter-
ests. Deciding to pursue an academic career, he applied to the Harvard
economics department. He arrived Harvard in 1939 with a letter of intro-
duction to Sweezy from their mutual friend Lange. Baran and Sweezy
became fast friends and gradually emerged as intellectual collaborators.
Baran’s fluency in Polish, together with his continual interactions and
correspondence with both Lange and Kalecki, whose work he followed
closely, meant that he was quick to grasp the breakthroughs in Marxian
economics originating in Poland, which thus played a formative role in
the development of what came to be known as the Monthly Review tradi-
tion (Sweezy and Huberman, 1965: pp. 28-35, 97).

In the 1950s the work of Baran and Sweezy was heavily influenced by their
frequent interchanges and correspondence with Kalecki and Lange, as well
as by Steindl’s analysis rooted in Kalecki’s theory. This relationship deeply
affected the critique of monopoly capitalism, in particular, as it emerged
in Monthly Review at this time, as well as in Baran’s Political Economy of
Growth. A major issue for Baran and Sweezy was the integration of Kalecki'’s
analysis with Marxian theory, including the labour theory of value. On 12
February 1952 Baran wrote, apparently in relation to the manuscript of
Kalecki’s Theory of Economic Dynamics (Kalecki, 1954[1965]):6

Kalecki’s manuscript is in parts at least a tough nut to crack. I haven't
seen his very last 2 chapters where he deals with development etc.
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You are right it is an odd performance, and the thing that bothered
me about it is the strongly classical air about the whole. Somehow
or other to treat the capitalist process as purely endogenous, leaving
out the government and all that goes with it is a concession to bour-
geois economics that one should not make under any circumstances.
I think that the Russky’s rightly yelled at Varga for his having nicely
split economics from politics. Kalecki with all his undeniable master-
fulness and brilliance does it — even worse. If he were to try to square
his theory with Marx, he would also have to push beyond Marx’s clas-
sicism and really come to grips with the problem [ ... of what] it is that
makes today’s capitalism tick? (Baran to Sweezy, 12 February 1952)”

To which Sweezy replied on 4 March 1952:

My fundamental criticism of Kalecki’s manuscript as far as I have
gone in it (7 chapters) is not that it leaves the state out but that it fails
to make any analytical connections with classical-Marxian theory.
Kalecki is contemptuous of value theory, of course, and argues that
his system is entirely at variance with the Ricardo-Marx system. This
seems to me to be a superficial view. Ricardo-Marx theory in a sense
is a special case, but it is a special case which provides the absolutely
essential link between the class structure of capitalism and analytical
economic theory. Once this link has been firmly established, it is safe
to go on, much along Kalecki’s lines, to analyse the actual modus
operandi of the system. Kalecki’s theory, by the way, provides all
the openings that are needed for integrating economic and political
factors, it seems to me. I tried to present this line of reasoning to
Kalecki when I was last in New York, but I did it badly and he wasn't
really listening. He’s a lovely guy, but I find it almost impossible to
carry on a real two-way discussion with him. In this connection, inci-
dentally, Schumpeter sensed the essential point — which again shows
how much above the level of the vulgar economists he was — when
he wrote (in his obituary on Béhm-Bawerk) that “the picture which
the theorist paints of the economic process depends in large part on
his conception of the value phenomenon” and again that “nearly
all of our insight into, and all of our attitude towards, the nature
and meaning of capitalism hangs on our view of the meaning and
function of interest and profit.” Therefore we must stick resolutely
to the theory of value and surplus value. This Kalecki doesn’t see
at all, in fact brushes it aside as an irrelevancy. (Sweezy to Baran,
4 March 1952)8
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Despite their criticisms of Kalecki’s Theory of Economic Dynamics (before
either had been able to complete their reading of the book), their overall
assessment was of course strongly positive, particularly in relation to
the closing chapters. From Baran and Sweezy’s standpoint, the strength
of Kalecki’s theory was in its integration of a conception of the class
composition of output, with Marx’s reproductive schema, and the
notion of the degree of monopoly providing an advance in the Marxian
theory of accumulation applicable to the monopoly stage (see Foster and
Szlajfer, 1984: pp. 11-12). Most important of all Kalecki understood the
full extent of the stagnation tendency, going beyond Keynes’s notion of
underemployment equilibrium. With respect to the stagnation tendency
Baran wrote to Sweezy in 28 January 1958:

All this is entirely clear to Kalecki — the only economist who under-
stood it all, mainly because he did not have to learn from Keynes and
the Keynesians. (Baran to Sweezy, 28 January 1958)

Baran and Sweezy worked at getting an arrangement with George Allen
and Unwin (with Kalecki’s approval) to let Monthly Review Press bring
out a US edition of Theory of Economic Dynamics. In April 1962, Baran
received from Kalecki a copy of the ‘tiny book’, Studies in the Theory of
Business Cycles (presumably still in Polish), consisting of his main essays
that had anticipated Keynes’s General Theory. Baran raised the issue with
Sweezy of Monthly Review Press publishing the English edition, which
however was published in 1966 by Augustus M. Kelley. For Baran the
significance of this book was clear: ‘Absolutely amazing how clearly
and neatly he had all of Keynes before Keynes. And extremely simply
written’ (Baran to Sweezy, 7 August 1962).°

Nevertheless, Baran and Sweezy were concerned with developing
Marxian theory as a whole, based on Kalecki and Steindl’s theoretical
developments. Hence, the struggle to address the two fundamental
issues that they had raised with respect to Kalecki’s theory in particular —
the extension of the theory to the broader political economy and its
deepening in terms of Marx’s value analysis — was to govern much of
Baran and Sweezy’s own work, leading up to their joint study, Monopoly
Capital.

Monopoly Capital was preceded by Baran’s pathbreaking book, The
Political Economy of Growth (1957), which is best known for its analysis
of economic underdevelopment, making it one of the crucial works in
the rise of the Marxian dependency theory tradition. But The Political
Economy of Growth was in fact much more. Lange referred to it in 1963
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as ‘the only systematic Marxist exposition of the problems of [the]
economic theory of growth’ in all of its aspects (Lange, 1963b: p. 311).
In his short article (and tribute), ‘On Paul Baran'’s Political Economy of
Growth’, Kalecki wrote: ‘the most important and original contribution of
the book is certainly the characterisation of various economic systems
by the way in which the economic surplus is generated and utilized'.
Penetrating to the core of Baran’s analysis in the critique of economic
waste under monopoly capitalism, Kalecki went on to stress that,

Baran distinguishes between the potential and actual economic
surplus, but he does not by any means limit the discussion to the
discrepancy of these two values which makes for an underutilization
of existing resources. This focal point of the economic discussion in
the last thirty years, generated by the Great Depression of the 1930’s,
accounts for only a part of his argument. He goes far beyond that
and concentrates his attention on how the economic surplus is being
utilized even if it is utilized more or less to the full. And indeed some
of the most brilliant pages of his book are devoted to the analysis of
the assimilation of the New Deal ideas by monopoly capitalism. From
all alternatives of ‘filling the gap in effective demand’ there emerges
as acceptable to the ruling class only that which is most absurd and
perverse: the manufacturing of the weapons of destruction as a means
of keeping the economy going and enabling people to earn their live-
lihood. (Kalecki, 1965b: pp. 58-60)

Baran’s argument in The Political Economy of Growth, as a quick perusal
of the text and citations makes clear, owed much in its analysis of
advanced capitalism to Kalecki’s Theory of Economic Dynamics, together
with Steindl’s Maturity and Stagnation — while also drawing on Lange’s
work (Baran, 1957: p. 72). Where Baran’s work struck a different note
than Kalecki, however, was in its treatment of government deficits and
inflation. In The Political Economy of Growth Baran introduced an argu-
ment that persistent government deficits, if used to finance unproduc-
tive expenditures such as military spending that were disconnected from
material consumption and investment, could generate an inflationary
‘overhang’ of credit/debt, representing potential spending power, on top
of underlying conditions of stagnation. Baran argued on this basis that
the use of deficit financing was constrained, and likely to be blocked by
the capitalist class, except under conditions of war or deep depression.
Such views went against Keynesianism, and Joan Robinson was harshly
critical of Baran on this score in a review of his book for The Nation. Later
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Kalecki ‘upbraided’ Baran in Warsaw for the February 1961 Review of the
Month (ROM), entitled ‘A New New Deal?’ in Monthly Review, where the
magazine, in one of the few ROMs that Baran had helped write, pointed
to the dangers of inflation with persistent deficits (Baran to Sweezy, 22
August 1962; Huberman and Sweezy, 1961: pp. 497-505; Robinson,
1957: pp. 485-486; Sweezy, 1957) 0. In this case, Baran, however, said
that Kalecki was ‘right, and we should avoid formulations which put us
either in the Wall Street Journal class or into that of the Moscow econo-
mists’. This did not mean that the argument with respect to inflation
was incorrect, but it had to be explained more fully. Seventeen years
later, in the stagtlation era, Sweezy in an article entitled ‘Baran and the
Danger of Inflation’ was to emphasise the importance of Baran'’s argu-
ment, indicating that ‘apart from conservative fundamentalists, Paul
Baran was perhaps the first economist to warn of the inflationary danger
inherent in in Keynesian fiscal and monetary policies’ (Sweezy, 1974a:
pp. 11-14).

Despite developing the political economy of imperialism and under-
development, Baran’s The Political Economy of Growth did not draw at
all on Luxemburg’s work. However, Baran suggested at one point when
working on his book that Sweezy had given ‘hell to Rosa’ in The Theory
of Capitalist Development, in arguing that the non-capitalist areas failed to
ease the realisation-crisis problem as she had raised it. Sweezy stuck by
his interpretation. How they worked out their disagreement, which Baran
described as ‘minor’, in the end is not clear from their correspondence.
However, Baran refrained from addressing Luxemburg directly in his
book (Baran to Sweezy, 15 May 1953; Sweezy to Baran, 24 May 1953).

Nevertheless, the significance of Luxemburg’s work continued to be
emphasised by Monthly Review, which over the years was to publish
English translations of both Luxemburg'’s The Accumulation of Capital and
her famous Anti-Critique, as well as collections of her work. When Baran
and Sweezy were approached individually in 1962 to contribute to the
festschrifts for Kalecki and Lange, Baran suggested that they coauthor an
essay on imperialism for the Kalecki volume because of Kalecki’s close
identification with Rosa Luxemburg, as he had indicated in his Studies in
the Theory of Business Cycles (Baran to Sweezy, 17 October 1962). However,
despite their original intention to highlight Luxemburg, they ended up
writing an essay entitled, ‘Notes on the Theory of Imperialism’, which
mentioned Luxemburg in the opening line, but which was concerned
much more directly with Lenin’s theory - since it focused on the devel-
opment of the multinational corporation as a manifestation of the
monopoly stage of capitalism (Baran and Sweezy, 1966b: pp. 13-25).1!
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Magdoff, in his Imperialism: From the Colonial Age to the Present, was later
to provide what was the clearest explanation of this preference for Lenin’s
theory of imperialism over Luxemburg’s — together with the recognition
of the crucial importance of Luxemburg’s historical approach to impe-
rialism — which broadly defined the perspective of Baran, Sweezy and
himself (Magdoff, 1978: pp. 262-279).

The most powerful criticism of Baran’s Kaleckian-influenced argu-
ment on monopoly capitalism in The Political Economy of Growth came
from Nicholas Kaldor. Pointing to the constancy of the relative shares in
national income that had first been pointed out by Kalecki and which
at the time was viewed as a truism by Keynesian theory — a proposi-
tion, moreover, which Baran had put forward in his book — Kaldor argued
that this contradicted the notion of a rising surplus (or rising surplus
value), thus invalidating Baran’s argument. Apart from the fact that such
a constancy in wage share could reflect changes in distribution between
workers and managers (who were mixed up in the statistics), Baran argued
in response to Kaldor in the foreword to the 1962 printing of The Political
Economy of Growth that the wage share failed to capture the disguised
growth of the surplus in the form of economic waste (and unproduc-
tive labour) — which was the main reason why the surplus concept was
superior to the Keynesian notion of savings (Kaldor, 1958: pp. 164-170;
Baran, 1957: pp. xviii-xxv; Baran to Sweezy, 28 January 1938).

Nevertheless, Baran, as he explained to Sweezy, believed that he had
‘made a mistake accepting Kalecki’s classical view of the irreducibility
of wages [...]. This is wrong, I now think. And surely, there is no point
now in talking about the subsistence wage as being the value of labour
power; I cannot attain any meaning to it’. Hence, one of the key goals
in the writing of Monopoly Capital became, in Baran'’s view in particular,
the deepening of the Kaleckian approach in terms of Marxian value
theory, and specifically the value of labour power, bringing out the
more complex nature of the concept implicit in Marx’s approach. Only
then could the surplus approach be put on a solid footing in terms of
the analysis of contemporary monopoly capitalism (Baran and Sweezy,
2012a: p. 69).

6.4 Monopoly Capital

Baran and Sweezy’s Monopoly Capital, as they indicated in the work itself,
was a product of their dissatisfaction with their earlier work. It repre-
sented an attempt to extend and deepen from a Marxian perspective
the analysis of monopoly capital and stagnation initiated in the work of

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa

Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



Polish Marxian Political Economy and US Monopoly Capital Theory 117

Kalecki and Steindl — and by this means develop a more powerful theory
of accumulation and crisis applicable to mature capitalism. The distinc-
tiveness of Monopoly Capital, Baran and Sweezy explained, lay in its
attempt to elucidate the ‘mechanism linking the economic foundation
of society [under monopoly capitalism] with what Marxists call its polit-
ical, cultural and ideological superstructure’ (Baran and Sweezy, 1966a:
p. 8; Sweezy, 1987: pp. 541-544). This was to be achieved through an
analysis of the utilisation of economic surplus (corresponding roughly to
Kalecki’s gross profit margins). The breadth of their approach explained
much of the book’s success. But as Baran and Sweezy made clear, the
foundations for much of their analysis of monopoly capital had been
generated elsewhere: ‘[Alnyone familiar with the work of Kalecki and
Steindl will readily recognise that the authors of the present work owe
a great deal to them. If we have not quoted them more often or made
more direct use of their theoretical formulations, the reason is that for
our purposes we have found a different approach and form of presenta-
tion more convenient and usable’: namely one focusing on the genera-
tion and absorption of the economic surplus (Baran and Sweezy, 1966a:
p- 56). In subsequent writings on the theory of monopoly capitalism
Sweezy again and again emphasised the basis of the analysis in Kalecki
and Steindl (with deeper antecedents in Marx and Veblen, see, for
example, Sweezy, 1972).

Baran’s death in 1964 meant that the scope of Monopoly Capital was
narrower in the published version than in its original conception. Two
of the chapters drafted by Baran were left out of the final book, since
they had not passed through the final stages of revision by both authors.
One of these was a chapter on culture, the media and mental health
(‘On The Quality of Monopoly Capitalist Society II’, see Foster, 2012:
pp- 1-23). The other was a chapter on the theoretical implications of the
monopoly capital theory (‘Some Theoretical Implications’, Baran and
Sweezy, 2012b: pp. 24-59). It was the missing theoretical chapter which
had been intended to ground the economic surplus concept in Marxian
value theory, especially in relation to the value of labour concept. It
was here that the monopoly capital theory inspired by Kalecki was to
be taken to its deepest level and rooted in a more dynamic concep-
tion of the value of labour power derived from Marx. Using Marx’s
notion of ‘profits by deduction’, Baran attempted to show that part of
the economic surplus was concealed within the wages of workers who
were compelled to purchase, as part of wage goods, specifically capi-
talist use values based on unproductive labour. In this way, Kalecki’s
famous simplifying notion that wages were equal to wage goods was
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made consistent with the recognition that some of these wages were in
fact concealed surplus (surplus value).

6.5 ‘Economics of Two Worlds’

At Baran’s suggestion, the coauthored article that Baran and Sweezy
wrote in 1963 for the festschrift for Lange was entitled, ‘Economics of
Two Worlds’ (Baran and Sweezy, 1965: pp. 15-29; Baran to Sweezy, 17
October 1962). This was meant to refer to Lange’s great contributions
both to bourgeois economics in the West, in which he always nonethe-
less remained a socialist in his outlook, together with his equally great
contributions to socialist economics in Eastern Europe. As Sweezy later
stated in his 1971 Marshall Lecture at Cambridge University,

Oskar Lange [...] was, like his fellow countryman Michat Kalecki,
an economist who was perfectly familiar with and indeed made
notable contributions to the methods and achievements of bourgeois
economics. Neither man hesitated to use whatever he found valuable in
this tradition; and yet neither man was overwhelmed or trapped by it.
Their basic orientation was and remained Marxian and socialist. They
provide, it seems to me, admirable examples for the younger genera-
tion of radical economists in the West. (Sweezy, 1972: pp. 47-48)

Both Lange and Kalecki had returned to Poland, Lange in the late
1940s and Kalecki in 1954, where they were engaged with problems of
economic planning in post-revolutionary societies. Hence, Baran and
Sweezy’s ‘Economics of Two Worlds’ was meant to address the different
economic thinking and problems that characterised bourgeois and
socialist economics — and also the contrasting concerns of Lange and
Kalecki themselves. The point was very similar to that which represented
the core thesis of Kalecki’s final published article (reprinted in Monthly
Review shortly after his death), ‘Theories of Growth in Different Social
Systems’. Adopting an approach at variance with the ‘general theory of
growth’ propounded in the West, which relied ‘on models fairly remote
from the realities of the present capitalist, socialist, or “mixed” econo-
mies’, Kalecki propounded a differentiated theory of growth based ‘on
the idea that the institutional framework of a social system is a basic
element of its economic dynamics and thus of the theory of growth
relevant to that system’ (Kalecki, 1971c: pp. 72-79).

Baran, Sweezy, and Magdoff (who had a major role as a planner in
the US war economy in the 1940s) adopted an approach to economic
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planning in socialist-type economies that was strongly influenced by
that of Lange and Kalecki, and particularly the latter. Sweezy believed
that Lange’s argument in On an Economic Theory of Socialism was the
definitive refutation of the Austrian critique of planning as propounded,
in different forms, by von Mises and Hayek. He contended that Lange’s
argument could be applied equally to more centrally planned econo-
mies, and thus could be divorced from the institutional framework in
which Lange had developed the argument, essentially that of market
socialism (Sweezy, 1949; Lange et al., 1938). In 1963 Monthly Review
Press published Lange’s Economic Development, Planning, and International
Cooperation, based on three lectures he had delivered in Egypt. Here
Lange promoted some of Baran’s ideas on the utilisation of economic
surplus in underdeveloped economies and articulated principles of
socialist planning (Lange, 1963a).

Although by the 1960s ideas of market socialism were already
emerging in the Eastern European economies, where many had taken
on the Austrian critique, Baran, Sweezy, and Magdoff consistently
held to views closely akin to those of Kalecki. For example, in his 1971
article ‘Lessons of Poland’ — part of his debate on socialist transition
with Charles Bettelheim — Sweezy quoted Kalecki’s famous point on the
increased price flexibility of socialist as compared to capitalist econo-
mies, and then went on to argue, in terms similar to Kalecki, that such
great economic power could also be abused by an ‘irresponsible bureauc-
racy’ as was then the case in Poland where the relative prices between
necessities and luxuries were being shifted in favour of the latter (Sweezy,
1971: pp. 93-106; Kalecki, 1954[1965]: p. 63).

The early Monthly Review tradition on planning, then, can be seen
broadly as belonging to the Kaleckian school in arguing that the problem
lay not in central planning itself but in the method utilised, particularly
the overemphasis on very rapid growth, investment and, particularly,
investment in heavy industry, along with the concomitant de-emphasis
(past the initial stage of development) on primary materials production,
agriculture and consumption. Coupled with this were problems of the
forced drafting of resources, akin to a war economy, with no regard for
the long-run consequences. All of these issues were raised by Baran in
his discussions of national economic planning in the 1950s and 1960s
(Baran, 1969). Kalecki’s argument that ‘central planning by parameters
influencing the market environment’ required, if the central planning
was to work in the end, a dynamic working relation between workers’
councils and central planning, was basic to the Monthly Review outlook
(Toporowski, 1986: p. 5; see also Kalecki 1986: pp. 25-37). Indeed,
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Magdoff’s assessment, in the early 1990s, of the economic contradic-
tions of the Soviet economy, which had led to the stagnation period in
that economy, were very similar to the Kaleckian critique, and reflected
a view not unlike that put forward in Kalecki’s famous ‘perspective plan’
for Poland (Magdoff, 1990a, b).

But it was Kalecki’s contribution to the theory of monopoly capitalism
that was of the greatest significance for Monthly Review in its critique
of the US-dominated global political economy. In publishing in 1972
Kalecki’s final book, The Last Phase in the Transformation of Capitalism,
the English-language edition of which was prepared by his own hands,
Monthly Review Press brought together Kalecki’s various statements
over the years on what he regarded as the fundamental political contra-
diction of monopoly-capitalist economies: the failure to reach full
employment — despite the fact that the means of achieving this were
well understood — due to the political-class contradictions of monopoly-
capitalist society. Instead, the advanced capitalist economy, exemplified
by the United States, attempted to prop up the economy by the regres-
sive means of militarism and imperialism (Kalecki, 1971b; Magdoff and
Sweezy, 1971: p. 72). As Wilodzimierz Brus explained in the preface to
Kalecki’s book:

All of these essays exhibit the same idea, important for the under-
standing of the world of today: in the last decades the knowledge
of economic processes and of techniques of government policy in
capitalist countries has developed to the point where it is possible to
reach and maintain a high degree of employment of capital equip-
ment and labour. In practice, however, taking advantage of these
possibilities encounters obstacles rooted in the social and economic
structure of capitalism which involve the dominant position of the
monopolistic owners of the basic economic resources. This is reflected
in the apparently paradoxical phenomenon of resistance against full
employment policies except where the situation involves dangerous
social tensions. And the resistance will stop altogether where govern-
ment economic intervention is based on armament expenditures
associated with an imperialist expansion abroad and a consolidation
of reactionary forces at home. (Brus, 1971: pp. 61-62)

The parameters of the monopoly-capitalist economy for Kalecki were
dictated by itsinternal class structure, which made a direct full-employment
policy a threat to the perpetuation of class rule and, at the same time, made
a political-economic strategy of militarism-imperialism the foundation of
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state intervention. In Kalecki’s view, like Baran and Sweezy’s, ‘the hideous
and misfired’ war on the Vietnamese people was not a product simply
(or even mainly) of the Cold War but was part of the logic of imperialism
under monopoly capitalism (Kalecki, 1972: p. 112).12

Notes

1. On the contributions of Lauderdale, Malthus, and Hobson to the analysis of
aggregate demand, see Alvin Hansen (1951: pp. 229-258). On business cycle
theory prior to Keynes, see ibid (pp. 211-228).

2. Keynes was familiar, if only indirectly (via Harlan McCracken), with Marx’s
general formula for capital (M-C-M") and his critique of Say’s Law. Keynes
was thus able to use Marx’s general formula in working out his own mone-
tary theory of production in the lectures that led to The General Theory. For a
detailed analysis of this, see Foster and McChesney (2012: pp. 51-55).

3. Building on Marxian theory, Tugan-Baranowski played a crucial role in the
development of modern business cycle analysis, focusing on the formation
of new fixed capital as the main determinant of the cycle. As Alvin Hansen
wrote, ‘His analysis came like a fresh ocean breeze. He placed his finger upon
the essential characteristic of the cycle - the fluctuation in the rate of invest-
ment. This analysis marks an important turning point in business-cycle
theory’ (Hansen 1951: pp. 226-227).

4. The translation from Luxemburg used here follows Sweezy (1942: p. 171).
Luxemburg’s treatment of government spending on armaments is to be
found in the powerful concluding chapter, ‘Militarism as a Province of
Accumulation,” of her treatise, The Accumulation of Capital (Luxemburg
1913b: pp. 454-467).

5. Studies in the Theory of Business Cycles (Kalecki, 1966) included ‘Outline of
a Theory of the Business Cycle,” which included key parts of Kalecki’s 1933
work (in Polish) An Essay on the Theory of Business Cycle.

6. The original first edition was published in London by George Allen and
Unwin in 1954.

7. Baran and Sweezy’s correspondence cited here and below, is from the archives
of the Monthly Review Foundation, New York.

8. Similar observations on Kalecki’s attitude to the Marxian theory of value to
those articulated by Baran and Sweezy are to be found in Jan Toporowski
(2004: pp. 216-217).

9. Although Monthly Review Press did not publish Kalecki’s Studies in the Theory
of Business Cycles, it did publish in 1972 (in addition to Theory of Economic
Dynamics) Kalecki’s final book The Last Phase in the Transformation of Capitalism.
Harry Magdoff (who was to join Sweezy as MR editor in 1968, following
Leo Huberman’s death) reprinted Kalecki’s Essays in the Theory of Economic
Fluctuations at Russell and Russell, where he was co-owner and manager.

10. This article was actually written by Baran together with Sweezy.

11. The introduction to this volume by Tadeusz Kowalik is one of the best short
statements on Kalecki’s development as a thinker.

12. On Kalecki’s understanding of the limits of ‘monopoly-capitalist planning,’
see Kalecki (1986: pp. 19-24).
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When Science Meets Revolution:
The Influence of Rosa Luxemburg
on Oskar Lange’s Early Project
(1931-1945)

Roberto Lampa

7.1 Introduction

Oskar Lange’s great breadth of interest (in the period 1931-1945) has
generally been interpreted as evidence that he was an eclectic economist
who cherry-picked between marginal analysis and Marxian economics.
However, a consistent and alternative interpretation becomes possible
once we take into account that mainstream economic theory and
Marxian economics constituted two halves of a unique scientific project
which included a relevant critical dimension.

In light of such a premise, this chapter aims first to review the main
contents of Lange’s scientific (and critical) project and to investigate
both its foundations and sources of inspiration. In particular, we are
going to develop the (so far) unexplored relationship of Lange’s works
with those of Rosa Luxemburg, as many clues suggest that — notwith-
standing their analytical differences — they share a similar perspective on
both the scope and the political implications of economics.

In more detail, in Section 7.2 we expound the features of Lange’s
scientific and critical project. In Section 7.3 we suggest that Rosa
Luxemburg’s general beliefs about the role of science in the revolu-
tionary strategy — as expressed in Introduction to Political Economy —
represented a crucial source of inspiration for such a project. In
Section 7.4 we perform a comparative analysis between Lange’s
theory of crisis (and under-consumption) and Luxemburg’s theory,
contained in The Accumulation of Capital. In Section 7.5, by means of
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an unpublished manuscript in the National Archives in Chicago, we
highlight the influence played by several of Rosa Luxemburg’s works
(Reform or Revolution, The Junius Pamphlet, “‘What Does the Spartacus
League Want?’ and The Russian Revolution) on Lange’s political and
socialist theory. Finally, in Section 7.6, we draw some conclusions
about the relationship between the two authors, and also with respect
to the existing literature.

7.2 Deglamourising Oskar Lange’s eclectism

In the first and western part of his life (which ended in 1945), Oskar
Lange published an impressive amount of works! dealing with economic
theory, Marxian economics, welfare economics, socialist theory, politics,
statistics and even medieval economic history.

Such an incredible breadth of interest, together with the long-lasting
absence of any detailed and comprehensive analysis of his body of liter-
ature of the period — except for a series of influential but also synthetic
judgements expressed by Prof. Tadeusz Kowalik (1964b, 1994 and
2008) — has resulted in a widespread common sense among economists.
Accordingly, Lange is simplistically regarded either as an eclectic econ-
omist who alternated between neoclassical economics and Marxian
analysis (Becker and Baumol, 1952) or as a syncretic marginalist who
randomly mixed up Marshallian and Walrasian tools at his conven-
ience (Lendjel, 2001).

In the writer’s opinion, neither if these interpretations are convincing,
since they completely ignore many textual evidences provided by Lange
himself and they do not explore any connection between his works. Thus,
they inevitably reduce — by means of a truism - this author’s complexity
into mere syncretism. Furthermore, according to accepted wisdom, it
could even be argued that Lange was a sort of Jekyll and Hyde, incapable
of reconciling his several personalities corresponding to the different
branches of his economic investigation.

Fortunately, many clues suggest that it is possible to provide an alter-
native and consistent interpretation.

First of all, it is useful to recall a crucial passage included in Lange’s
1964 Biography (Kowalik, 1964b). Notwithstanding it was part of his
festschrift and, therefore, may legitimately be regarded as a ‘controversial’
source, to us it remains an important document, as it was reviewed and
approved by Oskar Lange himself, who was still alive at the time. Talking
about the years from 1931 to 1945, the author described his entire
body of literature of the period as an attempt to criticise traditional
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theory - albeit ‘from the inside’ of its disciplinary boundaries — due to
its complete lack of any realism:

Lange sometimes compares [the theory of automatically obtained
economic equilibrium] [...] with the case of an ape’s writing the text
of the Encyclopaedia Britannica while pounding the keys of a type-
writer [...] is it worthwhile to take into account such a highly unlikely
contingency? (Kowalik, 1964b: p. 6)

In light of such an eloquent statement, there is no option but to deter-
mine, ex-post, both the existence and the features of Lange’s critique
on traditional theory, as well as to study the role of each of his most
outstanding contributions to this particular extent.

In previous works, we have already suggested a detailed answer to
these crucial questions (Lampa, 2010, 2011). This notwithstanding, it
is worthwhile both to recall and to re-formulate the main results of our
investigations.

In June 1935, Lange published the article ‘Marxian Economics and
Modern Economic Theory’ on a method which aimed to reconcile his
most outstanding issues of research, that is Marxian economics and
marginal analysis.

Tacitly assuming that economics is both a social and a theoretical
science, his solution consisted of a complementary use of these para-
digms, as they deal with two interdependent fields of economic analysis.
In fact, marginal analysis investigates the abstract and ‘objective’ (that
is, independent of any institutional data) dimension of this discipline,
whereas Marxian economics focuses on the ‘macroeconomic’ level of
analysis, assuming the existence of a capitalist economy and specifying
its actual (dis-)functioning:

The superiority of Marxian economics in analysing Capitalism is not
due to the economic concepts used by Marx [...], but to the exact
specification of the institutional datum distinguishing Capitalism
from the concept of an exchange economy in general. (Lange, 1935:
p. 201)

With this idea in mind, a year later Lange finally defined his ambitious
research project in the article ‘The Place of Interest in the Theory of
Production’.

At first sight, it is essentially a scientific project, whose first stage is to
rewrite the traditional theory of both capital and interest (in order to
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correct their fallacies). Afterwards, the second stage would have been the
introduction of money within such an upgraded framework:

only after the theory of interest has been established independently
of the effects of money creation can a satisfactory elucidation of the
influence of money creation on interest and production be achieved.
(Lange, 1936a: p. 159)

However, once he has clarified the abstract and objective purposes of
any theory of interest (that is the rational allocation of capital resources),
Lange introduces the institutional datum represented by a capitalist
economy. In this way, he is able to show that capitalist economy is the
worst instrument to achieve the abstract goals of the highly economic
theory, since capitalism is actually characterised by a chronic scarcity
of capital as well as by a permanent sub-optimal allocation of capital
resources, whose intensity is measured by the rate of interest:

as the rate of real interest is an index of the distance of the allocation
of the original resources from the allocation maximising net output
of the economic system, so the rate of interest on money capital is an
index of the distance of the methods of production actually employed
from the methods of production which maximise profit for all firms
simultaneously. (Lange, 1936a: p. 177)

As a consequence, Lange was able to set the stage for an alternative
proposal, represented by the well-known socialist model included in
‘On the Economic Theory of Socialism’. Not coincidentally, this article
was published in the same year and contained an explanation of the
superiority of socialism expressed (also) in terms of the better allocation
of capital resources, as saving is performed ‘corporately’ by a Central
Planning Board and not in accordance with consumer preferences.

In other words, by means of an original symbiosis of economic and
socialist theories (the two blades of his scissors), Lange aimed to cut
any tie between neoclassical economics and its implicit defence of capi-
talism, widely considered as the best possible economic organisation by
orthodox economists.

Therefore, his scientific project (that is, a critique of mainstream
economics from the inside) finally revealed a critical dimension of the
‘present state of things’ as well; its authentic motives, rather than being
abstract or idealistic, are clearly aimed at the radical transformation of
society.
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Despite the analytical distance, in 1938 Lange reaffirmed the validity
of this project in ‘The Rate of Interest and the Optimum Propensity
to Consume’, in which he re-formulated his theory of interest along
Keynesian lines (Toporowski, 2005: p. 189; Lampa, 2011: pp. 20-22).
Also in this case, the work is divided into two parts, depending on the
level of abstraction. The first section is based on an abstract analysis
(with a generalised theory), whereas the second deals with the case of a
capitalist economy, stressing the disturbing role of such an institutional
datum in order to achieve the highly abstract purposes of the economic
theory. Not coincidentally, ‘On the Economic Theory of Socialism’ was
re-published the same year, in order to provide an alternative institu-
tional solution.

To a great extent, the same rule also applies to the second stage of Lange’s
scientific project, represented by the 1942 ‘Say’s Law: a Criticism and
Restatement’, together with the 1944 Price Flexibility and Employment.

By way of simplification, in the former Lange showed the abstract
conditions of validity of Say’s Law, given an equilibrium price system
and a barter economy. However - recalling Malthus and Marx — Lange
emphasised that once we introduce the existence of a capitalist economy
(in his mind, non-neutral money), such conditions are no longer suffi-
cient to attain monetary equilibrium, so that Say’s Law will no longer
hold and unemployment will arise.

In a similar way, in Price Flexibility and Employment Lange first isolated
the abstract (and narrow) conditions under which price flexibility is
able to automatically restore full employment. This notwithstanding,
as he developed the book he provided a sort of ‘treatise on the infinite
causes that prevent such a market mechanism to operate in a capitalist
economy’, thus emphasising the necessity of a radical social transforma-
tion, namely a transition to socialism.

Finally, as further evidence for the existence of a scientific and crit-
ical project, it is worth mentioning that in 1945 Lange published ‘The
Scope and Method of Economics’. He had intended it to be the first
chapter of a broader and systematic treatise on political economy, based
on assumptions other than traditional ones. In other words, it repre-
sented an attempt to provide a pars construens directly related to the
previous critique on neoclassical economics (Kowalik, 1964b: p. 11).
Not coincidentally, the article contains many themes recurring from the
preceding works, such as the definition of economics as both a social
and a theoretical science or the objective validity of the abstract dimen-
sion of economics and the crucial role played by institutions on a macr-
oeconomic level.
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We can thus sum up that in the period in question Lange focused
on the traditional theory, providing a (mild) criticism from the inside,
and aiming at generalising its assumptions. On the other hand — on a
macroeconomic level — he recurrently focused on the destabilising role
of capital accumulation, and attacked the validity of both Say’s Law and
price flexibility in a monetary economy. Along these lines, he stressed
how long-lasting sub-optimal functioning can, in a capitalist economy,
easily become both a plausible and an enduring scenario.

In other words, according to Lange, economic theory itself demon-
strates the necessity of institutional change; the most evident reasons for
socialism are provided by Science, that is by the abstract and universal
purposes of the economic theory.

7.3 Rosa Luxemburg as a source of inspiration

The discourse developed in the previous section culminated in an
important statement: not only did Oskar Lange have a detailed scientific
project, but such a project also included a radically critical dimension. In
short, we may even argue that Lange’s intention was that ‘science meets
revolution’.

Inevitably, once we adopt this turn of interpretation it becomes neces-
sary to investigate any possible source of inspiration.

First, the unusual commingling of (revisited) traditional theory, critique
of capitalism and reasons for socialism brings to mind the well-known
‘socialist calculation debate’. More precisely, after his 1936 article ‘On
the Economic Theory of Socialism’, Lange clearly showed that he had
taken up the gauntlet of Mises (but also of Barone and Pareto), reversing
the logic of his attack against socialist economies.

From this perspective, as Lange had already proven to be a fine
connoisseur of the Austro-Marxist debates (Waldenberg, 1985:
pp- 907-912), one may even suppose that he was aware of the previous
(and unsuccessful) counter-attacks to Mises’ challenge, such as those
by Otto Neurath (Wesen und Wert der Sozialisierung) and Karl Polanyi
(‘Sozialistische Rechnungslegung’, Marramao, 1977: p. 57 and note
148, p. 125).

This notwithstanding, Lange’s combination of Science and Revolution
should bring to mind at least another inevitable reference, represented
by the works of his fellow countrywoman Rosa Luxemburg.

In the first place, it is commonly accepted that according to the latter
all political activity must be based on scientific knowledge, as socialism
would have succeeded only if it had been possible to prove scientifically
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both its superiority and capitalism’s irremediable contradictions (Frolich,
1972: p. 152).

However, a deeper investigation of Luxemburg’s works reveals further
analogies with the essentials of Lange’s project, even more striking.

In Chapter 1 (‘What is economics?’) of her Introduction to Political
Economy, Luxemburg focused on the relationship between Marxist
theory and a particular branch of science, namely economics.

In her mind, it was fundamental to study bourgeois economics in depth
rather than ignoring it, since economic science and Marxism shared an
unusual ‘reciprocal relation’. In fact, the critique of political economy
provided by Marx should be interpreted essentially as a ‘continuation’ of
the science of economics, which led to opposite conclusions:

The Marxian doctrine is a child of bourgeois economics, but its birth
costs the mother’s life. In Marxist theory, economics founds its perfec-
tion, but also its end as a science. (Luxemburg, 1970[1925]: p. 248)

According to Rosa Luxemburg, such a reciprocal relation between Science
and Marxism arose for two interdependent reasons.

First, after the Paris Commune the bourgeois economists realised
that their faith in a future of ‘natural social harmony’ was completely
detached from reality. Thus they became incapable of understanding the
real tendencies of capitalism and therefore of developing the scientific
contents of economics any further. From this perspective, their contri-
bution to the advancement of the discipline, as a result of its lack of
realism, was not even up to the heritage of the ‘founding fathers’ of
economics, like Smith and Ricardo.

As a consequence, bourgeois economists eventually became an
obstacle to the improvement of the (economic) scientific knowledge, as
they limited themselves to an ideological defence of the status quo,
regardless of any scientific justification:

Unable to comprehend the teachings of their own great forebears,
and even less to accept Marxist teachings [ ...] the bourgeois professors
serve up a tasteless stew made from the leftovers of a hodge-podge of
scientific notions [...] they try only to send up a smoke screen for the
purpose of defending capitalism as the best of all economic orders,
and the only possible one. (Luxemburg, 1970[1925]: p. 249)

On the other hand, through the Marxian theory, scientific knowledge
finally became the guiding principle of the revolutionary working class.
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Such a special bond between economics and the working class had two
crucial implications: firstly, scientific knowledge became the necessary
‘basis of the proletarian enlightment’. Secondly and foremost, the working
class became the only ‘receptive audience’ for scientific economics.

In other words — just like Oskar Lange — Rosa Luxemburg emphasised the
strict connection between science and the struggle for socialism. On this
basis, she is also of the persuasion that economics clearly shows the neces-
sity of a social revolution or, to paraphrase the previous section, that the
most evident reasons for socialism are provided by economic science:

Forgotten and forsaken by bourgeois society, scientific economics
can find its listeners only among class-conscious proletarians, to find
among them not only theoretical understanding but also concomi-
tant action. The famous saying of Lassalle is applicable first and
foremost to economics: ‘When science and the workers, these two
opposite poles of society, shall embrace, they shall crush in their arms
all social obstacles. (Luxemburg, 1970[1925]: p. 249)

It seems superfluous to highlight the similarity between Rosa Luxemburg’s
beliefs and the foundations of Oskar Lange’s project (as set out in the
previous section), since both authors emphasise the need for a close
relationship between intellectuals and activists, that is between science
and revolution.

In this respect, the aforementioned contents of Introduction to Political
Economy may even be enough to account for a certain familiarity of
Lange with Luxemburg’s work.

This notwithstanding, we must recognise that any textual evidence
explicitly showing Lange’s reference to the book is actually missing.
Therefore, at this stage of the analysis, our parallelism necessarily
remains a conjecture — although a very plausible one — and it still does
not amount to proof.

In order to provide an evidence-based assessment of this relationship,
in the following two sections we will portray Lange’s unquestionable
knowledge of (and reference to) almost the whole body of literature of
Rosa Luxemburg, both on the economic and on the political ground.

7.4 Accumulation, underconsumption and the
reformulation of Rosa Luxemburg’s issues

In her most prominent work — The Accumulation of Capital (1913a) —
Rosa Luxemburg raised three crucial and consistent issues related to
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capitalist dynamics. Stated schematically, they consisted of the process
of the valorisation of capital, the need for enough effective demand and
the existence of an incentive to accumulate (Bellofiore, 2009a: p. 1).

But after Lenin’s harsh rejection of the book, it was blasted by her
critics, who, in addition, limited themselves to a purely negative
appraisal: since the solution provided by Rosa Luxemburg contained
some mistakes, the Marxist readers were generally persuaded that it was
not worthwhile to go into depth to answer the questions posed by the
Polish intellectual. As a consequence, no scholar except Otto Bauer dealt
seriously with its crucial contents until the late 1920s (Kowalik, 1971:
p- 147).

Certainly, it was not the case with Oskar Lange, whose works clearly
reveal his interest — largely comparable to Kalecki’s or Paul Sweezy’s —
in some of the problems addressed by Rosa Luxemburg. However, his
interest is to a large extent hidden, as it did not imply a complete accept-
ance of all her propositions, neither did it determine the use of the same
analytical tools, essentially for two reasons.

In the first place, Lange did not share the same attitude towards
the Marxian theory of value. After noting several unsolved analytical
problems, he made a clear distinction between the quantitative and the
qualitative aspects of the Marxian ‘law of value’ (Cavalieri, 1995: p. 24).
Further, he ignored any issue connected to the measure of value (on the
economic ground) and substituted the neo-classical theory of value for
the labour theory of value (Lange, 1944: note 2, p. 383; 1945: p. 132), in
consequence of its analytical superiority.

Therefore, Lange also ignored the problems connected with the process
of the valorisation of capital raised in The Accumulation of Capital.

Secondly, and for similar reasons, he did not develop Rosa Luxemburg’s
analysis of the declining trend of relative wages — and, therefore, of the
insufficient level of aggregate demand — as an explanation for under-
consumption. To a great extent, this depended on the Walrasian tools
adopted by Lange, which prevented him ipso facto from elaborating any
theoretical improvement of a similar idea, such as the principle of effec-
tive demand or the underemployment equilibrium provided by Michat
Kalecki and John Maynard Keynes.

This notwithstanding, Lange got closer to the spirit of The Accumulation
of Capital at least with regard to the third issue raised by Rosa Luxemburg:
the pivotal role played by both the accumulation of capital and invest-
ment in the capitalist crises.

Similarly to Luxemburg, Lange did not think simplistically that in a
capitalist economy crisis originates from disproportionalities, but he
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was persuaded that disproportionalities are related to the very dynamics
of capitalism. Of course, given the (Walrasian) analytical frame-
work adopted, his explanation necessarily implied a reformulation of
Luxemburg’s problem on an allocative level, as expressed in the tradi-
tional terms of equilibrium and disequilibrium.

In greater detail, Lange repeatedly stated that the instability of capi-
talism comes from the quasi-permanent disequilibrium of the capital
goods market, which is in turn induced by the accumulation of capital.
In his 1936 article ‘The Place of Interest in the Theory of Production’,
Lange emphasised the disruptive role played by accumulation within
capitalist dynamics.

Assuming a Marxian notion of capital meant an essential pre-requisite
to production (‘a command over means of production’), he attacked
the traditional belief that a capitalist economy is always characterised
by a perfect saturation with capital, so that any increase in saving auto-
matically implies an increase in investment. Lange believed that capi-
talism is actually characterised by a chronic shortage of money capital,
at least in the short term, and that the very existence of a positive rate of
interest clearly indicates the scarcity (that is the sub-optimal allocation)
of money capital. Theoretically speaking, it may be legitimate to assume
a perfect saturation with capital only in the long term, presupposing a
decisive role played by accumulation in this respect:

The accumulation of capital provides the bridge between short-period
equilibrium and long-period equilibrium in the theory of interest.
(Lange, 1936a: p. 191)

Nonetheless, he emphasised that the path to long-term equilibrium is
actually an obstacle race or, even worse, an anarchic law of capitalist
expansion. As the annual accumulation of capital is but a small fraction
of the existing stock of capital, this movement might be of a secular
type. Besides, it could slow down further because of business cycles,
extension of the durability of equipment and/or time lag.

Rather than an episodic event, the contents of this article reflected
Lange’s firm belief that the accumulation of capital constituted an
unsolvable and disturbing process within capitalist dynamics. As further
evidence, a few years later Lange stated his deepest convictions, drawing
even more unquestionable conclusions:

‘Now, the reason [...] why full employment under capitalism really
takes place only during short periods and then which are alternated
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by periods of large-scale unemployment and depression [...] is exactly
the fact that capitalism has no definite criteria according to which the accu-
mulation of capital would be regulated.’ ‘[ ...] there is a certain element
of truth in the doctrine about the anarchy of capitalist production
and the element of truth is [...] exactly the question of capital accu-
mulation’. (Lange, 1987[1942]: pp. 14-16, emphasis added)

Given this premise, in 1938 Lange was finally able to elaborate a theory
of underconsumption. His exposition began with a critique of the idea
that total income can be slightly increased by means of an expansion of
either investment or consumption. According to Lange, the real issue of
any theory of underconsumption should be, instead, that ‘investment
depends on consumption’.

At a first sight, this remark seems to be addressed solely to Keynes, in
light of the contents of his General Theory (for example the ‘euthanasia
of the rentier’). However, on a prophetic note, Lange mentioned another
unexpected and ‘prominent’ intellectual interlocutor:

Few underconsumption theorists ever maintain that any saving
discourages investment. [continued in note] The most prominent
among those who did so was Rosa Luxemburg in her famous book
Die Akkumulation des Kapitals. (Lange, 1938: p. 23 and note 2,
p- 23)

So Lange is explicitly acknowledging that The Accumulation of Capital is
an important source of inspiration. We can see that starting from Rosa
Luxemburg’s misunderstanding, he provided an alternative exposition of
the problem of underconsumption. In his mind, the immediate effect of
an increase in the propensity to save (that is a decrease in the propensity
to consume) is a decrease in consumption, accompanied by a decrease
in investment and total income. Subsequently, the decreased level of the
rate of interest stimulates investment, consumption and total income.
Therefore, the real issue of his underconsumption theory becomes the
determination of the optimum propensity to consume, so as to balance the
two aforementioned effects and to maximise both investment and total
income (Lampa, 2011: p. 11).

However, in a capitalist economy the anarchic character of either the
accumulation or the allocation of capital resources prevents the attain-
ment of an optimum propensity to consume, so that underconsumption
and crisis can plausibly become a long-lasting scenario:
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In a society where the propensity to save is determined by the indi-
viduals, there are no forces at work that keep it automatically at its
optimum, and it is well possible, as the underconsumption theorists
maintain, that there is a tendency to exceed it. (Lange, 1938: p. 32)

Thus, Lange did not share Luxemburg’s assumption that entrepreneurs
operate like individual ‘collective capitalists’> whenever they have to set
out the level of investment. Like Michat Kalecki (D’Antonio, 1978: p. 23),
he was persuaded that crisis originates from the individual decisions of
saving and investment. Along this line, the irremediable instability of
capitalism becomes strictly related to the separation between social and
individual in the sphere of both production and consumption.

In other words - given the common point of departure, that is the
anarchic character of capitalist accumulation — the whole analysis of
underconsumption developed by Lange can be interpreted (also) as an
attempt to both reformulate and answer some crucial issues previously
raised by Rosa Luxemburg in The Accumulation of Capital. As further
evidence, one may add that he also introduced - at the second stage of
his project — non-neutral money, just as Rosa Luxemburg tried to do in
her famous book (Bellofiore, 2004b).

Furthermore, ‘young’ Lange’s specific attention to Rosa Luxemburg’s
review of the reproduction schemes of the Second Book seems to be
unquestionable, once we take into account that at the age of 57 he
provided the very first exposition of a general theory of reproduction
along Marxian lines (Kowalik, 1977: p. 137).

7.5 Socialism as an act of revolutionary courage

7.5.1 The critique of the reformist socialists

The influence of Rosa Luxemburg becomes self-evident once we inves-
tigate both the political assumption and the implications (in terms of
socialist theory) of Lange’s project.

Starting from the former, we note that in 1931 - during his speech at
the VII Conference of the Polish Left-Socialist Youth (ZMSA) — Lange had
already exalted Rosa Luxemburg’s Reform or Revolution, defining it as ‘the
best manual in Marxist politics’ (Waldenberg, 1985: p. 909, originally
in Italian). Rather than being a mere appraisal, this judgement actually
anticipated Lange’s reception of much of the book’s contents.

In the first place, it is useful to recall that Luxemburg had clearly
stated that the monopolistic and ‘senile’ phase of capitalism would have
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implied a severe exacerbation of its crises, because of the greater anarchy
of both production and consumption:

Cartels aggravate the antagonism existing between the mode of
production and exchange by sharpening the struggle between the
producer and consumer [...]. They aggravate, furthermore, the antag-
onism existing between the mode of production and the mode of
appropriation by opposing, in the most brutal fashion, to the working
class the superior force of organised capital, and thus increasing the
antagonism between Capital and Labour. (Luxemburg, 1986[1900]:
ch. 2)

Given this premise, Rosa Luxemburg harshly condemned both the
analysis and the strategy of the German reformist socialists, particularly
Eduard Bernstein, according to whom monopolies and cartels had atten-
uated the internal contradictions of capitalism, thus implying a progres-
sive organisation of the production:

In other words, when evaluated from the angle of their final effect
on capitalist economy, cartels and trusts fail as ‘means of adapta-
tion’. They fail to attenuate the contradictions of capitalism. On the
contrary, they appear to be an instrument of greater anarchy. They
encourage the further development of the internal contradictions of
capitalism. They accelerate the coming of a general decline of capi-
talism. (Luxemburg, 1986[1900]: ch. 2)

In a similar way, Lange laid strong emphasis on the disturbing role of
cartels and trusts, in a series of works published in Poland in the early
1930s. In ‘The Role of the State under Monopoly Capitalism’ (1931), he
emphasised that the monopolistic mutation of capitalism was the main
cause of the 1929 breakdown, which would probably represent the final
collapse of capitalism.

However, the similarity with Luxemburg’s analysis is even clearer in
‘The Way to the Socialist Planned Economy’. In the first section, Lange
(together with Marek Breit) wrote an eloquent analysis of the break-
down of capitalist economies:

capitalism has transformed itself from freely competing capitalism
into monopoly capitalism in which production is regulated by cartels,
trusts and syndicates, by large banks, and by the state. [...] Not being
a planned economy, monopoly capitalism removed the competition
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which, to some extent, acted as a substitute for planning in a capi-
talist economy, automatically adjusting production to the potential
market. In this way, monopoly capitalism created economic chaos,
which manifests itself in the increasing intensity and length of crises.
(Toporowski, 2003: p. 52)

Furthermore, it has to be emphasised that the work was part of a broader
political document entitled Economics, Politics, Tactics, Organization of
Socialism and proposed by the Left-wing minority during the XXIII
Conference of the Polish Socialist Party (PPS), held in February 1934.
In the prosecution of this discourse Lange explicitly attacked® the
most prominent reformist socialists of those days, such as Kautsky and
Hilferding, because of their conviction that monopoly capitalism was
an organised and ‘embryonic socialist planned economy’. In contrast,
he explicitly ackowledged Rosa Luxemburg as the only genuine
follower of Marx'’s original doctrine among the socialists (Toporowski,
2003: p.55).

Evidently, her effect on Lange’s critique of the reformist socialists was
both unequivocal and strong; an unpublished manuscript from the
National Archives in Chicago* also reveals that Lange completely agreed
with Rosa Luxemburg’s analysis of the First World War. In particular,
he explicitly stated that The Junius Pamphlet was the clearest exposition
of the connection between war and imperialism playing a crucial role
in the emergence of the conflict. However, the reformists who voted in
favour of the war credits completely missed this crucial relationship:

The World War (1914-1918) destroyed the Second International and
flung its parts against each other. [...] world politics at this time was
dominated by Capitalist imperialism and, consequently, each war was
to become a link in the major chain of imperialist struggles, whatever
its original social and political character might have been. [...] This
recognition was expressed most clearly by Rosa Luxemburg in her
pamphlet condemning the war policy of the majority of the German
Socialists [continue in footnote] The Crisis of German Social Democracy
[...]. (Lange, 1936-1944: pp. 36-36a)

7.5.2 Against bureaucratic socialism

Lange’s agreement with many of the political issues raised by Rosa
Luxemburg inevitably determined that his socialist theory was also
influenced by his fellow countrywoman, at least with regards to three
crucial aspects.
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First, he emphasised on many occasions (1936b, 1987 [1942]) the
importance of a resolute transition to socialism, in order to prevent a
reaction by the capitalists on both political and economic grounds (for
instance, by means of damage or sabotage to the expropriated produc-
tive plants) similar to those that had taken place in the USSR.

His beliefs were fairly effectively summed up in a definition of socialism
as ‘a policy of revolutionary courage’ and ‘not an economic policy for the
timid’ (Lange, 1936b: pp. 135-136). Far from being a voluntarist devia-
tion from Marxism (as resoluteness follows from a scientific analysis of
the economic conjuncture), in the writer’s eyes these statements clearly
echo the emphasis on action that we can trace in Rosa Luxemburg’s
programme of the Spartakusbund, published on 14 December in Rote
Fahne and entitled ‘What Does the Spartacus League Want?’

In a crucial passage about the transition to socialism, Rosa Luxemburg
remarked upon the risk of a capitalist reaction and she emphasised the
consequent necessity of a steadfast determination:

The imperialist capitalist class [...] will mobilize heaven and hell
against the proletariat. It will mobilize the peasants against the cities,
the backward strata of the working class against the socialist vanguard;
it will use officers to instigate atrocities; it will try to paralyze every
socialist measure with a thousand methods of passive resistance; it will
force a score of Vendées on the revolution; it will invite the foreign
enemy [...] All this resistance must be broken step by step, with an
iron fist and ruthless energy. The violence of the bourgeois counter-
revolution must be confronted with the revolutionary violence of the
proletariat. (Luxemburg, 1971[1918]: section III)

From this perspective, it seems superfluous to highlight the analogy
with Lange’s emphasis on ‘revolutionary courage’ in order to attain a
successful transition to socialism.

Second, a recurrent issue of Lange’s socialist theory was represented
by his firm distinction between collectivisation and socialisation of the
production.

It was particularly in ‘The Economic Operation of a Socialist Society’
(Lange, 1987[1942]) that he introduced a detailed explaination that a
collectivist economy is simply a system in which production is carried
out by public institutions, whereas a socialist economy means that any
economic activity is accomplished so as to maximise the welfare of
the population. Therefore, in order to attain genuine socialisation, it
becomes crucial not only that the ownership of the productive units
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be public, but also that any productive unit must be autonomous to
operate ‘according to certain recognized economic principles’ (Lange,
1987[1942]: p. 5), in order to maximise the welfare of all citizens. Above
all, Lange remarked that the main risk is related to political interference
by the government or the Party (or both) in the direction of the produc-
tive units, as they can easily induce a deviation from their guiding prin-
ciples for no good reason. In opposition, he emphasised that production
should be under ‘direct democratic control’ by, for instance, adopting the
proposals of the German Socialisation Commission of 1919, which had
(unsuccessfully) suggested a system of socialised enterprises controlled
by a council composed of consumers, employees and representatives of
the planning agencies.

This reference provides an important clue that reveals much about
Lange’s source of inspiration, since the Socialisation Commission repre-
sented an attempt to shift the German Revolution in a radical direc-
tion, supported by both the left-wing socialists and the Spartakusbund
and generally obstructed by the social democrats (Lutz, 1967: pp. 168,
247). Luxemburg too had explicitly proposed both the socialisation of
the production and the creation of enterprise councils in the aforemen-
tioned Spartakusbund programme (Luxemburg, 1971[1918]: section III,
par. III).

Third and foremost, Lange further developed this latter issue in a series
of works explicitly criticising the Soviet Union. On economic grounds,
he remarked upon the bureaucratic functioning of the Soviet economy
in 1934, assuming that ‘every economic system exists for people, rather
than people existing for it’ (Toporowski, 2003: p. 65), He suggested that
the Soviet economy should have adopted a series of different basic prin-
ciples, in order to improve the condition of the people. Along this line,
in ‘Marxian Economics in Soviet Union’ (1945) he harshly criticised
the Russian economists on the basis that their ‘economic theory does
not yet provide an adequate guide for the management of the soviet
economy’ (Lange, 1945: p. 133).

However, the aforementioned (unpublished) manuscript in the
National Archives in Chicago reveals that Lange’s critique of the USSR
was much broader, shedding new light on the influence played by Rosa
Luxemburg in this respect.

In fact, Lange stressed that in the Soviet Union bureaucratism had
many negative consequences, not solely on economic activity, but
extending also to public life and individual freedoms.

In Marxist terms, Lange assumed that such negative consequences-
depended on an alleged dichotomy between the dictatorship of the
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proletariat and political democracy; however, as clearly evidenced by Rosa
Luxemburg, there must be no contradictions between these two ideas:

Rosa Luxemburg wrote of the ‘dictatorship’ of the proletariat: ‘This
dictatorship consists in the manner in which democracy is employed,
not in its abolition.” Thus the idea of the ‘dictatorship’ of the prole-
tariat [...] does not stand in any contradiction to political democ-
racy. On the contrary, it is an affirmation of the utmost readiness to
defend democratic political institutions by all means. In no case does
it involve a restriction of democratic liberties, except the liberty to
overthrow democracy by force. (Lange, 1936-1944: p. 18)

In the opposite case, the whole system would degenerate into a bureau-
cratic dictatorship. From this perspective, it geos without question that
according to Lange the Soviet Union clearly represents an outstanding
and negative example of such a socialist society, which suppressed polit-
ical liberties in the name of the ‘dictatorship’ of the proletariat:

In no case does the ‘dictatorship’ of the proletariat, as understood
by Marx and Engels, imply the subjection of all political life to the
monopoly of one party, the political power of which is irrevocable and
not subject to democratic control. The legal existence of all political
parties which accept the democratic rules of the game and their full
participation in political life is inseparable from the concept of ‘dicta-
torship’ of the proletariat, as conceived by the Socialists. Otherwise
it would degenerate into a bureaucratic dictatorship of a single polit-
ical party over all, including the proletariat, and finally lead to the
totalitarian rule of a small clique or even of a single person, which has
actually happened in the Soviet Union. (Lange, 1936-1944: pp. 18-19,
emphasis added)

Finally, Lange explicitly quotes his source of inspiration, adding a large
extract from Luxemburg’s The Russian Revolution which eloquently sums
up his discourse, emphasising the importance of individual freedom,
especially in a socialist society:

In her pamphlet on the Russian Revolution, written in 1917, Rosa
Luxemburg denounced the Bolshevik distortion of the ‘dictatorship
of the proletariat’ in the following words: ‘Freedom only for the
supporters of the government, only for members of one party —however

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa
Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



When Science Meets Revolution 139

numerous they may be - is no freedom. Freedom is always freedom
for those who think differently’ [...] ‘It is nothing else than the dicta-
torship of the proletariat’ [...] ‘Yes, dictatorship. But this dictatorship
consists in the manner in which democracy is employed, not in its
abolition’ [...]. (Lange, 1936-1944: pp. 19-20)

We can thus conclude that the analysis of Lange’s unpublished manu-
scripts clearly reveals the influence played by Rosa Luxemburg, both on
political and on socialist grounds. On the other hand, it certainly rein-
forces the idea of a broader relation between Lange’s project and several
issues previously raised by Rosa Luxemburg.

7.6 Concluding remarks

The analysis developed in this chapter can be interpreted as both a
restatement of Oskar Lange’s early beliefs and a reconstruction of his
sources of inspiration.

With respect to the first point, we have shown that in the period
1931-1945 Lange set up a scientific and critical project. In short, he
initially focused on traditional theory, providing a criticism from the
inside aimed at generalising its assumptions. Following these lines, he
subsequently argued for the sub-optimality of capitalist economies and
he endorsed Socialist revolution.

We have also, however, suggested that such an unusual connec-
tion between ‘Science’ and ‘Revolution’ reflects the influence of Rosa
Luxemburg’s works on Lange. First, we highlighted his reformulation of
some economic issues previously raised by Rosa Luxemburg (accumula-
tion of capital; underconsumption). Secondly, in an unpublished manu-
script in the National Archives in Chicago we found evidence of Lange’s
appraisal of much political analysis provided by Rosa Luxemburg, as
well as of her influence on Lange’s socialist theory.

We can thus conclude that, together with the Austro-Marxists, Rosa
Luxemburg emerges as a crucial source of inspiration for Lange’s body of
economic and socialist literature, in the period in question.

In turn, this result contributes to a clarification of the ‘heterodox’
(that is, neither Kautskian nor Leninist) features of Lange’s Marxism.
From this latter angle, this chapter’s contents implicitly put into
perspective the main conclusions of the existing literature, which have
largely emphasised the non-Marxist roots of Lange’s socialist theory (for
example Chilosi, 1999).

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa

Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



140 Roberto Lampa

Notes

1.

2.

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa

More precisely, Lange published over 42 works (Kowalik, 1964b: pp.
651-653).

Rosa Luxemburg originally set out this idea in her book Reform or Revolution:
‘the economic notion of “capitalist” no longer signifies an isolated individual.
The industrial capitalist of today is a collective person composed of hundreds
and even of thousands of individuals. The category “capitalist” has itself
become a social category. It has become “socialized” — within the frame-work
of capitalist society’ (Luxemburg, 1986[1900]: ch. 6).

This critique was partly anticipated in ‘O Pracy Engelsa Rozwdj Socjalizmu
od Utopii do Nauki’ (‘On Engel’s work Utopian Socialism, Scientific Socialism’)
(1933).

. Through private correspondence with the author, Prof. Tadeusz Kowalik

affirmed that he had no access to the manuscript during his last visit in
Chicago, dated 1996. The quotations from the following manuscript can
therefore be considered the first ever published from the archive; through
them, the author wishes both to pay homage to Prof. Kowalik and to
(modestly) prosecute his extremely valuable work. The author also wishes to
thank Daniel Mayer (Associate Director) and the Special Collections Research
Center, University of Chicago Library, for their valuable support to the present
research.
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8

Lange and Keynes

Jan Toporowski

8.1 Introduction

Oskar Lange was unusual among Marxists in his openness to the ideas of
non-Marxist economists and in his willingness to engage with their anal-
ysis. Among those non-Marxist economists was John Maynard Keynes;
Lange became one of the key interpreters of Keynes’s enigmatic General
Theory of Employment, Interest and Money, and one of the founders of the
Neo-Classical Synthesis of Keynesian and pre-Keynesian ideas that was
to dominate macroeconomics for 30 years after the death of Keynes.
Lange, like Hicks and Samuelson, attempted to adapt Keynes’s ideas to
his (Lange’s) own pre-Keynesian notions of money, saving and invest-
ment. This is shown in the first part of this chapter, which discusses
Lange’s interpretation of Keynes’s General Theory and the concept of
money and interest within which Lange framed Keynesian macroeco-
nomics. Significantly, however, Lange chose to confront Keynes not
over his macroeconomics but over Keynes'’s critique of econometrics.

8.2 The interpretation of Keynesian macroeconomics

The publication of Keynes’s General Theory, arguably the first fully
worked out theory integrating money, finance and economic activity,
caused Lange to revise his own views on money and the rate of interest.
However, his response was perhaps more to develop his theory to accom-
modate Keynes’s own analysis rather than to adopt Keynes’s theoretical
and philosophical precepts, bearing out Willard Quine’s view that we
do not so much change our minds as adapt our preconceptions. In
1938 Lange published a paper in Economica on ‘The Rate of Interest and
the Optimum Propensity to Consume’, in which he tried to show that
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Keynes’s theory was a special case of a Walrasian general equilibrium;
Lange argued that the rate of interest is determined in the real economy,
this being now defined as the relationship between desired real money
balances, and real consumption and investment, all measured in wage
units. He seems to have held an essentially Ricardian conception of
money and banking — what Schumpeter called a ‘monetary theory of
credit’ — in which money is a means of exchange, and banking consists
solely of the intermediation of saving.

In his paper, Lange argued that the rate of interest still tended to
become equal to the marginal productivity of capital (as he interpreted
Keynes’s marginal efficiency of capital). Liquidity preference came into
the analysis because the rate of interest on real money balances was
determined by real income and the supply of money. Equilibrium is
achieved when the rate of interest with a given real income and liquidity
preference function is consistent with the rate of interest that gives a
particular excess of real income over real consumption, and real invest-
ment that combines with consumption into that given real income.

Lange distinguished two specific cases of this general model, which
he argued could be inferred from Walras. One was what he called
the ‘traditional’ view, in which the demand for real cash balances is
inelastic with respect to the rate of interest, and therefore the demand
for money is purely determined by real income. The other was the case
he attributed to Keynes, in which changes in the marginal efficiency of
investment and in the propensity to consume do not affect the rate of
interest. Lange concluded by arguing that his more general, Walrasian,
theory is preferable because it can be used to give an ‘optimum’ level
of saving (the corollary of the ‘optimum propensity to consume’ of
the paper’s title, that does not depress investment through either inad-
equate saving, causing a higher rate of interest, or excessive saving,
causing underconsumption). In Keynes’s case, according to Lange,
consumption does not affect the rate of interest, so that the optimum
consumption is that level of consumption at which the marginal effi-
ciency of capital (in the sense of marginal capital productivity) does
not rise any more. This is where the elasticity of supply of all factors
of production falls to zero, and any further expenditure on consump-
tion raises prices but not output. In the ‘traditional’ case any decrease
in consumption and increase in saving reduces the rate of interest and
stimulates investment, so that saving can never be excessive. For the
general case the ‘optimum’ propensity to save is defined by, among
others, a given quantity of money. Over-saving can therefore be coun-
teracted by loosening monetary policy.
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In ‘The Rate of Interest and the Optimum Propensity to Consume’
Lange used Walrasian general equilibrium to define his variables and
establish therelationship between them. But he was sufficiently ‘Austrian’
to believe that this general equilibrium does not exist in the real world.
He used his general system of equations also to show how, if the rate
of interest was not the equilibrium rate, the total of real consumption
and real investment would change the liquidity preference function to
give a new rate of interest. This would give a new level of consump-
tion and investment. The resulting change in total income would give
a new liquidity preference function, at the given money supply. ‘This
process of mutual adjustment goes on [...] until equilibrium is attained.’
In a footnote he pointed out that if lags are involved then cyclical fluc-
tuations rather than equilibrium would ensue, and gave as an example
Kalecki’s business cycle theory, as expounded in the latter’s ‘A Theory of
the Business Cycle’ which had been published in the Review of Economic
Studies (Kalecki, 1937). (Kalecki was not impressed. In a revised version
of that paper, he explicitly referred to Lange, along with Hicks and
Meade, as obtaining spurious Keynesian equilibrium positions because
they did not distinguish between investment and investment decisions,
which cause lags, and because they ignored the effect of investment
on the capital stock, Kalecki, 1939b: pp. 139-140). In his later review
of Schumpeter’s Business Cycles, Lange explicitly criticised the latter’s
presumption, in the course of Schumpeter’s criticism of Kalecki, that the
rate of interest would automatically bring about an equilibrium between
saving and investment. Furthermore, he argued that the existing mone-
tary policy would fail to make interest rates sufficiently flexible in the
face of uncertainty and inelastic expectations (Lange, 1941b).

The view of Keynesian macroeconomics that Oskar Lange put forward
is essentially pre-Keynesian. ‘Pre-Keynesian’ here does not mean
published prior to Keynes’ General Theory, or in some sense failing to
come to terms with some essential Keynesian innovation; rather it
indicates a ‘monetary theory of credit’ and a notion of interest that is
rooted in some excess of the value of real production over its cost, in
a capitalist system of production. This may be contrasted with a ‘pure
monetary’ theory in which interest is derived from relations in money
and financial markets. Whether this was Keynes’s fundamental innova-
tion in monetary economics is debatable. (‘Keynes [...] in intent at least,
established a monetary theory of interest, according to which interest is
not derived from, or expressive of, anything that has, in whatever form,
to do with the net return on capital goods.” Schumpeter, 1954: p. 1178).
What is indisputable is that in market capitalist economies from the late
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19th century onwards, the rate of interest has been determined in finan-
cial markets rather than in and among firms engaged in the produc-
tion of and trade in goods and services. In ‘The Rate of Interest and the
Optimum Propensity to Consume’, Lange came close to a pure mone-
tary theory of interest, but concluded that it could only be temporary if
it was not reinforced by an equivalent marginal productivity of capital.
This perhaps reveals his reading of Wicksell. Lange moved beyond the
general equilibrium categories that he used in his macroeconomics,
to allow that a disequilibrium rate of interest could be a key factor in
economic dynamics.

Keynes called the approach to macroeconomics in which business
cycles are driven by differences between saving and investment ‘neo-
classical’ and indicated his dissent from it (Keynes, 1936: p. 177).
However, Lange’s interpretation was taken up by Dennis Robertson in
a note which he sent to The Economic Journal entitled ‘Mr. Keynes on
“Finance”’. Keynes, as editor of The Economic Journal, sent the note for
comment to Austen Robinson, with a request that Austen or his wife
Joan might care to comment. Joan Robinson responded in a letter to
Keynes dated 23 March 1938, in which she wrote: ‘Dennis appeals to
Lange. Lange’s article tho’ silly is formally quite correct, and if Dennis
really accepts his argument he has given away everything’ (Moggridge,
1979: pp. 168-169).

8.3 Differences over econometrics

The dispute that John Maynard Keynes conducted in 1939 with Jan
Tinbergen over the scope and significance of quantitative economics is
well known. Less well known is the criticism of Keynes’s position that
was put forward by Kalecki’s friend Oskar Lange together with Jacob
Marschak. Much more obscure is the reaction of Oskar Lange to that
dispute. Research has now shown that as Kalecki was leaving Cambridge
for Oxford, Keynes was urging that Kalecki undertake a full technical crit-
icism of Tinbergen’s work. Oskar Lange was an accomplished statistician
and a leading figure in the trend towards formalism and mathematics in
academic economics; moreover, from his Marxist background he derived
a strong interest in economic philosophy that was to form the basis of
the reasoned critique of Keynes’s views on method. Following the publi-
cation of Keynes'’s review of Tinbergen’s ‘A Method and Its Application to
Investment Activity’ in The Economic Journal in September 1939, Lange
and Jacob Marschak decided to write a response to Keynes’s criticisms of
Tinbergen. A 17-page typescript emerged, dated 1939, under their joint
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authorship and the title ‘Mr. Keynes on the Statistical Verification of
Business Cycles Theories’. Keynes appears not to have thought highly of
their joint critique. But he was clearly keen to put more technical exper-
tise behind his critique of Tinbergen. As Kalecki’s research at Cambridge
came to an end, Keynes urged him to turn his critical attention to
Tinbergen’s work. But Kalecki, who was close to Lange, did not take up
this suggestion.

According to the author of the editorial notes in Volume 5 of the
Collected Works of Oskar Lange, the joint paper was sent to Keynes with
a view to publication in The Economic Journal (Ulatowska, 1976: p. 1072).
However, in the meantime, Tinbergen responded to Keynes’s review
of his book. That response was published in the Journal together with
Keynes's reply to Tinbergen’s note. Possibly with a sense that the issues
between Keynes and Tinbergen had been dealt with in the published
exchange between them, Lange and Marschak refrained from seeking
publication of their paper. A typescript corrected in hand by Lange is
among Lange’s papers (ibid). A summary of this paper is provided by
Irena Ulatowska in the editorial notes in Volume 5 of the Collected
Works of Oskar Lange. David Hendry and Mary Morgan published the
draft of the paper that Mary Morgan had found among the papers of
Jacob Marschak in 1995 (Hendry and Morgan, 1995). However, since
Lange was the corresponding author of the paper, Hendry and Morgan
did not have access to the correspondence with Keynes over the paper,
and the version in the Lange archives contains Lange’s small but signifi-
cant corrections to the paper.

There is no mention of Marschak and Lange’s paper in the Collected
Writings of Keynes. The only mentions of Lange are references to his
paper ‘The Rate of Interest and the Optimum Propensity to Consume’.
There are only two rather curious references to Jacob Marschak in the
Collected Writings, both of them in Volume XIV. The first appears in a
letter to Keynes dated 31 August 1938 from Alexander Loveday at the
League of Nations. The letter was written further to his original request
to Keynes for a review of Tinbergen’s book. Loveday wrote:

I think that most of the questions you have raised [on statistical meth-
odology in an earlier letter to Loveday - JT] are those which a number
of us have had in mind throughout the whole course of Tinbergen's
labours and for this very reason I had in fact arranged for two or
three meetings of economists and statisticians to discuss the whole
matter. Also, Dennis Robertson has been good enough to spend a
good deal of time in advising Tinbergen, although he is of course
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not responsible for the results. I think the net result of the meetings,
which have included such persons as Bowley, Marshak, Anderson,
Harrod and a number of other economists, has been that we ought
certainly to go ahead with the work, although probably each one of
them had reservations on this or that point — possibly the statisticians
less than the economists. (Moggridge, 1973: p. 290)

Marschak, like Lange, was a statistician as well as an economist. Roy
Harrod had no doubt as to which camp Marschak belonged to. In an
earlier letter to Keynes, dated 6 July 1938, Harrod had expressed his
irritation at Tinbergen’s suggestion that ‘the facts’ do not support the
‘acceleration principle’ which was a feature of Harrod’s dynamic theory.
Harrod commented further:

We have a sort of minor Tinbergen here in the form of Marschak
[...] He tells (me) that my theoretical work is entirely divorced from
the facts. He himself is content to with what you once called wise-
cracks, very good ones I think. But he happens to be a shrewd person.
(Moggridge, 1973: p. 298)

In fact, Marschak was at that time the Director of the Oxford Institute of
Statistics. His stay in the United States, on prolonged leave of absence from
the Institute during 1939, not only provided the opportunity for him to
collaborate with Lange on a response to Keynes’s attack on Tinbergen; it
also set in train a series of changes at the Oxford Institute that led to the
appointment there of Lange’s compatriot, Michat Kalecki.

Keynes's critique of Tinbergen is too well known to warrant any more
than the briefest summary here. Keynes argued that statistical methods
cannot disprove theories, because there will always be a possibility that
particular correlation tests were wrongly specified. Furthermore, such
methods cannot take into account non-quantitative factors, and they
rely on the independence of causal quantitative variables. He criticised
Tinbergen for using linear functions in his study of investment; such
functions, in Keynes'’s view, were an inappropriate foundation for recur-
rent business cycles. Tinbergen'’s choice of time lags and trends was arbi-
trary, and he failed to allow for structural changes, such as innovations
or changes in tastes, in the economies he was studying (Keynes, 1939).

8.4.1 The Lange-Marschak critique of Keynes

Lange and Marschak commenced by pointing out the most obvious
flaw in Keynes’s argument, namely that he had reviewed only the
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first volume of the Tinbergen study, which should have been consid-
ered together with its second volume. Lange and Marschak would not
accept that statistical methods cannot disprove theories. They gave
as an example Hayek’s theory of the trade cycle; this postulates that
the capital-intensity of production rises during economic booms, and
falls in economic depressions. Kaldor had shown in his paper ‘Capital
Intensity and the Trade Cycle’, published in Economica in February
1939, that in fact the reverse is the case: capital intensity falls during
a boom and rises in a depression. According to Lange and Marschalk,
Keynes himself used such methods (Ulatowska, 1976: pp. 680-681).
Kaldor in fact did not use any statistical proof in his paper, but used
logical, theoretical analysis taking into account various arguments on
the subject. In a review of Schumpeter’s monumental Business Cycles,
which Lange wrote shortly afterwards, he referred to ‘confronting some
implications of the theories of Mr. Kalecki or Mr. Kaldor with the facts.
Both theories imply net disinvestments of capital during the depres-
sion. As far as our statistical knowledge goes such disinvestment does
not happen as a rule (an exception: the USA in 1931-1935)’ (Lange,
1941b).

Lange and Marschak agreed with Keynes that non-quantitative factors
also influenced the movement of variables. But they suggested that
given a proper understanding of such qualitative factors, quantitative
techniques could still be appropriate. Very often, they suggested, such
variables can be proxied by binary variables, or indices. Indeed, they
argued that it was essential to understand non-quantitative factors
because such an understanding can then indicate where a correlation
is affected by two variables offsetting each other’s influence on some
dependent variable. In other words, the statistical investigator had to
have an understanding of the economic significance of variables in order
then to be able show their statistical correlations. These would often
be revealed in partial correlations between variables. From this point
of view, Lange and Marschak argued that Tinbergen had very carefully
established the economic significance of his correlations. Structural
changes can be accommodated by appropriate and careful manipulation
of data, although they conceded that where these changes caused major
shifts in variables this can cause difficulty.

Lange and Marschak also pointed out the obvious flaw in Keynes'’s
assertion that linear equations could not result in cyclical movements
of variables. This was a point which Tinbergen had rebutted, pointing
among other examples to Kalecki’s business cycle models based on linear
functions. However, the example Lange and Marschak proposed was a
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simple ‘cobweb’ model using linear supply and demand functions to
produce cyclical equilibrium price movements.

Regarding the choice of lag periods and trends, Lange and Marschak
accepted that this was a problem. But they argued that the treatment of
time in general is a common difficulty of all empirical work. In many
cases, the investigator has to rely on ‘additional sources of information’,
often qualitative data or induction from other sources. This may not
provide definitive answers, but it limits the conclusions that may be
drawn from a priori systems of analysis. They agreed with Keynes that
further analysis of sub-periods was called for by Tinbergen’s data. They
also agreed with his view that correlation analysis cannot pick up the
influence of factors which do not change in the period under analysis.
But they argued that this is well known in economics. The geographic
and historical limitations of conclusions is recognised when making
empirical observations.

Lange was also taken by Keynes’s suggestion that the constancy over
time of statistical relationships may vary, and that therefore data over
a period may need to be broken down into sub-periods to check on
the stability of coefficients between the sub-periods. Marschak was less
taken by this suggestion, adding a marginal note that ‘this is not new. I
think it is too kind to Mr. Keynes’ (Hendry and Morgan, 1995: p. 397).
Lange pointed out that such methods had been first introduced by the
German political economist and statistician Wilhelm Lexis. They had
been developed in the analysis of variance since his, Lexis’, death in
1914.

Lange then advanced much broader and more important limitations
of statistical methods arising from the issue of variance. He linked these
limitations clearly with his own Marxist approach to the scope and
methods of economic theory. In the first place:

nothing can be done to investigate the influence of factors which
remain relatively constant during the period under consideration. But
this limitation applies to any economic proposition whether formu-
lated statistically or not. Therefore all empirical generalizations are
bound to have a historically and geographically limited validity [...]
Their validity is limited historically and geographically by a number of
factors such as given social institutions, given motivations of behav-
iour (e.g., entrepreneurs aiming at maximum money profit, and not
at carrying out certain rules directed towards the maximization of
social welfare, as they would under Socialism), etc. It is only within the
framework of given and constant social institutions and historically
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conditioned patterns of behaviour that most of the ‘laws’ of economic
theory are valid. Even the validity of natural laws is subject to the
restriction ‘other things being constant’. The historical character of the
empirical material of the social sciences subjects the regularities discov-
erable in the social world to much narrower limits of time and space
within which they hold...in no case need this difference [between the
natural and social sciences - JT] lead us into giving up the very attempt
to narrow down, by empirical study, the bewildering variety of theo-
ries, all equally plausible on a priori grounds. The statistical methods
of such verification may be crude and as yet unsatisfactory, but it is by
a refinement of these methods and by their coordination with theoret-
ical analysis rather than by their wholesale condemnation that we can
expect to contribute to the further development of economic knowl-
edge!. (Hendry and Morgan, 1995: p. 397)

There was one other condition, according to Marschak and Lange, that a
theory requires. This is that it needs to be formulated ‘so as to show that
it is neither over nor underdeterminate (loc. cit, Morgan and Hendry,
1995: p. 398). This would obviously limit economic ‘laws’ to such situ-
ations in which a determinate system of statistical relations could be
obtained. But then such ‘laws’ would also be limited by the choice of
variables, and the possibility that a different, or extended, set of varia-
bles may give different ‘laws’ applicable over different timespans, incor-
porating the shorter timespans in which some initial ‘laws’ obtained.

Thus, Lange and Marschak accepted the validity of many of Keynes’s
comments, insofar as they limited the inferences that may be drawn
from statistical studies. Although current methods of empirical verifica-
tion were still primitive, they argued that progress in economics would
come from improving statistical methods and coordinating them with
theoretical analysis, rather than rejecting them. Lange was absolutely
convinced that empirical study could eventually sort out those theories
which are valid from those which have no basis in the real world. In his
review of Schumpeter’s Business Cycles, he concluded:

The choice... (between various business cycle theories) ... can be made
only on the basis of empirical investigation. It is necessary to find the
concrete functions involved and their parameters, then to investi-
gate what periods, amplitudes, damping etc. are to be expected from
the different theories, and to confront these expected values with
empirical data. Only in this way is it possible to choose the ‘true’
theory from among those theoretically admissible. It is possible, even
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likely, that the ‘true’ theory will prove more complex and will have to
combine elements of the different a priori theories developed (this is
suggested by Professor Tinbergen’s work and has also been made clear
by Professor Haberler). (Lange, 1941b: p. 193)

8.4.2 Keynes’s response

Lange sent off their joint paper from the University of Chicago to Keynes
on 15 February. (The covering letter is in the Lange correspondence
deposited in PAN II1-309/22). In the absence of a reply from Keynes, on
30 April Lange wrote again to check ‘that the article did not become lost
in the mail’ (PAN II1-309/22). In fact Keynes had received the article, and
had written on 10 April an extensive reply to Lange.

In the first place, Keynes pointed out that he now had ‘an extensive
rejoinder’ from Tinbergen, which had reached Keynes before the Lange-
Marschak paper had arrived. Since Tinbergen'’s response was going to
be published, Keynes had an editorial decision to make about whether
also to publish the Lange-Marschak rejoinder. He referred the matter
to Arthur Pigou, the President of the Royal Economics Society, which
publishes The Economic Journal. Pigou advised that in view of Tinbergen’s
response, which was to be published, the Lange-Marschak paper should
not be published. Nevertheless, Keynes felt reluctant to close a discus-
sion that he felt ‘is an extremely important one’. He therefore suggested
that the co-authors should read Tinbergen’s response, and then consider
if there were any ‘special points [...] not dealt with by him which you
would like to pick out for special emphasis’. Keynes suggested that he
might find room for a four- or five-page manuscript on those points; in
any case, the co-authors would have to review their arguments in the
light of Tinbergen’s own response.

On the substantive issues raised by Lange and Marschak, Keynes had
three points to make. First of all, he denied arguing that a business cycle
theory cannot be tested statistically. He was, he said, ‘dealing solely with
Tinbergen’s very special method of analysis’. (In a return to the charac-
teristically waspish rhetoric that had marked his attack on Tinbergen,
Keynes concluded this paragraph with the remark: ‘I emphasise this
because, whilst it is sometimes useful to have a controversy about some-
thing one has said, it can never be of interest to the general public to
have a controversy about something which the author himself does not
admit to having said and which, however that may be, he certainly does
not believe’ PAN III-309/22).

Keynes then grudgingly conceded that it might be possible to obtain
cyclical variation from linear functions. (‘I think it very possible indeed
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that there may be something in what you say.’) But he could not resist
pointing out to Lange that Lange and Marschak had made their case
using merely one example, the ‘cobweb’ price model, and that this
example could give perverse results. Calculating the price series back-
wards according to the formula given by Lange and Marschak would give
a negative price; this obviously indicates that the model is incorrect.

Finally, Keynes questioned whether admitting the possibility of vari-
ation of coefficients between sub-periods contradicted Tinbergen'’s
assumption that ‘the same formula is valid over a long period of years?
If this is seldom or never the case, is it worth while to bother about the
details of the method?’ (PAN III-309/22).

8.4.3 The resort to Kalecki

The general view is that Keynes did not come out well of his critique
of Tinbergen, with the implication that essentially he did not under-
stand the new mathematical economics that Tinbergen represented
and that Lange and Marschak championed (‘Introduction’, Hendry and
Morgan, 1995). Keynes’s apparent failure to pursue the matter into a
methodological study that was more systematic than incidental criti-
cisms of a particular author has generally been taken to indicate a less
than serious approach to the matter, caused by his own frail health and
the emergency of war. However, there is now evidence that Keynes was
somewhat more persistent in his view than might be inferred from his
published exchange with Tinbergen. He appears to have decided that
his critique could best be pursued with a more technical approach. He
identified Kalecki as a possible ally in this.

Kalecki was, according to his later account relayed through the recol-
lections of his widow, becoming disillusioned with Cambridge. His
work there had been subject to methodological criticism. His funding
from the National Institute for Economic and Social Research appeared,
however, secure. With the continued absence of Marschak from Oxford,
the Institute of Statistics there was leaderless, and offered a clear opening
for Kalecki to continue the statistical research that he had been doing
in Cambridge. Keynes continued to support Kalecki at meetings of
the NIESR Council; he put forward there his suggestions for Kalecki’s
research agenda at Oxford.

Lange had the advantage of being able to join Keynes’s dispute with
Tinbergen on economic method without the need to justify a specific
body of quantitative work, as Tinbergen was obliged to do. Lange was
therefore able to concede points on which Keynes's view was (probably)
incontrovertible. At the same time, Lange, was unusual in combining
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a strong interest in statistical and mathematical economics, with an
equally strong commitment to economic philosophy and methodology.
This gave him a stronger position from which to challenge Keynes’s phil-
osophical and methodological objections to Tinbergen. The writer of
the editorial notes to Lange’s Collected Works therefore makes perhaps
too modest a claim that the published exchanges between Keynes and
Tinbergen covered the main points in Lange and Marschak’s contribu-
tion. It is understandable that two writers who were making their careers
promoting a statistical and mathematical approach to economics would
not wish to prolong a public dispute over a methodological approach
to which they had nailed their academic colours. But the issues which
they raise continue to haunt economics (see, for example, Hendry and
Morgan, 1995; Toporowski, 2002) if only because when the respective
parties to these methodological disputes enter into dialogue, as they did
in the case of Lange, Marschak and Keynes, the terms they used did
not have the same meaning for each of the parties. For the statisticians,
economic theory meant relations between variables, whereas for Keynes,
economic theory meant the linguistically unambiguous specification of
concepts and the relations between them. Lange and Marschak were
quite happy to concede to Keynes the possibility of structural change
within a period covered by statistical data. But structural change in this
context meant changes in model coefficients, whereas Lange clearly
suggested that the more interesting structural changes are the ones in
the institutions that make up a particular mode of production. Keynes
was clearly keen that these issues should be more thoroughly explored.
Hence his attempt to place the critique of Tinbergen onto Kalecki’s
research agenda at Oxford. In fact, despite his technical facility, Kalecki
was perhaps the last person who should have undertaken such a funda-
mental analysis. He was not a trained statistician, and his knowledge of
statistical theory was practical rather than methodological. In any case,
there is no evidence that Kalecki took up Keynes'’s suggestion, although
in later years he attempted a more methodological and institutional
criticism of econometrics as his contribution to the festschrift for Oskar
Lange (Kalecki, 1964).
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Note

1. The quotation is from the version of the paper found, together with his
correspondence with Keynes, among the Lange papers in the archives of the
Polish Academy of Sciences, file number PAN, the Polish initials of the Polish
Academy of Sciences, 111-309/29. It may be found on p. 397 in the Hendry and
Morgan edition.
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The Walrasian Socialism of
Oskar Lange

Meghnad Desai

9.1 Introduction

Tadeusz Kowalik was our guide and mentor to the economics of Michal
Kalecki. His edition of Kalecki’s collected works is still a great source
of knowledge for us. But he was interested in Oskar Lange not just
for reasons of common national origin but also as an economist who
thought differently. In this chapter I want to examine Lange’s argu-
ments for Socialism which sparked off the Lange-Hayek controversy in
the 1930s. (In the essay, Lange uses lower-case letters for socialism and
capitalism. I use upper-case letters in my text but preserve his lower-
case letters when I quote him. Where the words appear as adjectives for
example ‘socialist economy’, I use lower-case letters.)

Oskar Lange taught in Cracow and then moved to the USA upon
getting a Rockefeller Fellowship (Kowalik, 1987). It was during his stay at
Harvard that he wrote the first draft of his celebrated essay ‘On Economic
Theory and Socialism’. This set off a controversy in which Friedrich
Hayek was his main antagonist. Hayek came from the Mises tradition,
which had argued the impossibility of Socialism without a price alloca-
tion system (Mises, 1935). The debate at this stage is academic. It makes
little reference to the ongoing experiment in the USSR. It is in a truly
Marxist tradition, since it envisages the advent of Socialism in a mature
Capitalist market economy.!

9.2 The possibility of Socialism

Marx and Engels showed very little interest in discussing the building of
Socialism, and indeed wrote a trenchant critique of the Gotha Programme
which was the draft manifesto of the newly merged socialist parties of
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Germany. Kautsky’s interest in a future socialist economy inspired N.G.
Pierson’s 1902 article which is the pioneer in posing the issue of the
feasibility of a socialist economy (Hayek, 1935: pp. 41-86).

Of course people had only the faintest idea of what it would mean to
have a socialist economy, as most socialists were passionate idealists and
not practical people. Thus, as Pierson said in his article,

The problem of value? These words will astonish my readers; this
will be the last thing they expected. The problem of value in a
socialist society? Surely if socialism is realised, there will be no value
phenomena and therefore no value problem. Then everything will be
a mere question of technique. (ibid: p. 43)

Pierson baldly stated the nature of a socialist economy by quoting
Cairnes, ‘Socialism subsists in the recommendation of certain modes of
action and in the utilisation of the authority of the state for particular
purposes’ (ibid: pp. 46-47).

One aspect Pierson contrasts between a capitalist society and a socialist
one is the link between work and pay. The argument is that the link can
be broken under socialism, although everyone will be obliged to work.
If income and productivity are divorced from each other, how is the
distribution of income to be decided?

Another question is: how is capital to be allocated if the principle of
allocation is not profit?

Enrico Barone’s classic article about the Ministry of Production in
The Collectivist State published in 1908 is a pioneering contribution in
several senses. It expertly uses mathematical tools to pose an economic
problem. It is also completely free of any political or ideological dispu-
tation regarding Capitalism and Socialism, or Collectivism as Barone
called it. Barone’s approach is the ideal way for an economic theorist
to pose the problem of allocation in rival systems of property rights;
how is production to be organised, given the technical constraints
which are (by assumption) invariant across the systems? (Barone, 1935:
pp. 245-290)

Barone stated his conditions for a socialist economy after describing
how a capitalist economy attains equilibrium. He began by positing
what we would now call a mixed economy: ‘Individuals own some
resources but the bulk of resources are owned by the State. The Ministry
of Production has to solve the problem of combining these individual
and collective services in order to procure the maximum welfare for its
people’ (ibid: p. 265).

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa

Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



156 Meghnad Desai

He stated two conditions: there is no money and there are no prices,
but the Ministry of Production ‘maintains [...] some method of deter-
mining ratios of equivalence between the various services and between
various products and between products and services. Individuals bring
their products to the socialised shops to exchange them for consumables
or state owned resources for own use.’

Barone concluded that the achievement of maximum efficiency is
impossible unless the Ministry can incorporate the idea that the tech-
nical coefficients of production are not given constants but are variable.
The optimum variation can be calculated in a market place within the
‘anarchy of markets’; a Ministry can only do so a priori if it can carry
out experiments, but then the test of efficiency can only be applied
during the course of the working of the economy. It is the difficulty of
allowing the variability of production conditions which in the market is
done by the death and birth of firms which is the obstacle for a socialist
economy.

If the Ministry of Production proposes to obtain the collective
maximum - which it must, whatever the law of distribution may be
adopted - all the economic categories of the old regime must reap-
pear, though may be with other names: prices, salaries, interest, rent,
profit, saving etc. [...T|he same two fundamental conditions which
characterize free competition must reappear |[...] the conditions of
minimum costs of production and the equivalence of price to cost of
production. (ibid: p. 289)

The First World War changed the context of the debate even before the
Russian Revolution. Lenin had been impressed by the way the German
war economy was organised; on highly centralised lines with allocation
based on the needs of war rather than on prices or profits. For him,
this was a demonstration of Marx'’s prediction of the centralisation and
concentration tendencies of Capitalism. The economy had become a
single firm. He called it State Capitalism and saw it as a transitional step
towards Socialism (see Desai, 2002 for a discussion).

A much more serious contribution was made by Otto Neurath on the
practical issues of running a post-Capitalist Socialist economy. In the
aftermath of the war, in the wake of the Austrian Revolution, a Socialist
Party had seized power. Otto Neurath then put forward comprehensive
scheme with supporting arguments for a Socialist economy to be based
on non-monetary, even non-market, considerations. Thus he wrote
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Maximum profits is the purpose of the individual business in the
capitalist economy [...] a maximum of happiness, of the enjoyment
of life in a community and of utility is the purpose of a socialist
economy. (Cartwright et al., 1996: p. 29)

Neurath believed that money led to misallocation of resources, since
prices distorted use values. As with the German war economy, Neurath
argued,

The theory of the Socialist economy acknowledges only one manager
or producer - the society - who organises production and shapes the
standard of living on the basis of the economic plan, without calcula-
tion of losses or profits and without taking the circulation of money
as a basis, be it in the form of coins or labour. (Cartwright et al., 1996:
p-37)

Thus there is no market, no buying and selling — only direct allocation
of goods based on need. Money or profits play no role in a socialist
economy. Production decisions are subject to democratic control.
Neurath’s ideas have been ignored in recent debates on Socialism, but he
clearly embodied the ideas of those who saw the market as a distorting
allocation mechanism. (Marx and Engels were not of this view. If
anything they wanted the full play of market forces. See Hollander,
2010, 2011.)

9.3 Mises’s critique of moneyless allocation under
Socialism

It was the idea of a moneyless allocation of resources under Socialism
which had led Mises to argue that if so, this could not be a rational allo-
cation system. As Hayek described the ideas of Neurath,

Dr. O. Neurath [...] tried to show that war experiences had shown
that it was possible to dispense with any considerations of value in
the administration of the supply of commodities and that all calcula-
tions of the central planning authorities should and could be carried
out in natura, i.e. that the calculations be carried in terms of some
common unit of value but that they could be made in kind. Neurath
was quite oblivious of the insuperable difficulties which the absence
of value calculations would put in the way of any rational economic

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa

Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



158 Meghnad Desai

use of resources and even seemed to consider it as an advantage.
(Hayek, 1935: pp. 30-31)

As such it was bound to fail. ‘Only through the rationalisation inherent
in economic calculation based on the use of money could the human
mind come to understand and trace the laws of action’ (Mises, 1935:
p- 95). There are some delicious ironies here. Much of the then (and
even now) dominant theory of allocation makes no use of any property
or of money except as a unit of account. Walrasian theory can arrive at
the solution of the General Equilibrium problem without any reference
to the amount of money. Ricardo is no different; indeed Walras was only
putting Ricardo in mathematics except for a different theory of value —
marginal utility rather than labour time. Money is not germane to the
equilibrium at all. The Vienna School to which Mises and Hayek belonged
was not of course totally signed up to the Walrasian programme, but it
did not have any better substitute. Hayek, who ended up fighting the
battle against Lange, was a firm Walrasian as he made clear in his LSE
lectures of 1931 later published as Prices and Production (Hayek, 1935).
He later abandoned the Walrasian paradigm on the grounds that it
demanded complete knowledge, and went on to explore the problem of
the division of knowledge among economic agents (Hayek, 1937). But
whatever these later developments as at the time of the debate, rational
calculation in a market economy had been shown to involve some elab-
orate barter processes (perhaps involving a mythical auctioneer) but not
monetary calculation.

9.4 Oskar Lange’s counter-coup

Neurath’s experiment had been short-lived and never became well
known. But since the debate about the possibility or feasibility of
Socialism had been cast in terms of rational allocation, Lange’s answer
to Mises is very much a tactical coup. The bulk of the essay (pp. 57-98) is
devoted to demonstrating the similarity of the allocation problem under
Capitalism and Socialism, and then demonstrating that Socialist alloca-
tion can mimic the efficiency of Capitalist allocation and, despite the
lack of private ownership of resources, provide an equal if not a better
outcome in terms of efficiency.

But it is important to note that the battle is fought narrowly on the
issue of allocation. Socialism seems to have arrived by some peaceful
method, since the problem of transition is not explicitly discussed.
There has been no disruption of the production process and no obstacles
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placed by capitalists in the path of the socialist economy managers. An
economy which was capitalist on Friday had become socialist on the
Monday after. In his section on Transition at the end of the essay, Lange
advocates wholesale and immediate nationalisation of all private capital
on the first day of Socialism to avoid the disruption which was inevi-
table from the arrival of Socialism. This is in order to avoid any sabo-
taging by the capitalists. Clearly he has more knowledge of such dangers
than Barone had. There are thus contradictions within the text which I
would like to highlight, as doing so may throw some light on the actual
experience of Socialism.

Lange made the crucial, though implicit, assumption that in the
Socialist phase all the market relations which have previously allocated
goods and services under Capitalism will still be available as a reference
point. Thus the disruption due to the transition to Socialism would be
minimal. The market can then be recreated as an algorithm for solving
equations of demand and supply. The previously prevalent prices serve
as points of departure for recalculating equilibrium prices under the
new regime. Lange implicitly invoked local stability of the Walrasian
Equilibrium, though at the time he wrote the issue of stability had not
been formally tackled. It was not to be solved till the early 1950s, by the
work of Arrow and Debreu (Arrow and Hahn, 1970).

The entire problem and its solution have the easy aspects of a transi-
tion to Socialism over a weekend. There seems to have been no confis-
cation of property or reprioritising of policy objectives; supplies have
not been disrupted or sabotaged. Lange does not pose the problem of
changing the identity of who owns the capital goods or what the condi-
tions of wage labour are, or whether barter will be used rather than
money prices.

In the main part of the exercise Lange took for granted the claims
of Walrasian theory about the efficient allocation of resources by the
market. The static nature of the Walrasian model is not questioned, nor
is it asked how excess demand or supply will be resolved outside the
time dimension by the auctioneer. Lange even allowed that Walrasian
allocation rules will solve the longer-run problem of expanding some
industries and shrinking other since the Central Planning Board has all
the information. This is not actually a question posed, much less solved,
in a Walrasian model. Even Marshallian Economics got into a muddle
about the Long Run Average Cost Curve. Gerard Debreu’s work reestab-
lished the validity of Walrasian insights but confined the proof to an
Economy of Exchange given endowments and did not tackle production.
(To the best of my knowledge production has yet not been integrated
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into an Arrow-Debreu model). Debreu has showed how many heroic
assumptions are necessary to eliminate time from the Walrasian model,
by introducing contingent commodities and pretending that the equi-
librium allocations for all the time periods in future are obtained in the
first instance by solving the equations, and then the market passively
unfolds the equilibrium in each period with no shocks (Debreu, 1960).
There is no real time dynamics in a Walrasian model, either original or
in the Arrow-Debreu version.

Even in terms of what was known about the Walrasian model in the
1930s, Lange avoids the discussions of the flaws in the Walrasian model.
Thus it was known that Walras had stated the conditions for equilibrium
and articulated the equations but had not been able to demonstrate that
an equilibrium existed. Gustav Cassel had shown that an equilibrium
could exist for a linearised version of the Walrasian model. Abraham Wald
had made the first breakthrough in the Menger Seminar in Vienna in the
1930s by showing that if the equilibrium condition could be relaxed to
allow for non-negative rather than strictly positive prices, then an equi-
librium could be said to exist (Dorfman et al., 1958: pp. 346-389).

Of course neither Wald nor anyone else, to my knowledge, asked what
would happen in markets where the equilibrium price was zero. Will
that industry disappear and set off some dynamic repercussions, or will
the industry resume production in the next period when it obtains a
positive price? If the former, does the equilibrium solution for the other
n-1 markets have to be recalibrated, and do we know whether there
would not be further zero prices as result of eliminating one market? The
non-negativity of prices is a formal condition whose real consequences
were not and have not as yet been examined.

Thus the Walrasian allocation model was not at all as perfect as Mises
had argued and Lange accepted. There is also no hint of the argument at
the outset that whatever the theoretical elegance of the Walrasian model
it had no relevance for the study of a capitalist economy. Schumpeter
had offered a critique of Walrasian theory from this perspective at the
outset in his two-volume magnum opus Business Cycles (Schumpeter,
1939). Lange had worked with Schumpeter during the thirties, but does
not hint at this critique.

9.5 Lange’s critique of Capitalism

Thus while there is no critique in the bulk of the paper of Capitalism as
causing cycles and unemployment, towards the end, after settling the
allocation problem, Lange devoted a long section to ‘The Economist’s

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa

Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



The Walrasian Socialism of Oskar Lange 161

Case for Socialism’. It is here that he said that while the formal princi-
ples of allocation are the same in the two systems, the actual allocation
is better under Socialism. There are two grounds for this superiority;
first it is because Socialism can afford a better distribution of incomes
while retaining consumers’ choice and the free movement of labour as
between occupations; the other reason is that while a capitalist economy
can be prone to Pigouvian market failure, a socialist economy can avoid
it due to public ownership of resources. This in Lange’s view also allows
the socialist economy to avoid business cycles. As he said,

In a socialist economy there can be, of course, grave mistakes and
misdirection of investments and production. But such misdirection
need not lead to shrinkage of output and unemployment of factors
of production spreading over the whole economic system. A private
owner has to close his plant when he incurs grave losses. In a socialist
economy a mistake is a mistake, too, and has to be corrected [...]
Mistakes can be localized, a partial overproduction does not need to
turn into a general one. (Lange et al., 1938: p. 106)

It is in this context that Lange adds that a capitalist system is not
competitive in any case, as Joan Robinson and Edward Chamberlin
had just demonstrated. ‘Only a socialist economy can fully satisfy the
claim made by many economists with regard to the achievements of free
competition’ (ibid: p. 107). The one doubt Lange admitted about the
working of Socialism is about the efficacy of public officials as managers,
compared to private ones. Hayek was later to zero in on the problem of
incentives for socialist managers to minimise costs or achieve efficiency.
Lange was however worried about a problem which was to prove the
most difficult for ‘Really Existing Socialism’. As he said:

It seems to us, indeed, that the real danger of socialism is that of a
bureaucratization of economic life, and not the impossibility of coping
with allocation of resources (italics in the original). He softened the
blow by castigating the same danger under monopolistic capitalism
and added, again rather piquantly in terms of what happened later
on, ‘Officials subject to democratic control seem preferable to private
corporation executives who practically are responsible to nobody’.
(ibid: pp. 109-110)

At this point, Lange unleashed a deeper critique of Capitalism, which
reflects the then prevailing mood of pessimism about its prospects. He
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argued that far from being innovative and dynamic, Capitalism had
been caught up in conserving currently unprofitable industries by the
virtue of monopolistic practices. He started off on this section of his
argument by stating quite dramatically what is the nub of the issue.

However, the really important point in discussing the economic
merits of socialism is not that of comparing the equilibrium posi-
tion of a socialist and of a capitalist economy with respect to social
welfare. Interesting as such a comparison is for the economic theorist,
it is not the real issue. The real issue is whether the further mainte-
nance of the capitalist system is compatible with economic progress.
(ibid: p. 110, italics in the original)

Lange admitted that Marx has praised the dynamism of capitalism but
then averred that at the time of his writing the separation of ownership
and management had made corporations more interested in conserving
value than in innovating which would destroy value. He calls this stage
financial capitalism (italics in the original). It is this tendency in his
view which dries up new investments and leads to Keynes’s predicted
underemployment equilibrium. To cure this ill, public investments are
needed. The conclusion is then inevitable.

It seems to us that the tendency to maintain the value of old invest-
ment can be removed successfully only by the abolition of private
ownership of capital and natural resources, at least in those industries
where such tendency prevails. (ibid: p. 116)

The cure lies in reintroduction of free competition, a favourite Chicago
cure for the ills of capitalism. But there will be political interference due
to large corporations lobbying against it. The alternative of increased
control of production and investment by the government could not
work if it was only partially implemented. There was no alternative but
going to the final solution and moving to socialism. In the final section
of ‘On the Policy of Transition’, Lange opts for a one-off wholesale
nationalisation of all private property when socialism comes.

A socialist government really intent upon socialism has to decide to
carry out its socialization program at one stroke, or give it up alto-
gether. The very coming into power of such a government must
cause a financial panic and economic collapse. Therefore the socialist
government must either guarantee the immunity of private property
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and private enterprise in order to enable the capitalist economy
to function normally, in doing which it gives up its socialist aims
or it must go through resolutely with its socialization program at
maximum speed. (ibid: p. 125)

9.6 Conclusion

The Mises-Hayek debate ended in a triumph for Lange. Generations
of young economists and intellectuals were convinced that that the
Socialism versus Capitalism debate had been settled once and for all by
Lange’s superior logic, which relied upon the economic theory accepted
by Mises and Hayek to refute their critique. Here for many was the
blueprint of post-war democratic Socialism as much as for full-blooded
Socialism. Lange’s argument was very influential during the immediate
post-war period (as I can vouch from my own student days in Mumbai
during the 1950s) when many new nations came into existence and
wanted to avoid the worst of Capitalism and embark on some form of
Socialism. Lange had shown that Socialism could allocate goods as well
as Capitalism; that it could do better thanks to a better distribution of
incomes and the ability to avoid business cycles — and finally, given the
exhausted dynamic of Capitalism, Socialism could gradually replace it
by selective nationalisation.

Writing 67 years after the end of the war and 20 years after the collapse
of the Soviet Union, one has to ask: What went wrong? Not so much in
history, since that is a large topic to tackle, but in the debate. Were we
too eager to accept what we wanted and hail the superiority of socialism
without examining the arguments on both sides?

The problems lie in Lange’s tactical coup, which is at variance with
his political realism in the later sections of the paper. At the core of
the debate Socialism comes smoothly after Capitalism with all the insti-
tutions intact and no disturbance to economic life. The economy is
described as Walras-style free competition, and all we have to show is
that socialism can be as competitive as capitalism and either side can
solve equations, one perhaps better than another. But this debate is both
theoretically flawed and practically irrelevant. It is theoretically flawed
because even on its own terms Walrasian equilibrium theory is fragile
and has not really been robustly established. It was also clear to all sides
of the debate, though not acknowledged by either, that Walrasian theory
had little relevance to real life. Mises and Hayek had worked on business
cycles and Lange on monopolistic distortions. So each side knew that
the debate was shadow boxing of an esoteric sort.
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As for Lange, the later part of his essay acknowledges the irrelevance
of the earlier part. If he admitted at the very end that the arrival of
socialism would lead to a breakdown of economic life, what relevance
does the trial and error method of calculating equilibrium prices have?
There will have to be a takeover of ongoing firms, and bureaucratic
power would be the only allocating mechanism. What Lange had feared
may happen but dismissed as no worse than life under monopolistic
competition, which had become the perpetual nightmare of socialist
economies.

What we need to take from this debate is that the premises of the
debate were false to begin with. A Capitalist economy is not and has
never been adequately described by the theory of competition in the
Walrasian or Marshallian sense. It is dynamic, not static. It has monopo-
lies and oligopolies and cartels — and even so there is a rough and ready
way in which it ‘works’. It works through cycles of booms and busts,
through bubbles and bankruptcies. We need to abandon the notion of
a static equilibrium and comparative statics. Markets are not equations-
solving algorithms. They are a dynamic real game played by hundreds
of real people whose daily lives and future prospects depend on the way
the market allocates resources. That market we have yet to understand.
Economists want to be able to teach a simple story, so we teach the
microeconomics which is at hand. But it has never had any relation to
real life. The task of constructing a theory of how Capitalism works in its
day-to-day existence, which Marx was the last serious economist to try,
still remains unfinished. It may be that is why the Socialism which Marx
predicted as following a mature Capitalism remains elusive.

Note

1. I wish to contrast Marxists with Leninists, since in the latter tradition
Socialism can come before the full maturity of Capitalism while in Marx’s
work this possibility is denied. I have discussed these two traditions in my
Marx’s Revenge (Verso, 2002).
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Between Memory and
Historical Enquiry: Kalecki and
the Warsaw Centre of Research

on Underdeveloped Economies
in 1962-1968

Marcin Kula

10.1 Introduction

The study of human and social sciences in communist-era Poland is still
awaiting in-depth investigation.! Generally speaking, the closer these
disciplines were to current affairs, politics and ideology, the lower their
level. Under Stalinism, sociology as a science was banned - which is
actually something that may have benefited it, since it was thus able to
avoid the worst compromises that others were forced to make. It was a
difficult time for philosophy as well. In history it was more prudent to
pursue subdisciplines dealing with distant periods. At the same time,
though, politically sensitive issues could appear in an area of science that
one would think was the furthest thing from the minds of the authori-
ties and/or ideologues. If in the USSR genetics could take on a funda-
mental political significance, then obviously so could anything else.
For example, in Polish historical writing, at a certain point it became
important to prove that the territories that Poland had acquired from
Germany after the Second World War had centuries ago been Polish.

At the same time, even in the most politically sensitive areas there
were always some more reasonable scientists who did not forget that
science is something different from politics. They frequently escaped
toward less politically charged areas of their discipline, the history of the
area studied, or the history of the discipline itself.
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There were two factors that favoured the maintenance of a relatively
high level of many academic disciplines in communist-era Poland: first,
the fact that there were still a number of scientists working there who had
been educated before the war, most of whom - and this includes those
with leftist beliefs— even if they had been forced to stop working during
the Stalinist period, returned after the liberalisation of 1956. The second
factor was the reestablishment of foreign contacts by Polish scientists after
1956. We visited the West and hosted Western visitors. We read Western
literature, a fair amount of which was translated into Polish. Years later
we were surprised to find how many of our colleagues from Lithuania,
Ukraine, Belarus and Russia knew Polish. Frequently, they learned the
language precisely to be able to read literature that was published in
Poland and gain an otherwise unattainable window on the world. At any
rate, the changes of 1956 were very important for saving Polish science.

10.2

Economics under communism was in a difficult situation. By its very
nature, it was one of the social sciences most entangled in politics and
ideology. The whole Marxist theoretical construct became a dogma that
was difficult to sidestep. The combination of economics as a science
with the praxis of economy, where decisions were also shaped by
dogma, irrevocably tied it to current politics. Many communist officials
believed themselves to be experts on the economy, which also made
scientific work more difficult. For many academics, the conditions
created by communism had the potential to corrupt; it allowed them to
build unwarranted careers in party and/or state apparatus as well as in
science — as ‘our’ scientists, approved by the authorities. Superimposed
onto this were developments that were detrimental to intellectual life in
general — first and foremost, the limits placed on freedom of expression
(see, among others, Haugstad, 2008).

Economics, like everything else, underwent huge changes after the
political breakthrough of 1956. That breakthrough was itself partly
due to the absurdity of the economic principles that had been used to
manage the economy under Stalin becoming obvious. Under the six-
year plan (1949-1955) economic conditions had deteriorated radically,
causing universal frustration in Poland. The workers who protested in
Poznanl in 1956 were the leading edge of a rising tide. It was the fear
of a further rise that proved to be one of the important factors behind
the government’s accession to change. Another was the set of political
events initiated in the USSR by the 20th Congress of the CPSU.

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa

Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



Between Memory and Historical Enquiry 167

The liberalisation that occurred after 1956 brought about a renaissance
of economic thought. The condition of the economy and the obvious
absurdity of the management methods being used stimulated various
kinds of reflection. The keyword of the period was ‘reform’ — including,
perhaps most importantly, reform of the economy. The general trend
was to abandon what was known as pie-in-the sky economy in favour
of considering the actual situation. Oskar Lange pointed out the need
to carry out research on the actual income of the population. Soon after
Michat Kalecki, who since 1962 had been Chairman of the Committee
for Research on Social Issues of People’s Poland of the Polish Academy of
Sciences, encouraged research both on the subject of crime - especially
economic crime — and on comparing the current incomes of blue- and
white-collar workers with those before the Second World War. Asked
later about the route he had taken to arrive at the conclusions of his
papers on the socialist economy, Kalecki answered that he would sit
at meetings at the Council of Ministers’ Planning Committee and try
to understand how it all worked (or didn’t work). And in fact he did
develop a concept that was grounded in reality and not up in the sky.

The renaissance of Polish economic science after 1956 possessed
several characteristic traits. The idea of restoring some sense to
economics united people of totally divergent backgrounds — such as
Czestaw Bobrowski, the head of the post-war Central Planning Office,
subsequently a political émigré, and Wlodzimierz Brus, who had
formerly been an outspoken critic of both the office and Bobrowski
himself. The group included Oskar Lange, a leading communist poli-
tician, Michat Kalecki, who had very little in common with commu-
nism, and Edward Lipinski, a pre-war socialist who under Stalinism
had worked on the history of economic thought (most probably not
only because it interested him but also due to the perceived difficulty
of tackling contemporary economics). They also included Kazimierz
Laski, a man who, although previously closely tied in with commu-
nism, became a very reasonable economist. There was also Jerzy
Tepicht, formerly employed in the party apparatus who had worked
on the collectivisation of farming and subsequently established the
Agricultural Economics Institute, an organisation whose work contrib-
uted to an understanding of actual conditions in the peasant villages.
There was Tadeusz Kowalik, a member of the (communist) Polish United
Workers’ Party (PZPR), but at that point already out of favour with the
government as a ‘revisionist’. Very noteworthy was the composition of
the Economic Council, an institution established by the government
after 1956 to consider directions of reform but soon after abolished. Its
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chairman was Lange, but it was actually led by Bobrowski; Kalecki took
part in its work.

All of them were leftists in the broad sense of the term. The right wing
did not on the whole have any illusions about the possibility of rational-
ising the economy. It was probably also more difficult for it to operate —
even during the relative liberalisation. The scientists mentioned were
people who did not have an overly rosy view of the economic condition
of Poland before the Second World War. They were all people marked
by the experience of the Great Depression who had been certain of the
need to introduce various reforms in Poland as well as to pursue an
active state-supported development policy. They did not question the
principle of economic planning, but only the grave imperfection of its
communist version. Kalecki ‘supported central planning based on his
own concept. He believed that central planning should be a process that
combined democratic bottom-up pressure with a top-down structuring
of postulates proposals’ (Sadowski, 2011: p. 182). Regarding issues of
economic development, Kalecki would say that socialism certainly has
greater capability to mobilise — although, just as surely, he was not in
favour of mobilising either with the methods used in real socialism or in
the name of achieving unrealistic objectives.

The group’s underlying idea was that of a rational reform of socialism
rather than of abandoning it — which at the time would have been totally
unrealistic. They were all strongly pragmatic, ready to work with various
leaders and to propose solutions that made sense within the limits of
what seemed possible. It is said that Kalecki, when in India once, was
asked why he did not suggest solutions more radical than those he was
proposing. He reportedly answered, ‘Because you don’t invite foreign
advisers to conduct a revolution.” Czestaw Bobrowski advised Colonel
Houari Boumediene in Algeria — not a paragon of democracy; later on,
Bobrowski went on to advise General Jaruzelski, amazing many of us who
viewed the general negatively, as a person who had imposed martial law
on Poland in 1981. When asked about his motives, Bobrowski suppos-
edly said, ‘Boumediene was no better.” It seems that these men were
ready to advise and formulate plans for anybody, as long as they could
honestly say what they believed was right.

Kalecki’s several resignations from various posts at different stages of
his life are a case in point. In a short autobiographical note written in
1965, Kalecki gave a brief description of his motives in each case. His
first resignation came in 1937, when he left the Research Institute of
Business Cycle and Prices (he had been abroad since 1936 as a Rockefeller
scholar):
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In November 1937, two of my colleagues from the Institute of Business
Cycle, Ludwik Landau and Marek Breit, were dismissed because of
a bulletin on the economic situation which they authored. In soli-
darity with them, I have resigned the position I held at the institute.
In letters sent to the press, I have explained that the reason for this
step was that due to the way my colleagues had been treated, I would
be unable to perform objective research work.

His next resignation came after the war, when he was working for the
UN Secretariat. He wrote:

At the end of 1953 the Mexican Government approached the UN
Secretariat with a request to delegate me as an expert within the tech-
nical assistance program. The request was denied due to the alleged
impossibility for me to abandon my work for a period of several
months. It was, however, entirely clear that the actual reasons behind
the refusal were purely political.

Shortly thereafter, I met with similar trends in my on-going work. In
the spring of 1954, despite my vigorous protests, the chapter of the
World Economic Report on the Chinese People’s Republic was totally
altered (I first included China in the report in 1950 and already then,
I encountered serious difficulties). Some time later, under the pretext
of a reorganisation of the UN Secretariat, my role in developing the
report on the global economic situation was severely curtailed. In
view of this, I came to believe that my work at the UN Secretariat
could no longer be effective. Accordingly, with the agreement of
the Government of the People’s Republic of Poland, I resigned my
position at the end of 1954 and returned home. (Sadowski, 2011:
pp. 178-179)?

Kalecki’s next resignation — the one in 1968 — will be discussed further
down.

The other members of Kalecki’s circle also had certain limits which
they tried not to exceed. Even though some of them belonged to the
PZPR (which Kalecki never joined), they did not belong to either of the
two categories of communist typical of ruling communist parties: they
were neither fanatics nor careerists looking out mostly for their own
interests and for the system that enabled them to further those interests.
It is true that after 1956 the whole party was undergoing fundamental,
though not very noticeable, changes. The fanatical type was becoming

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa
Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



170 Marcin Kula

a feature of the past and careerists were coming to the fore, but the
party membership consisted mostly of average people who actually had
little to do with communism; the party was becoming an association of
administrators and directors.

One gets the impression that the style of these economists’ thinking
was like that of the left wing in the West (if we accept for the moment
that that thinking was homogeneous). It is characteristic that several of
these men spent some time living in the West — usually as émigrés who
had left Poland under various circumstances. Kalecki himself worked
abroad from 1936 to 1954 (with a three-month interlude in 1946, when
he returned to Poland).

Also noteworthy is the fact that many of the members of this circle
who were members of the PZPR either resigned or were thrown out.
Several of them went on to play important roles in the democratic oppo-
sition, the Gdafisk shipyard protest of 1980 and Poland’s move away
from communism.

10.3

The renaissance of economics as a science after 1956, like the resurgence
of other social sciences at the time, had its limits. The government
never allowed an open breach of the imponderables of the principles of
Marxism and the system. They also upheld the principle of friendship
with the Soviet Union, defining this friendship very broadly, extending
its scope to cover certain areas of science. This position inevitably led to
attacks against scientists who were particularly distant from dogmatic
Marxism, openly opposing it or the ‘wisdom’ of the PZPR. Academic life
in communist Poland always remained curtailed to some extent, even
during the period of its greatest liberalism.

At the same time, the limits of freedom after 1956 were incompa-
rably broader than under Stalinism. The regime actually tolerated quite
a lot, especially if someone did not speak directly against them, was an
independent authority (which did happen in Poland) and didn’t try to
spread their ideas among a wider audience. Furthermore, in Poland the
communists in power really did include some people who were saner,
and realised who was and who wasn’t a good scientist; in any case, some
peoplelike that were needed because of domestic and international public
opinion. Sometimes, tolerating them, the system attempted to ‘model’
them as well. When the system coveted somebody who was obviously
not tied to it, they were referred to as ‘progressive’. Sometimes, when
there was only the slightest reason, the word ‘Marxist’ would even be
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used (it was, after all, the party that decided who was or wasn’t Marxist,
and the criteria did not have much to do with philosophy). Thus, when
in 1965 the Senate of the Higher School of Economics in Wroctaw (today
the Wroctaw University of Economics) considered awarding an honorary
doctorate to Professor Kalecki, the Enterprise Economics Department
that submitted his candidacy in an unsigned document characterising
the candidate wrote about his Essay on the Theory of the Business Cycle:
‘The theory, deeply anti-capitalist in its assumptions, may be considered
to be a development of certain ideas of Marx, as described in Volume 3
of The Capital.”® Let us not delve too deeply into whether Kalecki himself
would agree with this description. Perhaps the author of that document
was sure that it was correct. Both these issues were of secondary impor-
tance, however. More significant was the fact that a suitable pretext to
honour Kalecki had been found.

Kalecki was convenient for the authorities, and necessary as well;
perhaps the more sensible representatives of those authorities also real-
ised that he was an eminent scientist. He was not a man of the establish-
ment. As a participant wrote about one of his lectures:

After coming back to Poland he spoke at the memorable Economists’
Congress in 1956 where he presented a speech on economic growth
theory. He caused a sensation because what he talked about had
nothing to do with the official Marxist doctrine and showed entirely
new ways of thinking. (Sadowski, 2011: p. 179)

Nevertheless, the self-same Kalecki received the state prize in 1966, an
honorary doctorate from Warsaw University in 1964 and the Higher
School of Economics in Wroclaw in 1965 (the awarding of honorary
doctorates also had to have government approval). In 1964 he was
awarded the Order of the Banner of Labour, a very high communist
distinction. Significantly, between 1955 and 1957 he worked at the
Council of Ministers’ Office as an adviser to the First Deputy Prime
Minister, who was in charge of the economy, and in 1957-1964 at the
Council of Ministers’ Planning Commission - initially as Chairman of
the Committee for the Perspective Plan and subsequently as Scientific
Adviser to the Chairman of the Planning Commission. Between 1957
and 1964 he headed the Polish delegation to the Council for Mutual
Economic Assistance in Moscow.

In Poland at the time, if one accepted certain ground rules it was
possible to function fairly reasonably and achieve something — even
in science. Science was becoming differentiated. And even if not all
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schools of thought could be openly represented, a scientific discipline
could include people as different as Michat Kalecki and his faithful
opponent Bronistaw Minc (supported by the more hard-line members
of the authorities; a man whose academic achievements have faded
into obscurity). Polish economists after all included on the one hand
renowned scientists like Kalecki and Lange, and on the other the party
school economists who repeated the same Leninist slogans over and
over like a mantra of their atheist faith.

10.4

Of significance to economy as a science was the fact that that the party
elite who came to power then, although more rational than under Stalin,
began to abandon relatively quickly any thought of economic reform.
This occurrence — together with the general roll-back of liberalism in
many scientific disciplines — had to have a negative impact on the science
of economics. Economic thought - especially the broader and less tech-
nical sort — was becoming inconvenient. The rigid economic planning —
or the most egregious political repressions — of the Stalinist period never
came back, but the hopes for broader economic change that people had
fostered in 1956 gradually became nothing but a memory which the
authorities exerted every effort to erase. It was at about this time that
the world experienced the liberation of Africa, the Cuban revolution,
and, in the social sciences, a great wave of interest in the Third World.
It was that wave that brought me into contact with economics, and
specifically with Michat Kalecki. A historian and sociologist by training,
I became interested in the Third World - and this coincided with the
establishment of the Centre of Research on Underdeveloped Economies
at the University of Warsaw and Central School of Planning and Statistics
(SGPiS - today, the Warsaw School of Economics). The centre was headed
by Ignacy Sachs, and the chairman of its council was Michat Kalecki.*
This was where (in 1965) I entered graduate school, although due to the
political upheavals, more on which below, I was forced to complete my
studies elsewhere.

The Third World offered a new area of study and reflection for the
awakened Polish economists who were already beginning to feel the
tightening of the ideological screws. Firstly, these were issues that were
unknown, important and interesting.® Secondly, they enabled us to
stay within the realm of economic development — meaning we main-
tained our research interests, although we dealt with different regions
and different conditions (which only made things more interesting).
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The work clearly required an interdisciplinary approach, which Sachs
promoted and which opened opportunities for historians, for example,
to cooperate. Thirdly, this choice of topic made it possible to preserve
certain elements of left-wing economic thinking; it was obvious that
in economically underdeveloped countries state control and central
planning would still be appropriate. Fourthly, all — including left-wing
and planning-based - thinking and actions with respect to Third World
countries could be based on actual reality — something which in the case
of Poland posed a problem to honest economists.

At that time, many Polish economists, including Kalecki, took posi-
tions as advisors in various economically underdeveloped countries.
Kalecki himself served as advisor in India in 1950 and in Cuba in 1960
(he also worked in other countries at other times). His circle in Warsaw
developed practice economic plans for various such countries. Contrary
to dogmatic economic Marxism, these plans did not recommend devel-
oping heavy metallurgy as a universal solution. They took into account
real conditions, including institutional factors. Especially interesting
was the attempt to develop a strategy for Mongolia, which was very
difficult due to the local conditions and the enormous cost of trans-
port that increased the cost of any export. The group that was working
on the problem remarked that animal husbandry, highly developed in
Mongolia, could be a source of raw materials for the pharmaceutical
industry, the products of that industry weighing little, being easy to
transport and with sufficient value added to make their export finan-
cially viable. A significant part of the puzzle was the political protection
of socialist markets, which would provide Mongolian pharmaceuticals
with a market. Without such protection, those ideas would of course not
make sense — just as the later Cuban plans to develop the pharmaceu-
tical industry did not have huge chances of success.

A realistic appraisal of the situation was also the starting point for
Kalecki’s thinking about Cuba. He had a very negative opinion of what
the Cubans had told him, about doing away with monoculture by
destroying sugar cane plantations. He asked his hosts what exactly —
regardless of the economic profile they were planning for the future —
they planned to live off then and there. He held a similar view of the
increases in all the indicators in the plan he had developed for Cuba,
which the Cuban authorities considered to be insufficiently revolu-
tionary or optimistic.

Also characteristic was Kalecki’s interest in Vietnam’s war economy —
as an experience that demonstrated the potential to mobilise economic
factors in peacetime.
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Significantly, the planning postulated in Kalecki’s circle was more of a
reflection on economic strategy and less of the typical socialist planning
of the sales levels of cabbage in every corner shop. Kalecki’s position
on the role of foreign capital was typical. At the time when dogma was
so important in the communist world, he said that foreign capital in
itself was neither good nor evil; it all depended on how it worked with
respect to the national development goals. Planning, in his view was
not supposed to mean forcing anybody to do anything. Kalecki used to
say that a good advisor is one who advises in such a way that the prime
minister of the host country wakes up one morning convinced that it
was he or she who had had a great idea.

There was another factor that made economically underdeveloped
countries not only an attractive area of study but also in a sense a conven-
ient one. This was that the communist authorities were less concerned
about Polish economists’ thinking on the Third World than about their
thinking on the communist world, including Poland. The authorities
did try to interpret everything that happened in the Third World as
reflecting favourably on communism and bearing out its ideology. But
this was no longer the time when, in the Soviet interpretation, the
history of France resembled the history of Madagascar and vice versa.
Even regarding those issues with more direct relevance to communism,
it was acknowledged that within the framework of general principles
different approaches were possible. Communist elites realised that condi-
tions in the Third World were different, and they no longer denied it;
the times when Soviet authorities had demanded deliveries of pork from
Soviet Muslims were over. For this reason, when working on economi-
cally underdeveloped countries, Kalecki was able to develop his concept
of intermediate regimes, and - together with Sachs — the concept of a
mixed economy. It was also possible to develop the concept of growth
barriers, based on which Ignacy Sachs analysed the foreign trade barrier.
It was possible to work on selection techniques promoting development
(Zofia Dobrska) or reflect on the role of the state in economic develop-
ment or — let’s say — the concept of perverse growth (Ignacy Sachs, see
Sachs, 2008).

Work on economically underdeveloped countries was facilitated for
yet another reason. The Soviet Union and the countries of the socialist
bloc cared about contacts with the Third World. They strove to establish
those contacts on many planes. They showed caution and skill in their
actions. Gone were the times when foreigners were brought to Moscow
in order to use the most illustrious among them as propaganda tools,
or to train them as revolutionary instructors and/or spies. Although
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this was probably also happening at the time I am referring to, there
were also other types of activity. Within these activities several research
organisations specialising in Third World topics were established in
Warsaw, including the centre mentioned above, headed by Professor
Sachs and Michat Kalecki’s seminar, which attracted leading Polish, and
sometimes foreign, economists. Besides the centre, there was also the
Advanced Course in National Economic Planning for economists and
planners from developing countries; it was attended by young econo-
mists from Third World countries. The authorities realised that to keep
them coming, the course could not consist of political indoctrination
or the same simple drivel served up at numerous Polish courses. I heard
that once even high-ranking officials cooled the enthusiasm of some of
the scientists faithful to the doctrines of the PZPR in order to bring the
course curriculum more in line with new communist standards. Deputy
minister Eugenia Krassowska said at the time that Third World youth
had to be treated very gently (the unspoken implication being that
young Poles were easier to indoctrinate — but this is of course beyond
the scope of this chapter).

The fact that the courses were able to attract students was due not
just to the lecturers but also Warsaw’s fairly high academic reputation
at the time. It was a socialist capital, but at the same time more intel-
lectually interesting than many other capital cities of the Eastern Bloc.
It hosted numerous representatives of various social sciences, frequently
invited to give lectures as part of the course, whose opinions of the city
varied. Seymour Martin Lipset said in Warsaw that capitalism commits
social mistakes, and socialism capital ones; he proved to be an accurate
prophet.

10.5

The boom in the social sciences that began after 1956 ended gradually;
the final, crippling blow to it was not delivered until the anti-intellectual
and anti-Semitic campaign of 1968. This also brought about the disin-
tegration of the Centre of Study on the Third World; both it and the
course for foreigners were taken over by people whose scientific achieve-
ments are unmemorable. The wave of scientists or pseudo-scientists on
the rise at the time had their career path eased, since the government
promoted people who, due to their limited talent, had not been able
to succeed and who in 1968 became convenient; Kalecki once called
that changing of the guard at SGPiS a ‘revolt of the frustrated tutors’.
A change made especially to facilitate the new guard’s careers was the
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waiving of the requirement to obtain the post-doctoral research degree
known in Poland (and in Germany) as the ‘habilitation’. Kalecki said
then that he could not support the maintenance of the requirement,
since he himself did not have a habilitation, nor a doctorate or master’s
degree, either (for personal reasons he never completed a formal univer-
sity course of education). ‘But why’, he asked, ‘do they keep promoting
the stupidest ones?’¢

1968 brought changes to the form of the Centre. The former insti-
tution, affiliated with Warsaw University and the SGPiS, was replaced
by the Research Institute for Developing Countries, tied to the SGPiS
only.” All or nearly all of us who had been connected with Kalecki’s
circle were dismissed from the SGPiS with the mere annotation, if we
were lucky, that we weren't suited to scientific work (thankfully nothing
political!). Sachs, released from his position as head of the centre and
treated very badly at SGPiS, emigrated. Many others among us stayed
in science. The situation in which I found myself was particularly good;
since I was a graduate student, I was not on the faculty, and hence the
automatic dismissals did not apply to me. I wrote the Chancellor that I
had completed my doctoral thesis, and I obtained my doctorate at the
Polish Academy of Sciences Institute of History.

Kalecki resigned from the foreigners’ course after Gomutka’s speech
at the Trade Union Congress on 19 June 1967. The PZPR leader said
then that some Polish citizens of Jewish descent had manifested their
support for Israel after its victory in the Six-Day War. He even used the
term ‘fifth column’ (theoretically meant to be seen as Zionist but in
practice signifying Jewish). Even though that fragment of his speech
was not printed in the newspapers, the signal was clear. Kalecki told
the Chancellor, Prof. Wiestaw Sadowski, that he would not endorse the
course while being accused of belonging to the fifth (Jewish) column.
He submitted his application for dismissal from his post of professor at
SGPiS on 8 October 1968. It read:

After reviewing a number of events that took place at the Main
School of Planning and Statistics during the 1967/68 school year, I
have decided to leave the school this year instead of the next year,
after I turn 70.

In view of the above, please accept my resignation from the posi-
tion of professor at the Main School of Planning and Statistics effec-
tive 30 September 1968’. (AAN, MEN, 1957)

As mentioned above, this was not Kalecki's first resignation.
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The minister naturally acceded to the professor's request. When
Kalecki received the written agreement for him to retire, he took out
two boxes of chocolates he had prepared in his desk; he gave one to the
cleaning lady who swept his office and the second one to the waitress
who brought him tea to his table at the university canteen. He put his
hat on his head and left SGPiS. Nobody said goodbye to him.

But Kalecki was not forgotten at SGPiS. The school held a session that
was his de facto mock trial — a trial that should shame its participants
(Dwilewicz, 2006; Barlik, 2011: pp. 30, 80). Kalecki came to the confer-
ence and listened to the speeches attacking him. He answered briefly —
he said that this was the first conference in which he had ever taken
part which was a witch-hunt, and he left the room (Dwilewicz, 2006:
p- 233). When in Warsaw one known oppositionist was beaten up in the
streets by ‘unknown assailants’ Kalecki began carrying a cane. In view of
the slightness of his physique, he probably would not have been able to
defend himself effectively anyway. Fortunately he didn’t have to. When
he died, on 17 April 1970, Minister of Education Henryk Jabtonski sent
his ‘sincerest condolences at the death of retired Prof. Michat Kalecki, a
leading scientist and long-time research and teaching employee of the
university’ to the SGPiS Chancellor and Senate. He also sent Kalecki’s
widow an ‘expression of sorrow’ due to the death of ‘a leading scientist
and worker who had performed great services for Polish science and
higher education’. The obituary, published in the paper and signed
by the minister, stated, ‘The late Prof. Kalecki was a leading scientific
authority in the area of economic development, an adviser to interna-
tional and Polish organisations and economic institutions. His passing
represents an enormous loss to Polish science.’

These positive words are easily explained. By 1970, the 1968 campaign
was rather a thing of the past, and certain people were probably eager
to forget the role they had played in it. It was easier to cast themselves
in a positive light by talking about a dead person who could not say
anything any more. In 1971, the party’s Nowe Drogi monthly published
an article by SGPiS professor and future minister Janusz Goérski, who
cautiously praised the contribution of Professor Kalecki and his school
to socialist economic development theory. The text was phrased circum-
spectly and not in an unequivocally positive tone — but it was a clear
signal of the coming change. Since the beginning of 1971, the country
had a new communist leader, Edward Gierek. After quarrelling with the
intelligentsia in 1968 and the bloody crackdown on the shipyard strikes
at the end of 1970, which took place while Wtadystaw Gomutka was still
in place, Gierek wanted to begin a new era. This was all the easier, since
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what some party activists wanted to achieve in 1968 had been achieved.
Whoever was supposed to have been got rid of — from the party, their
job, scientific position or even from the country itself — had already been
got rid of. Those who wanted to take their places, to win promotion in
science at the expense of the dismissed, had already been promoted. Life
could go on as if nothing had happened.

10.6 Conclusion

I kept in touch with Professor Kalecki until his death. I felt honoured
that we co-authored a paper at a time when he stayed mostly at home,
without any public activity. I had the impression that at the end of
his life Kalecki felt that economics as a science was going in a direc-
tion other than he wanted. He did not like dogmatically neoliberal
economics, offering models and precepts supposedly applicable every-
where from Labrador to Tierra del Fuego, from Sydney to Anchorage. He
did not live to see the moment when his collected works were published
in Cambridge and he was eulogised by Joan Robinson. The works were
published in Poland in 1979-1988.

Notes

1. Of the existing holistic approaches to the problem, see Connelly (2000) and
Herczyniski (2008).

2. The document is kept in the Warsaw School of Economics archive; I obtained
a duplicate from Dr Malgorzata Mazurek. Kalecki’s difficulties with including
China in the report were to be referred to later by Zdzistaw Sadowski in the
context of his own experiences in this area.

3. Appendix to ‘Wyciag z protokétu posiedzenia Senatu Wyzszej Szkotly
Ekonomicznej we Wroctawiu z dn. 4 VI 1965 r.” (Archives of New Files, files of
the Ministry of National Education, sign. 1957).

4. The copy of Kalecki’s appointment to that position dated 31 January 1962 is
in the Ministry archives (AAN, MEN, 1957).

5. ‘At the time this was a very popular issue in world economy, and in Poland
it attracted those who wanted a break from socialist economics’ (SadowskKi,
2011: p. 177).

6. Quoted from memory.

7. For more on 1968 campaign at SGPiS, see Dwilewicz (2006).
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The Price Mechanism and the
Distribution of Income in
Kalecki’s Economics and Post-
Kaleckian Economics

Jo Michell

11.1 Introduction

The markup of prices over costs plays a central role in Kalecki’s eco-
nomics. The concept originates in his microeconomic analysis of the
pricing decisions of firms operating in imperfect markets under condi-
tions of uncertainty. The ability of oligopolistic manufacturing firms to
fix prices above costs, in conjunction with the assumption of constant
marginal and average costs, results in a direct relationship between the
price mark-up and the distribution of income between wages and profits
within an industry.

This relationship between the price mark-up and the functional distri-
bution of income is extrapolated to the aggregate macroeconomic level
in both Kalecki’s own economics and that of more recent writers in the
Kaleckian tradition. Something that has tended to retreat from view
in those more recent contributions is the related function of the price
system as a determinant of the distribution of profits within the capi-
talist class. This function was an important element in Kalecki’s analysis
and in that of his follower, Josef Steindl, but has received less attention
in subsequent writings.

This essay traces the evolution of the relationship between the mark-up
and the distribution of income in Kalecki’s economics and that of his
followers. The starting point is a discussion of Kalecki’s analysis of the
behaviour of the firm. While this analysis can be extended to industry
level in a straightforward manner, conceptual difficulties in defining the
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boundaries of different industries arise, particularly when making the
jump to the level of the aggregate economy. Even putting these prob-
lems aside, in an economy made up of a number of sectors, each with
a distinctive mark-up, the effects on income distribution of shifts in
pricing behaviour at the level of individual industries or sectors become
impossible to distinguish from shifts in the composition of output due
to changes in the structure of demand.

This interaction between on the one hand, income distribution and
prices, and on the other, aggregate demand and output was central to
Steindl’s (1952) analysis of the stagnation which results from the ‘mald-
istribution of profits’ and ‘enforced indebtedness’ of firms in mature
capitalist economies. The relationship between income distribution and
long-run growth was also the focus of a model derived several decades
later by both Rowthorn (1981) and Dutt (1984). This model came to
be known as the Kaleckian or post-Kaleckian growth model, and has
become one of the main pillars of the post-Keynesian literature.

More recently, an important literature has formed, taking as its point
of departure the influential paper by Bhaduri and Marglin (1990) in
which it is demonstrated that the Kaleckian growth model may, with
minor modifications, generate either ‘profit-led’ or ‘wage-led’ growth.
This literature has a significant empirical strand in which econometric
analysis is used to characterise the historical growth path of individual
countries as either profit-led or wage-led.

The centrality of Kalecki’s work to contemporary post-Keynesian
economics (although unfortunately not to contemporary economics
more broadly) serves to demonstrate the power of his insights and theo-
retical innovations. However, it is argued here that the transition taken
by the mark-up — from a microeconomic concept defined at the level of
the individual firm or industry to an exogenous macroeconomic param-
eter which determines the distribution of aggregate income between
wages and profits — has obscured the subtleties of Kalecki’s original
theory. Issues surrounding the role of firms’ pricing decisions in deter-
mining the distribution of profits within and between industries and
sectors have been largely neglected.

This chapter is organised as follows: the next section examines the
relationship between the degree of monopoly and the aggregate distri-
bution of income in Kalecki’s own writings. Particular attention is given
to Kalecki’s repeated attempts to overcome the problems involved with
aggregating his microanalysis of the firm to the level of the economy
as a whole. Section 11.3 examines Steindl’s use of a Kaleckian frame-
work for the analysis of the determinants of long-run growth. Section
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11.4 discusses the role of the mark-up in the more recent post-Kaleckian
growth models and the associated literature on wage-led versus prof-
it-led growth. Section 11.5 concludes.

11.2 Kalecki’s theory of income distribution

One of the fundamental differences between Kalecki’s economic theory
and the orthodoxy which prevailed during the time in which his
thoughts developed lies with his refusal to accept perfect competition as
a valid approximation to the structure of the capitalist economy. While
orthodox economics has recently conceded this point, with monopo-
listic competition becoming the standard market structure used in the
construction of modern dynamic general equilibrium models, many
of the assumptions underlying this orthodox approach remain at odds
with those adopted by Kalecki.

For Kalecki, rejection of the assumption of perfect competition meant
not only that prices would exceed marginal costs — as in modern general
equilibrium models — but also that marginal costs should be regarded as
being close to constant over the relevant ranges of output and produc-
tion. This is because under imperfect competition output is constrained
not by costs primarily, but by demand. Firms therefore generally operate
with excess capacity, implying that output can be increased without a
corresponding rise in prices. The result of these assumptions is that the
share of revenues accruing as profits at the firm level is directly propor-
tional to the price mark-up.

Kalecki’s analysis of the relationship between prices, costs and income
distribution at the aggregate level was a topic to which he returned a
number of times. The theory underwent several of revisions in attempts
to overcome the conceptual difficulties of reconciling microeconomic
concepts with macroeconomic outcomes. Nonetheless the assump-
tion that prices of manufactured goods are set as a mark-up over nearly
constant marginal costs remained central to his analysis in almost all
iterations of his theory.! This price mark-up is closely related to the
concept of the degree of monopoly of an enterprise # (introduced by
Lerner, 1934), which is defined as ‘the ratio of the difference between
price and marginal cost to price’ (Kalecki, 1938: p. 7):2

u:p’Tm (11.1)

The foundations of Kalecki’s theory of income distribution are intro-
duced in ‘The Determinants of Distribution of the National Income’

10.1057/9781137335609 - The Legacy of Rosa Luxemburg, Oskar Lange and Michat Kalecki, Edited by Riccardo Bellofiore, Ewa

Karwowski and Jan Toporowski

Copyright material from www.palgraveconnect.com - licensed to Exeter University - PalgraveConnect - 2014-09-06



182 Jo Michell

(1938). While this analysis starts from pricing at the level of an indi-
vidual firm, the target of investigation is the distribution of income at
the aggregate level: ‘Our proper task is to find the relative share of wages
W in the national income Y.” (Kalecki, 1938: p. 13)

The problem is set out by defining the marginal cost of production m,
as equal to the sum of four elements: the marginal costs of depreciation,
salaries, wages and raw materials respectively.® The price of output p,
is equal to the sum of the average cost of each of these four items, plus
‘average capitalist income’.

Kalecki argued that the difference between average and marginal costs
in the case of wages and raw materials is likely to be so small that it may
be discounted. If salaries and depreciation (and interest in the case of
Kalecki, 1939b) are combined into ‘overhead costs’; this implies that the
difference between price and marginal costs will be comprised primarily
of the average share of capitalist income plus the difference between
marginal and average overhead costs:*

p—m=py=c,+(0,~0y) (11.2)

In the above formula, c, refers to average capitalist income, and o, and
o0, refer to average and marginal overhead costs respectively. To get from
here to the relative shares in aggregate output, the entire formula is first
multiplied by total output, x and then summed over all firms to give the
following:

N xpu=Yy xc,+ x(0,-0,) (11.3)

Now, Yxc,+Xx0, are simply the total nominal income of capitalists C,
and total nominal overhead costs O, respectively. Since the marginal
component of overhead costs will generally be small in comparison to
the average component, this may be dropped, leaving the following:’

Y xpu=C+0 (11.4)

Finally, both sides of this equation are divided by aggregate turnover
T=%xp.

szw:cw

2w T

=1 (11.5)
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This gives a ratio representing the average degree of monopoly weighted
by the shares in total revenues, denoted as y. Thus, given Kalecki’s
assumptions about the effects of imperfect competition on the shape of
the relevant cost curves, and in strong contrast to the marginalist theory
of income distribution, he arrived at the following proposition:

The relative share of gross capitalist income and salaries in the aggre-
gate turnover is with great approximation equal to the average degree
of monopoly. (Kalecki, 1938: p. 9)

Kalecki went on to investigate the share of wages W, in income Y. This
is complicated by the fact that total turnover T, represents total gross
revenues of firms. At the level of an individual firm, turnover is equiva-
lent to total revenue. Summed at the aggregate level, this becomes total
gross aggregate revenues. The variance between this measure and total
value added (nominal aggregate supply) will depend on the degree to
which firms are vertically integrated.

This is of significance to Kalecki’s theory because the raw material
inputs of some firms will be purchased from others, subject to the cost
mark-up imposed by those other firms. However, while the remainder
of raw material inputs will not be manufactured, it is not clear how
the associated income accrues: Kalecki defined total income Y as being
composed of capitalists’ income C, overheads O, and wages W. Thus,
firms’ expenditures on raw materials do not accrue as a separate category
of aggregate income.®

Using the identity Y- W =C+0O to substitute for C+ O in equation
11.5, and multiplying both sides by T/W, Kalecki derives the following
formula for the share of wages in output (Kalecki, 1939b: p. 245).

w 1
Y 1+m(T/W) (1.6

The distribution of national income between profits, wages and overhead
costs is thus determined through the interaction of two main factors:
the aggregate weighted degree of monopoly i and the ratio of raw mate-
rial costs to wages. The last of these is incorporated only implicitly in
the above formula, via the term T/W, as a result of the issues outlined
above. However, this term is not independent of i resulting in the fact
that there is no direct correlation between T/W and the ratio of raw
material costs to wages.
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Given the aggregation procedure used by Kalecki, the weighted aggre-
gate degree of monopoly j#, will change over time as a result of two
factors: changes to the price mark-up of individual firms, and changes
to the relative shares in total output of these firms. Both changes in
the structure of demand and changes in the pricing decisions of firms
will thus result in shifts in aggregate income distribution. Further, these
shifts will occur both in the distribution of income between profits
and other incomes and in the distribution of profit income among the
various groups of capitalists. In turn, these shifts in income distribu-
tion will have further effects on the composition of aggregate demand.
As noted by Kriesler, this was pointed out by Lange in his review of
Kalecki’s Essays in the Theory of Economic Fluctuations:

The average degree of monopoly for the whole economy being a
weighted mean is changed by a shift in output between industries.
Thus it has little meaning to say that the distribution of income is
‘determined’ by the average degree of monopoly. (Lange, 1941a:
p- 281; quoted in Kriesler, 1987: p. 48)

Kalecki’s subsequent contributions on the issue of income distribution
reflect a growing awareness of the implications of oligopoly for his
analysis (Kriesler, 1987: p. 50). In particular, these contributions show
Kalecki attempting to grapple with the fact that his previous work fails
to take into account the fact that the pricing decisions of firms within an
oligopolistic industry are not independent of one another — the analysis
above moves from pricing decisions at the level of the firm directly to
income distribution at the aggregate level without taking into account
the industry-level effects caused by firms reacting to price changes by
other firms.

Kalecki’s initial two attempts to incorporate the interdependency of
firms’ pricing decisions (1940, 1941) were built upon the newly devel-
oping economics of imperfect competition that was emerging at the time
from Cambridge, England, in the work of Joan Robinson and others.
Kalecki’s subsequent dissatisfaction with these ‘marginalist’ analyses of
the distribution of income led him to to abandon this line of investiga-
tion and return instead to his initial formulations in an attempt to refine
the analysis of his earlier papers.”

This task was first undertaken in Kalecki (1943b) and the analysis
was developed further in Kalecki (1954[1965]). The former essay takes
the analysis of Kalecki (1938); Kalecki (1939b) as a starting point, but
instead of aggregating over individual firms to examine the distribution
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of income at the level of the economy as a whole, the analysis introduces
the intermediate stage of the distribution of income at the industry level.
At the same time, Kalecki dropped the relatively complex reasoning
used to justify the assumption that marginal and average prime costs are
close enough for the difference to be negligible. Instead, it is assumed
‘for the sake of simplicity that the average prime cost a; of any product is
strictly constant when output fluctuates’ (1943b: p. 119). Marginal costs
are therefore also constant and equal to average prime costs for any indi-
vidual firm, up until the point at which full-capacity output is reached.

These modifications serve to simplify the analysis, and result in the
fact that for any firm the share of revenues accounted for by overheads
and profits is equal to the percentage gross margin, which is in turn
given by (p-a)/p where p is the price of output and a is the average prime
cost. This can be used, as before, to find a weighted average ;i of the
percentage gross margins of the firms within an industry, again using as
weights the respective revenues of those firms.

At the industry level, the ratio of profits and overheads to revenues is
then equal to jr. The ratio of profits plus overheads to prime costs is thus
equal to ' /(1- ). Since the net output or value-added of an industry
¥, is equal to the sum of profits, overheads and wages, it is given by the
following formula (Kalecki, 1943b: p. 175),

__H
yn—T(1+m)W+W (11.7)

=l

where m is the ratio of raw material costs to wages. This can be rear-
ranged and simplified to give the share of wages in the value-added of
an industry:

1-u
1+ Um

w =

(11.8)

Thus the share of wages in the value-added of any given industry is
inversely related to both i and m.

As noted before, this analysis is essentially a refinement of Kalecki’s
earlier reasoning about the implications of mark-up pricing in the context
of nearly constant marginal costs. By aggregating only to the industry
level, Kalecki again side-stepped the issue of the income which accrues
as the counterpart to raw materials costs: these materials are assumed to
be ‘imported’ by the industry as a whole. However this introduces a new
complication, in that the definition of an industry is not clear-cut.
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This theory is developed further in Kalecki (1954[1965]), in which
Kalecki explicitly introduced the prices of other firms within an industry
into the pricing decision of the individual firm. Another further simpli-
fication is introduced in this version of the theory in that overhead costs
are assumed to be fixed, so that ‘the level of output and prices at which
the sum of overheads and profits is maximised is at the same time the
level which may be considered most favourable to profits’ (p. 12).

Thus, the only factors affecting the pricing decision of an individual
firm will then be unit prime costs u and the prices of other firms in the
same industry, represented as a weighted average p, so

p=mu+np (11.9)

where m and n are positive coefficients, such that n < 1. The coefficient
m captures the influence of average prime cost on price, while n explic-
itly incorporates the influence of other firms’ pricing decisions. Since
n<l, any increase in the weighted average price of the industry, with
unchanged average prime costs for the individual firm, induces a less
than proportionate change in the price charged by that firm.

The pricing equations for all firms in an industry may be aggregated
as before by weighting each equation by the output of the firm, and
summing to give

p=miu +np (11.10)
In this equation, u is the weighted average unit prime costs of the
industry, 77 is the average of m weighted by the total prime costs of each
firm and 7 is the average of n weighted by respective outputs. This can
be rearranged to give

m -
u
= (11.11)

p=

The degree of monopoly of an industry is thus represented by the coef-

ficient of weighted unit prime costs, __. Kalecki identified a number

1-n
of factors which may give rise to changes in the degree of monopoly
captured by these two coefficients: firstly the tendency towards ever-
greater concentration of industry sets up a tendency towards higher
price mark-ups. Related to this is the potential for non-price competi-
tion to displace price competition through, for example, ‘the develop-
ment of sales promotion through advertising, selling agents etc. These
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practices will obviously cause a rise in the degree of monopoly’ (Kalecki,
1954[1965]: p. 17).

Secondly, Kalecki considered the potential for changes in the degree
of monopoly to arise either as a consequence of shifts in overheads in
relation to prime costs or as a result of the power of trade unions. The
influence of the first of these is regarded as being likely to give rise to
greater ‘protection of profits’, particularly during a downturn, leading
to ‘a tendency for the degree of monopoly to rise during the slump, a
tendency which is reversed during the boom’ (ibid: p. 18). The latter
exerts a counteracting tendency since high profit margins set up the
potential for trade unions to demand wages rises while still allowing
firms to maintain ‘reasonable profits’. Thus trade unions tend to exert a
restraining force on the degree of monopoly. This final point shifts the
emphasis of the determinants of the distribution of income away from
the pricing decision of the firm, and towards the labour market and the
wage bargain. Kalecki returned to this point in ‘Class Struggle and the
Distribution of National Income’ (1971a), discussed in more detail
below.

Kalecki (1954[1965]) presents a final attempt to make the leap from
analysis at the level of an industry to the distribution of national income.
Given price formation as in equation 11.11, the ratio of total revenues
to prime costs is determined by the degree of monopoly and may be
represented by a coefficient k. Since prime costs are composed of wages
W, and raw materials costs M, this implies the following:

overheads + profits = (k—1)(W+M) (11.12)

The relative share of wages in the value added of a given industry is
thus

~ w
"= W+{k-1)(W +M)

(11.13)

and, denoting the ratio of aggregate raw material costs to the wage bill
by j, the following is obtained:

e 1
1+ (k-1)(j+1)

(11.14)
Kalecki then argues that this formula may be applied not only at the
level of an individual industry, but by subsequent degrees of approxima-
tion to manufacturing as a whole; to a group of industries comprising
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manufacturing, construction, transportation and services; and finally to
the relative share of wages in the gross national income of the private
sector.

In order to apply this theory at the increasing levels of aggregation
listed above, the issues highlighted previously in the chapter need to be
addressed — the concept of the industry needs to be clearly defined; the
income that accrues as a result of spending on raw material inputs needs
to be accounted for; and the effects of changes in the composition of
demand and output on the degree of monopoly need to be incorporated
into the analysis.

These issues are never dealt with in a convincing manner. Kalecki
argued that the coefficients k and j may be replaced at each additional
level of aggregation by new ‘ratios k’ and j’, adjusted in such a way
as to eliminate the effect of changes in the importance of particular
industries’ (Kalecki, 1954[1965]: p. 29). But quite how these new coef-
ficients are to be determined is not fully explained. Kalecki based his
argument on claims that for the private sector excluding agriculture,
mining, communications, public utilities, trade, real estate and finance,
the formula would be applicable directly, since the share of wages in
value added would ‘decrease with an increase in the degree of monopoly
or an increase in the ratio of price of primary products to unit wage
costs’ (ibid: p. 30). For agriculture and mining - those sectors which
produce raw materials — the degree of monopoly alone will determine the
distribution of income, while in the remaining sectors the relative share
of wages in value added is negligible, so the degree of monopoly may be
excluded from the analysis of these sectors. In summary:

It will thus be seen that, broadly speaking, the degree of monopoly,
the ratio of prices of raw materials to unit wage costs and industrial
composition are the determinants of the relative share of wages in
the gross income of the private sector. (ibid: p. 30)

The key issue which is left largely unresolved thus relates to the compo-
sition of output between different firms and industries. These problems
manifest themselves in a number of ways. Firstly, as already noted, the
concept of an industry is impossible to pin down in a rigorous way.
Secondly, the technique of weighting the degree of monopoly of either
firms or industries by the nominal value of output results in ambigu-
ities in determining the causes of changes to the weighted degree of
monopoly. Since Kalecki assumed excess capacity and thus constant
unit costs, any firm or industry may respond to increased demand for
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its product by increasing output without any change in price or price
mark-up. However, at the aggregate level this firm or industry will
then exert a greater influence in determining the aggregate degree
of monopoly. Thus the aggregate weighted degree of monopoly may
undergo shifts despite the fact that no individual price mark-ups will
have changed. Related to this is the fact that weighting by the value of
output also implies that changes in price for any given firm or industry
will lead to a change in the relative weights at the aggregate level.
Finally, as noted by Kriesler (1987: p. 66), in an oligopolistic market
setting, these two problems are not even independent: output and price
are determined simultaneously.

The complex inter-dependencies involved in locating a meaningful
aggregate ‘degree of monopoly’ serve to highlight another, less obvi-
ously significant, phenomenon. This is the fact that changes in prices
or volumes of output of individual firms or industries will affect not
only the aggregate degree of monopoly — and thus the share of wages
in output — but will also lead to changes in the distribution of aggregate
profits among firms and industries. Thus the price mechanism not only
determines the division of output between wages and profits, but also
acts to distribute those profits among the capitalist class. This function
is emphasised by Toporowski in his review of Lopez and Assous (2010):

In Kalecki’s analysis of capitalism, profits are determined by capi-
talists’ consumption and their investment [...] The function of the
price system is to distribute that surplus around the capitalists and
firms in the economy. This is a key point that distinguishes Kalecki’s
theory from that of many Ricardian Marxists, and Post-Keynesians,
for whom profits are a mark-up on labour costs, so that the price
system determines the distribution of income between wages and
profits. (Toporowski, 2011)

On this point, Lopez and Assous compare Kalecki’s analysis to that of
Marx. They argue that while both authors view class struggle as the ulti-
mate determinant of the distribution of income, Marx assumed a compet-
itive product market. Kalecki’s shift to imperfect competition implies
that class struggle then takes place both through wage bargaining, and
the price-setting of firms:

In Marx’s analysis, changes in the real wage and in the rate of surplus
value appear to be determined exclusively in the labour market [...]
prices seem to play a passive role in that business are “price-takers”
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[...] Kalecki [...] retained the general focus of Marx and in particular
the idea that the distribution of income is determined ultimately by
the class struggle [...] But he took into consideration the new reality
of imperfect competition as an element which is not marginal, but
rather predominant, in contemporary capitalism [...] In his concep-
tion, business are now “price-makers” [...] Thus, the distribution of
income is determined as much in the labour market as in the market
for commodities. (Lopez and Assous, 2010: pp. 196-197)

The role of this process of class struggle in determining the distribution
of the surplus among the capitalist classes is brought out most clearly
in Kalecki’s final discussion of income distribution in the posthumously
published ‘Class Struggle and the Distribution of National Income’
(Kalecki, 1971a). In this article Kalecki returned to his previous assertion
that trade union power will tend to restrain the degree of monopoly, but
considered the implications of the wage bargain at the level of individual
firms or sectors. By dividing the economy into three sectors — producing
investment goods, capitalist consumption goods and wage goods respec-
tively - he demonstrated that a rise in the real wage will have differ-
ential effects across these sectors. In particular, increased consumption
demand resulting from a rise in real wages leads to an increase in output
and in employment in the sector producing wage goods, while in the
remaining two sectors output and employment remain unchanged or
decrease. Thus, even though the mark-up falls by the same proportion
in all three sectors, the effects on the volumes of profits — and thus the
relative share of the surplus accruing to capitalists in each sector — will
differ.

Kalecki’s theories on pricing and distribution are integrated with
his theory of profits and aggregate demand to give an account of the
dynamics of the determination of output and employment. Since
workers are assumed to consume all of their income, it is the saving
and investment decisions of capitalists which determine the volume of
output. The division of this output between workers’ consumption and
profits is determined by the degree of monopoly and other factors such
as the cost of raw materials relative to wages:

The above clarifies the role of the ‘distribution factors’, that is
factors determining the distribution of income (such as degree of
monopoly) in the theory of profits. Given that profits are deter-
mined by capitalists’ consumption and investment, it is the workers’
income [...] which is determined by the ‘distribution factors’. In
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this way capitalists’ consumption and investment conjointly with
the ‘distribution factors’ determine the workers’ consumption and
consequently the national output and employment. The national
output will be pushed up to the point where profits carved out of it
in accordance with the ‘distribution factors’ are equal to the sum of
capitalists’ consumption and investment. (Kalecki, 1954[1965])

The integration of these theories of pricing, income distribution, aggre-
gate demand and profits results in a coherent systematic account of the
dynamics of the capitalist system. However, the issues resulting from the
aggregation of microeconomic concepts to derive ‘distribution factors’
at the macroeconomic level are never fully overcome. It may be argued
that these issues are only of real significance in the case of long-run
analysis, in which case such ‘distribution factors’ will be subject to shifts
resulting from secular trends in the underlying structure of the economy.
Kalecki’s emphasis on the short run, and his decision to analytically
separate cycles from trend growth of output, largely precludes such
issues from undermining his conclusions. Nonetheless, Kalecki argued
that the analysis is also largely valid over the longer period, but that it is
impossible to predict the long-term trend in the wage share:

The long-run changes in the relative share of wages, whether in the
value added of an industrial group such as manufacturing or in the
gross income of all the private sector, are [...] determined by long-run
trends in the degree of monopoly, in the prices of raw materials in
relation to unit wages costs, and in industrial composition. The
degree of monopoly has a general tendency to increase in the long
run and thus to depress the relative share of wages in income [...] It
is difficult, however, to generalize about the relation of raw material
prices to unit wage costs [...] or about industrial composition. No a
priori statement is therefore possible as to the long-run trend of the
relative share of wages in income. (Kalecki, 1954[1965])

The application of Kalecki’s theory to the long-run analysis of growth
and income distribution was first undertaken by Josef Steindl, before
being picked up by a number of subsequent authors.

11.3 Steindl’s theory of income distribution

Steindl’s book Maturity and Stagnation in American Capitalism (1952) is an
attempt to provide an explanation for the secular decline in the growth
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rate of the American economy which culminated in the decade of
depression preceding the Second World War. In Steindl’s analysis, what
lies at the heart of this decline is the inability of saving rates to adapt to
a reduced rate of capital accumulation: ‘the economy is unable to adjust
to low growth rates because its saving propensity is adjusted to a high
one’ (Steindl, 1979: p. 1).

This rigidity stems from the saving behaviour of both firms and the
public. With rising levels of concentration in the firms sector, the ‘saving’
behaviour of firms becomes increasingly inelastic. This is a consequence
of changes in the way that firms respond to the unused productive
capacity which arises in an oligopolistic market structure.

On the household side, Steindl dropped Kalecki’s assumption that wage
income is entirely consumed. Introducing saving out of wages into the
analysis has two main implications: firstly, another source of deficiency
in aggregate demand is introduced, and secondly, the potential arises for
the firms sector as a whole to become indebted towards the household
sector. Steindl emphasised the importance of differential saving rates out
of different classes of household income. In particular, he argued that the
saving propensity out of dividends and interest and out of the incomes of
the professional salaried classes is higher than out of wage income. The
relatively protected status of such incomes in the face of a downturn results
in the overall inelasticity of household saving to aggregate income.

Kalecki’s analysis is extended in a number of important ways. Firstly,
as already noted, the focus shifts from the dynamics of cycles around the
steady state to an examination of those factors which influence growth
and income distribution over the long run. Secondly, the existence of
excess capacity takes on a central role in Steindl’s theory. While Kalecki’s
results depend on the existence of excess capacity — and thus the possi-
bility of output increasing without a rise in prices — excess capacity in itself
does not directly affect the decisions of firms. In Steindl’s analysis, the
existence of undesired excess capacity acts as a drag on the investment of
monopolised firms, and thus plays a central role in his theoretical system:

It is surprising that this equilibrium excess capacity should never
have been dealt with in the same way as other forms of idle reserves,
for example, stocks of commodities, or balances of money. It would
then have to be explained as a reserve held in anticipation of future
events, or in view of some existing uncertainty. (ibid: p. 9)

Steindl argued that in a competitive market firms will react to excess
capacity by cutting prices, leading to a reduction in the mark-up on
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costs and thus in profit margins. However, this cost-cutting will drive out
‘marginal’ producers, resulting in rising concentration. Once competi-
tion gives way to oligopoly, firms become wary of cost-cutting and cease
to react to excess capacity by cutting prices.

This leads Steindl to explicitly incorporate the distribution of profits
within the capitalist class into the theory. The long-run tendency
towards increasing industrial concentration results in a ‘cartelised’
sector of the economy, characterised by a high degree of monopoly. At
the same time, it is argued, there remains a fringe of firms operating
in markets which reasonably approximate a competitive structure. The
relative inelasticity of mark-ups in the cartelised sector of the economy
implies that gross profit margins will be higher for firms in this sector.
Further, the tendency towards increased concentration will result in a
rise in the relative share of profits accumulating in the cartelised sector,
at the expense of competitive firms. This ‘maldistribution of profits’ will
in turn lead to disproportionately higher gearing ratios in the competi-
tive firms sector.

Steindl thus developed and refined Kalecki’s insight that a long-run
rise in the degree of monopoly will be associated with a redistribution
of profit income to monopolised sectors of the economy at the expense
of competitive firms:

The changes in the degree of monopoly are not only of decisive
importance for the distribution of income between workers and capi-
talists, but in some instances for the distribution of income within
the capitalist class as well. Thus, the rise in the degree of monopoly
caused by the growth of big corporations results in a relative shift
of income to industries dominated by such corporations from other
industries. In this way income is distributed from small to big busi-
ness. (Kalecki, 1954[1965]: p. 18)

Like Kalecki, Steindl’s analysis is first carried out in the context of an
individual industry, assumed to be ‘self-contained’ in that firms do not
invest outside their own industry. The theory is then extended to the
case of the economy as a whole.

11.3.1 The case of an individual industry

In an industry where competitive conditions prevail, Steindl argued,
there exist forces which operate to prevent the build-up of idle produc-
tive capacity. These mechanisms operate primarily through their influ-
ence on the gross profit margin. Increasing concentration of industry
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leads to a reduction in the elasticity of the mark-up and thus the gross
profit margin, with respect to excess capacity.

Concentration of industry is seen by Steindl as an inevitable conse-
quence of cost-cutting innovations. As some firms introduce lower-cost
technologies, the increased profit margins, and thus retained earnings,
of these ‘progressive’ firms generate ‘internal accumulation’ (retained
earnings) in excess of that which may be absorbed by investment, given
the rate of expansion of the industry as a whole. Steindl argued that this
accumulation will lead to an ‘explosive force’: price-cutting by lower-
cost progressive firms will cause higher-cost firms to be driven out of
the industry. This expulsion of high-cost firms will act to reduce profit
margins once more, but will lead to a new equilibrium with fewer firms
in total.

The relationship between sales growth, capacity utilisation and profit
margins for an industry in which a process of concentration is under way
can be analysed algebraically as follows. The overall rate of sales growth
R, for the industry as a whole is dictated by the growth of demand and
is thus initially assumed to be exogenous. The overall rate of expansion
of sales for those firms which remain in the industry at the end of a period
in which a process of elimination has taken place may then be decom-
posed into component rates of change, as in the following equation,

R=vu'+g'-k'-c+o (11.15)

in which ¢ denotes the ratio of eliminated firms’ sales to total industry
sales and the other terms represent proportionate rates of change of
the following magnitudes: capacity utilisation u’, the gearing ratio, g’,
capital intensity k” and retained earnings o (Steindl, 1952: p. 48).8

For any given firm, the rate of internal accumulation ¢, is determined
by the net profit margin, which at a given price of output is a function of
the cost of production and the level of capacity utilisation:

The net profit margin can, in fact, change for two quite different
reasons: either because of a change in utilisation of capacity, with an
otherwise unchanged structure of costs and prices; or the net profit
margin can change at a given level of capacity utilisation. (Steindl, 1952:
p- 46)

If the possibility of elimination of high-cost firms is initially put to one
side, with the rate of sales growth R, assumed constant, an increase in the
growth of retained earnings ¢, can only be accommodated by a fall in the
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rate of capacity utilisation (as a result of overinvestment), an increase in
the capital intensity of production, or a fall in the gearing ratio.

Steindl argued that of these possibilities an increase in capital inten-
sity is the most feasible ‘outlet for funds’. It is unlikely that leverage
will be reduced in the face of the new profit opportunities presented by
an expanding industry, and it is improbable that firms will voluntarily
undertake investment in capacity that is likely to stand idle.

Aside from the possibility of increasing capital intensity of produc-
tion, it can thus be seen that in the absence of elimination of high-cost
producers, a maximum is set on the rate of internal accumulation, and
thus profit margins, by the overall rate of expansion of the industry as
a whole.?

The conclusion which emerges [...] is the following: the rate of
internal accumulation is limited by the rate of expansion of the the
industry and the rate of capital intensification. The net profit margin
at given levels of capacity utilisation [...] is therefore also limited by
these factors. (Steindl, 1952: p. 50)

This conclusion holds in the case of ‘conditions where the process of
absolute concentration is already over’, but is modified in the case that
cost-cutting innovations allow progressive firms to engage in competi-
tive price-cutting, eliminating high-cost competitors and increasing
market share. In this case, an increase in a is accommodated by a corre-
sponding temporary increase in ¢ (representing the rate of elimination
of uncompetitive firms). Once this process of elimination has taken
place, however, a new ‘equilibrium’ is reached with a lesser number of
firms, in which internal accumulation is once more constrained by the
factors described above.

At the industry level, Steindl thus presents a rich analysis of the inter-
action between cost competition, capacity utilisation and profit margins
in which he concludes that the rate of output growth for the industry as
a whole acts as a restraint on the volume of profits that can be ‘absorbed’
by firms in that industry over any time period. Other than increasing
the capital intensity of production, this constraint can only be over-
come through the elimination of high-cost producers by competitive
price cutting.

11.3.2 Accumulation in the economy as a whole

This industry-level analysis can be extended to the case of the economy
as a whole, with a few important modifications. Assuming now a fixed
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market structure, such that the elimination of low-cost firms is excluded
from consideration, the equation expressing the dynamics of growth for
an industry can be applied at the level of the entire economy. Rewriting
Equation 11.15, and rearranging terms gives the following:

R+k’'-u'=g"+o (11.16)

The variables must now be taken to represent rates of change for the
entire economy, not an individual industry. This equation is in essence
identical to the Keynesian identity that ex post saving must equal
investment, expressed in growth terms. The left-hand side represents
the growth rate of the capital stock, decomposed into growth rates of
output, capital intensity and capacity utilisation. The right-hand side
equals the growth rate of total saving, since o is the growth of ‘internal
accumulation’ while g’ is the rate of change of the gearing ratio.

The meaning of the ratio g’ must now be reconsidered. Whilst at the
industry level this ratio refers to the ratio of borrowed funds to own
capital, at the aggregate level it represents the ratio of ‘internal accumu-
lation’ to ‘outside saving’ for the firm sector as a whole. Since g’ is the
rate of change of the gearing ratio, if ‘internal accumulation’ and ‘outside
saving’ grow at an equal rate, then ¢ will remain constant and g’ =0.

Achieving the desired value of this gearing ratio presents problems
for firms, since it is co-determined by their internal accumulation and
‘outside saving’ — the accumulation of financial assets by households.
Any given desired gearing ratio will only be attainable if the marginal
propensity of households to save exhibits the same elasticity to the vari-
ables of the system as the rate of internal accumulation, a highly unlikely
scenario. In particular, Steindl emphasised the case where, in the face of
an initial fall in growth - due, for example, to an adjustment in one of
the structural coefficients of the system - the rate of investment growth
falls below the rate of saving growth.

In such a situation, the rate of profit will fall in line with the drop in
the rate of accumulation. Since Steindl followed Kalecki in assuming
that the saving of capitalists is determined as a constant proportion of
profits, the rate of internal accumulation will likewise fall. The fall in the
rate of profit will also lead to a reduction in the desired gearing ratio of
firms, requiring that the growth rate of household saving be reduced by
a greater degree than the rate of internal accumulation. However, since
household saving is assumed to be less elastic than retained earnings, this
is impossible and the gearing ratio increases. Equivalently, an exogenous
increase in the rate of growth of the capital stock will lead to an increase
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in the rate of profit. This in turn increases the rate of internal accumula-
tion and will therefore result in a reduction of the gearing ratio.

On the firms’ side, the fall in the rate of profit will result from a reduc-
tion in net profit margins, but this reduction may be achieved either
through a reduction in the price mark-up or through a fall in the rate of
capacity utilisation. Which of these predominates will largely be deter-
mined by the market structure: in a competitive market a reduction
in profit margins at unchanged capacity utilisation is to be expected.
However, in an oligopolistic market in which a process of concentration
has been under way for some time, it is more likely that firms will react
by scaling back on production than by reducing price mark-ups. This
reduction in output will lead to an increase in unused capacity, which in
turn is likely to trigger further reductions in the growth of investment.

Reductions in the rate of growth are thus likely to be self-reinforcing.
The resulting rise in the gearing ratio and fall in the rates of profit and
capacity utilisation will cause feedbacks leading to further falls in the
rate of accumulation. These effects will not be felt evenly across all firms,
however. In particular, if the process of concentration in the oligopolistic
sector of the economy leads to a rise in price mark-ups, this shift in income
distribution towards profits in the cartelised sector will place downward
pressure on aggregate demand. But this fall in aggregate demand will
affect all industries simultaneously, and thus will reduce rates of profit
disproportionately in the competitive sectors of the economy. Reduced
accumulation is thus accompanied both by increased overall gearing,
and a redistribution of profits from competitive to oligopolistic firms.
This ‘maldistribution of profits’ will result in the gearing ratio rising
disproportionately in the competitive sectors of the economy as a greater
share of profits accrues in the oligopolistic sector.

Steindl’s analysis thus provides a detailed account of the processes
which combine to generate long run trends in growth or stagnation.
Like Kalecki, Steindl attempted to present his theoretical system in the
form of mathematical macroeconomic model. While this model is not
sophisticated enough to incorporate all the elements of his theoretical
system, it contains a number of key features which have since become
standard in the literature based around post-Kaleckian growth models
(discussed in more detail in the next section).

In Steindl’s mathematical model, aggregate demand is determined
by the investment decisions of firms and the distribution of income
between firms and households — given the different saving propensi-
ties of the two classes. In addition to being a function of profits, as in
Kalecki’s model, investment is also influenced by the gearing ratio and
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the level of excess capacity. The inclusion of these additional arguments
into the investment function alters the way that the system adjusts
to a shift in the aggregate distribution of income: with an increase in
the mark-up, and thus the gross profit margin, aggregate demand and
output will fall. The resulting increase in the gearing ratio and rise in the
level of excess capacity will induce a fall in the rate of investment, and
thus the growth rate.

While in Steindl’s formal model the distribution of income is deter-
mined purely by the gross margin of the firms’ sector — and thus the
price mark-up - the chapters preceding this model contain a detailed
account of the factors involved in the division of national income. Of
particular significance are the maldistribution of profits in the firms
sector and different propensities to save out of different types of house-
hold income, which in turn have different elasticities with respect to
output. The use of an aggregate mark-up in the model is therefore a
device used for the sake of tractability. Steindl made it clear that the
model is only intended as a first sketch: ‘It is evident that the model
presented cannot be more than a beginning in the theory of endog-
enous long-run economic development’ (Steindl, 1952: p. 50).

Nonetheless, the key features of Steindl’s model — the sensitivity of
investment to the level of excess capacity, and determination of aggre-
gate demand by the level of investment in combination with ‘distri-
bution factors’ represented by an exogenous aggregate mark-up — have
become the core features of the more recent post-Kaleckian growth
models to which the discussion now turns.

11.4 Income distribution in post-Kaleckian
growth models

Not long after the publication of Steindl’s book, another strand of non-
marginalist ‘Keynesian’ theories of growth and distribution appeared in
a series of papers authored by Kaldor (1955), Kaldor (1966) and Pasinetti
(1962). These theories, in contrast with the neoclassical growth model of
Solow (1956), were ‘designed to project into the long period the central
thesis of the General Theory, that firms are free, within wide limits, to
accumulate as they please and that the rate of saving of the economy as
a whole accommodates itself to the rate of investment that they decree’
(Robinson, 1962: pp. 82-83).

The main problem with these Cambridge growth models arose from
the assumption of a fixed level of capacity utilisation. This led - in
conjunction with the assumption in common with Steindl of a higher
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propensity to save out of profits than out of wages — to the result that
a higher rate of accumulation can only take place through a redistribu-
tion of income from wages to profits. The resulting inverse relation-
ship between wages and profits gave rise to ‘the generally accepted idea,
derived from Cambridge growth models, that higher growth requires
greater inequality’ (Dutt, 1984: p. 25).

Bhaduri and Marglin’s description of the Keynesian objection to such
a system is that if capacity is allowed to vary and investment depends
upon the rate of profit, higher real wages should lead to an increase in
the rate of profit, and thus accumulation.

[H]igher real wages should increase aggregate demand, at least under
the assumption that the propensity to save out of wages is less than
the propensity to save out of profits. Although higher wages may
diminish the profit per unit of output, business will make up the
difference by an increased volume of production and sales. If invest-
ment demand increases with the rate of capacity utilisation, there
will be even greater aggregate demand, and both aggregate profits
and the profit rate will be higher even as the profit share is lower.
(Bhaduri and Marglin, 1990: p. 154)

The reasoning behind this objection can also be found in Kalecki
(1971a) who argued that an increase in the real wage would increase
workers’ consumption and thus output and employment:

It follows from the above that a wage rise showing an increase in
trade union power leads — contrary to the precepts of classical
economics — to an increase in employment. And conversely, a fall
in wages, showing a weakening of their bargaining power, leads to
a decline in employment. The weakness of trade unions in a depres-
sion, manifested in permitting wage cuts, contributes to deepening
unemployment rather than to relieving it. (Kalecki, 1971a)

If on the other hand capacity utilisation is allowed to vary, as in Steindl’s
model, a higher rate of accumulation may be accommodated without a
change in the functional distribution of income: higher output with a
given capital stock and an unchanged mark-up over costs (in the form
of real wages) will result in a higher rate of profit, a reduction in excess
capacity, and thus higher accumulation.!©

The neo-Kaleckian growth model first appeared in two papers,
Rowthorn (1981) and Dutt (1984), which appear to have been written
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independently.!! This model combines elements of the Cambridge
growth models with the innovations introduced by Steindl: variable
capacity utilisation and sensitivity of investment demand to excess
capacity. The neo-Kaleckian model in its most basic form comprises a
set of three equations: a pricing/profit function, a saving function and
an investment function (Lavoie, 2008a).

The first of these is essentially equivalent to combining Steindl’s
equation for the rate of aggregate accumulation, equation 11.16, with
an exogenous price mark-up, resulting in an expression for the rate of
profit r:12

po (11.17)
v
In this equation, u and v refer to the rate of capacity utilisation and
the inverse of the level of capital intensity, respectively.!® Their product
gives the ratio of output to the capital stock, Y/K. Multiplying by the
gross margin m thus gives the rate of profit: the ratio of profits to the
capital stock.

The saving function of the system is derived in a straightforward
manner from the assumption that workers consume their entire income.
The aggregate rate of saving in growth terms g5, is thus equal to the
propensity to consume of capitalists s, multiplied by the rate of profit r.

g=rs, (11.18)

Finally, the rate of accumulation ¢/, is a function of animal spirits, excess
capacity and the rate of profit:

g =y+yu+yr (11.19)

Since saving must equal investment, the saving and investment functions
can be combined to give the following aggregate demand function,

r=yu+n/(s,~% (11.20)

The intersection of this aggregate demand equation with the pricing/
profit equation, equation 11.17, gives the long-run equilibrium growth
rate of the model, along with the associated rates of profit and capacity
utilisation.

The key feature of this model is that there exists an inverse rela-
tionship between the price mark-up — and thus the share of profits in
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income - and the rate of growth. This is demonstrated in Figure 11.1.
Aggregate demand, as represented by equation 11.20, is shown by the
line AD. The pricing/profit equation, equation 11.17, is represented by
the lines PP1 and PP2. An increase in the price mark-up and thus the
share of profits in income is shown in the shift of the pricing/profit line
from PP1 to PP2. This leads to an increase in the level of excess capacity
and a fall in the rate of profits. As a consequence the growth rate of
investment and the overall growth of output both fall.

In the neo-Kaleckian growth model, the ‘degree of monopoly’ is thus
a purely exogenous parameter which fully determines the distribution
of income between wages and profits. This parameter is of particular
significance in a recent empirical literature which is based upon a modi-
fied version of the neo-Kaleckian growth model. This literature takes as
its starting point Bhaduri and Marglin’s (1990) influential critique of the
neo-Kaleckian model in its standard form. In this paper, Bhaduri and
Marglin argue that the investment function shown in equation 11.19 is
mis-specified and that the rate of investment growth should instead be
a function of capacity utilisation u, and the gross margin m.

The reason for replacing the rate of profit r, with the gross margin
m, relates to the result that growth is ‘wage-led’ in the post-Kaleckian
model. However, Bhaduri and Marglin argue that the effect of an increase

‘ PP1

’ AD

u2 ul u

Figure 11.1 A higher price mark-up leads to an increase in excess capacity and a
fall in the rate of profit
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in the mark-up on investment growth is in fact ambiguous since it is the
outcome of two counteracting tendencies: a higher profit margin should
induce higher investment, while the simultaneous reduction in aggre-
gate demand and thus greater excess capacity should have the opposite
effect. Which of these two factors predominates will determine whether
growth is ‘wage-led’ or ‘profit-led’. Their objection to the investment
function of equation 11.19 is that ‘it imposes unwarranted restrictions
on the relative response of investment to the two constituents of the
profit rate, [capacity utilisation] and [the mark-up], with the result that
the possibility of profit-led expansion is ruled out’ (Bhaduri and Marglin,
1990: p. 380).

The modified version of the neo-Kaleckian model, incorporating the
investment function proposed by Bhaduri and Marglin has given a rise
to a large empirical literature. This literature attempts to determine the
relative sensitivity of investment to the mark-up and to capacity utilisa-
tion using econometric estimations of the Bhaduri and Marglin invest-
ment function. This allows the historical growth path of individual
countries to be classified as either ‘profit-led’ or ‘wage-led’. The seminal
contribution to this literature was a study by Bowles and Boyer (1995).
Significant subsequent contributions include Naastepad and Storm
(2007) and Stockhammer et al. (2009). Hein and Vogel (2008) provide a
good literature review.

In the paper in which Bhaduri and Marglin’s (1990) model first
appears, they justify the use of an exogenous mark-up, and thus real
wage, as follows: ‘in order to examine the connection between real wage
and unemployment it is necessary to perform at least “thought experi-
ments” based on exogenous variations in the real wage rate’ (p. 376).
However, in the subsequent literature generated by this model, the role
of the mark-up has shifted from that of an exogenous parameter in a
thought experiment, to a key empirical variable, usually proxied by the
share of wages in national income.

11.5 Conclusion

This essay has charted the voyage taken by the mark-up of price over
costs in both Kalecki’s economics and the theories of his followers. The
starting point is located in Lerner’s concept of the degree of monopoly.
The concept undergoes a number of changes through the various itera-
tions of Kalecki’s attempts to reconcile the microeconomic behaviour
of firms with aggregate income distribution before becoming a central
element in Steindl’s theories of the maldistribution of profits and
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‘enforced indebtedness of firms’. Lastly the mark-up is examined in its
role as an exogenous parameter of the modern post-Kaleckian macr-
oeconomic model.

The enduring strength of Kalecki’s influence on subsequent streams
of economic thought demonstrates the originality and power of his
insights. Starting from the simple assertion that marginal costs may not
rise but instead be constant over the range relevant for analysis, the
mark-up of prices over costs is transformed from a magnitude which
is of significance only at the margin into a variable which captures the
distribution of income between wages and profits.

However, over the course of this journey taken by the ‘degree of
monopoly’, some of the richness and subtlety of the theoretical systems
of Kalecki and Steindl has been lost. Kalecki never satisfactorily over-
came the problems he identified in transferring his microanalysis to
the distribution of income at the aggregate level. In Steindl’s theoretical
system, the structure of the economic system is viewed as being in a
state of continuous change, with alterations in the mark-up of firms
leading in turn to shifts in the distribution of profits within the firms
sector as well as changes in the wage share.

These theoretical puzzles and insights deserve renewed attention.
Although the use of the degree of monopoly as an exogenous param-
eter allows for the derivation of powerful and tractable macroeconomic
models which incorporate many of Kalecki’s key innovations — excess
capacity, an inverse relationship between real wages and employ-
ment, and the central position of investment in determining aggregate
demand - it also serves to exclude a number of significant elements
from the analysis.

Notes

1. The exception to this is the brief, and subsequently abandoned, attempt made
in Kalecki (1940) and Kalecki (1941) to incorporate more ‘marginalist’ theories
of cost determination into his analysis.

2. As noted in Kriesler (1987: pp. 40-42), this definition is misleading since
the relative monopoly strength of an enterprise will manifest itself across a
range of variables such as output and employment in addition to the price-
cost ratio. In later works Kalecki appeared to acknowledge this and instead
refers to the price-cost ratio as ‘reflecting’ the degree of monopoly. Even this
is problematic since in the presence of heterogeneous overhead costs, the
price-cost ratio will not provide an accurate index of the relative monopoly
position of an enterprise. Kriesler argues that: ‘Given this, it is better to call
u simply the ‘mark-up’ as this provides a superior description.” This may also
be misleading since the mark-up usually refers to the difference between
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10.

11.

12.

13.
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price and costs as a proportion of costs, rather than price. If the mark-up 6, is
defined in the traditional sense such that p = (1+6) m where p is price and m
marginal cost, then the ‘degree of monopoly’ y will be given by u = 6/(1+6).
Kalecki (1939b) adds interest payments to this list.
The definition of costs includes only wages and raw materials. Other costs,
such as advertising and transport costs, are thus excluded.
The fact that overhead costs are considered to have even a slight ‘marginal’
element demonstrates the distinction between this category and the fixed
costs of modern microeconomics textbooks.
Presumably this income would constitute a pure rent. Kalecki (1938)
avoids the issue in the numerical example provided by assuming that non-
manufactured raw material inputs are imported (pp. 13-16). In later analyses,
this is dealt with by assuming that primary products are produced using only
labour as an input, so that the prices of those materials are determined by the
degree of monopoly in the industries producing those goods.
Discussion of these ‘marginalist’ works can be found in Kriesler (1987: ch.
5) and Lopez and Assous (2010: pp. 78-84).
This result is derived from the following equation, by assuming that
the proportionate rates of changes are small enough that the prod-
ucts of these rates of changes are negligible enough to be dropped:
(1+R)(1+¢) =(1+1) ! 1+g)1+e)

1+k
This result relies on the important assumption that firms do not invest
outside their own industry, and thus enter into other, more rapidly expanding
industries.
‘We need [...] to distinguish between between those shifts to and from profits
which are due to effective demand, and those which result from changed
price—cost relations independent of demand. The neoclassical tradition now
en-vogue takes great delight in confusing these two states of a shift in profit. In
fact, neoclassicism does not admit of anything but full utilisation in the long
run, and even in the short run adopts the same assumption when consid-
ering practical problems. For the Keynesian tradition, on the other hand, the
concept of utilisation is of central importance’ (Steindl, 1979: p. 3).
According to Lavoie (1995), the main results were previously shown in a
paper by Del Monte (1975), published in Italian. It seems appropriate that
the model which has taken Kalecki’s name should have first been published
in a language other than English and attributed to the English-speaking
authors who subsequently discovered it.
Steindl’s equation additionally includes the gearing ratio. This is excluded
from consideration here because, as in Kalecki’s model, it is assumed that
workers consume their wages in entirety.
Capital intensity is defined as the ratio of the capital stock to full-capacity
output.
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Financial Fragility and the
Kalecki Principle under
Expanded Reproduction

Andrew B. Trigg

12.1 Introduction

Since the outbreak of the 2008 financial crisis that has beset the world
economy, the economic establishment has belatedly turned its attention
to the prophetic warnings of Hyman Minsky. Numerous contributors to
the Financial Times, for example, have in recent years championed the
‘long forgotten, and recently rediscovered, financial instability hypoth-
esis’ (Miinchau, 2008). As critically appraised by Keen (2011), main-
stream economists, such as the Nobel prize winner Paul Krugman, have
also started to recognise the insights provided by Minsky’s claim that
capitalism has an in-built tendency to create unsustainable volumes of
debt.

A somewhat overlooked dimension of Minsky’s mature work is the use
of Kalecki’s theory of profits to develop the financial instability hypoth-
esis (Minsky, 1978). Under the Kalecki principle that capitalists earn
what they spend, profits are determined mainly by investment. This
provides a macroeconomic source for financial instability, since when-
ever investment falters this can undermine capitalist profits and their
ability to repay debt. The problem, however, as identified by Toporowski
(2008a), is that Minsky did not fully take into account the ‘revolving
door’ in which capitalists are able to finance their own debt through the
creation of profits.

Minsky argued that as investment increases there is ever-increasing
financial debt; for Kalecki, investment outlays are financed by realised
profits. There is a fallacy of composition, Toporowski argues, in which
debt problems can beset individual capitalists, but not the capitalist class
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as a whole. Lavoie and Seccareccia 2001: p. 84) similarly argue that there
is a ‘missing link’ in Minsky’s arguments at the macroeconomic level.

To examine this revolving door of profits financing debt, a consid-
eration of production across time is required. As Minsky (1978: p. 14)
argued: ‘We are dealing with a capitalist economy with a past, a present
and a future’. In this vein, it can be argued that when capitalists borrow
money at the start of a period of production to finance investment
outlays, they may be able to pay off debts at the end of that period
through receipts from production - so long, that is, that investment
outlays are useful for expanding capacity in subsequent periods. A
fully developed theory of debt and profits requires the consideration of
expanded reproduction.

One of the unifying themes of the rich and varied Polish school of
Marxism, which we honour in these volumes, is the central importance
of Marx’s schemes of expanded reproduction. In her Accumulation of
Capital (1913a), left-wing firebrand Rosa Luxemburg wrote: ‘Karl Marx
made a contribution of lasting service to the theory of economics when
he drew attention to the problem of the reproduction of the entire social
capital.” Oskar Lange devoted a whole book — Theory of Reproduction and
Accumulation (1969) — to the same problem, his input-output equations
being ‘the same as that of Marx’s schemes’ (p. 47). The modelling of
reproduction schemes in Kalecki’s theory of profits is also claimed to be
‘fully in the Marxian spirit’ (Osiatyfiski, 1991: p. 459).

The contribution of this chapter is to explore the role of debt in
Marx’s reproduction schemes. Following an earlier contribution (Trigg,
2006), the Kalecki principle can be modelled in the original schemes
of expanded reproduction developed by Marx. These analytical insights
are extended here to explicitly consider the role of debt relationships
between departments of production. Implications of this analysis will be
explored for understanding the structure of debt repayments and finan-
cial fragility.

12.2 Investment, profits and debt

The key equation in Kalecki’s theory relates gross real profits (P) to
investment (A) and capitalist consumption (u):

P=A+u (12.1)

Kalecki considered the direction of causality for this equation, dismissing
the idea that firms can choose their profits (which are not under their
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control); they are more likely to have control over investment (and
capitalist consumption) spending decisions. On this basis, it is the right
hand-side of (12.1) that determines the left hand-side. Profits are deter-
mined by capitalist consumption and investment. This is the Kalecki
principle: that capitalists earn what they spend. Thus interpreted, this
principle represents a reverse Say’s Law. Instead of supply determining
demand (Say’s Law), demand determines supply (the reverse Say’s Law).

This distinction, it should be noted, is not always clear in Kalecki’s
early writings. Lopez and Assous (2010: p. 48) argue, for example, that for
Kalecki a reduction in capitalist consumption can enhance investment
‘because of the assumption of Say’s law’. Similarly, Patinkin (1989: p. 36)
argues that in (1) above ‘Kalecki uses the symbol A to represent both
capitalists’ savings and investment’ — which somewhat muddles up the
causation of investment demand to profits. Patinkin explains this lack
of clarity as being due to Kalecki’s main objective, which was to model
Marx, who has also been accused at times of slipping into Say’s Law.

The pure Kalecki principle, however, can be related to the interpreta-
tion of Marx developed by Sardoni (1989), in which money is cast into
the reproduction schemes by capitalist demand requirements. Sardoni
shows how Marx refers to ‘the sum of money that the capitalist casts into
circulation to cover his individual consumption until the first reflux of
his capital is exactly equal to the surplus-value that he produces and
hence has to convert into money’ (Marx, 1978: p. 410). This interpre-
tation of Marx can also be found in Rosa Luxemburg’s analysis of the
reproduction schemes: ‘if the capitalists themselves have set in motion
all the money which circulates in society, they must also advance the
money needed for the realisation of their own surplus value’ (Luxemburg,
1913a: p. 98). There is a revolving door in Marx’s analysis in which for
the capitalist as a whole there is a reflux of money from the original sum
cast into circulation.

For Minsky, this relationship between capitalist expenditure and
profits has a key role to play in theorising financial fragility. Profits can
be seen as a flow of cash to company balance sheets which ‘may (or
may not) validate debts and the prices paid for capital assets’ (Minsky,
1978: p. 13). Long-run expectations about whether debt repayments
can be met are heavily influenced by current profits. Minsky writes that
‘the extent to which present profits validate decisions taken in the past
affects long run expectations and thus present investment and financing
decision; present investment and financing decisions in turn determine
the ‘parameters’ within which future decisions will be made’ (Minsky,
1978: p. 14).
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Vital to the lifeblood of capitalism is its success in generating profits
in order to provide a signal to capitalists that debt repayments on
investment can be met. But this is also the weakness of the system. Any
faltering in investment, and hence in the generation of profits, will
threaten the repayment of debt. For Minsky, a key aspect of financial
fragility is rooted in the consequences of low investment for the repay-
ment of debt obligations.

Minsky’s hypothesis is that as capitalism grows indebtedness will
increase, leading to ever-increasing financial fragility. Companies will
move from hedge type finance, in which repayments are covered by cash
flows, to speculative and even Ponzi type finance, in which borrowing is
required to meet debt payment obligations.

Toporowski (2008a), however, has argued that Minsky has overesti-
mated the rising indebtedness associated with capitalist expansion. In
particular, he underestimates the cash flow which investment generates
for some companies. Investment in capital goods, for example, gener-
ates immediate income for those companies producing those goods;
they have ‘no further financial or business liabilities’ (Toporowski,
2008a: p. 734). Indeed, some companies can benefit from increased
assets in their balance sheet as a result of investment; it is the purchasers
of capital goods that will have liabilities in their balance sheets. Overall,
investment leads to an increase in assets for some, an increase in liabili-
ties for others. There is a composition of assets and liabilities, which may
cancel each other out for the economy as a whole.

For Toporowski (2008a: p. 735), Minsky ‘overlooked the addition
that investment makes to internal finance through profits’. The locus
of financial fragility should be on the indebtedness of particular indi-
vidual firms, rather than on the capitalist class as a whole. In the anal-
ysis that follows, we examine this critique of Minsky under a scenario of
expanded reproduction

12.3 The Kalecki principle under expanded reproduction

Consider the most developed of Marx’s schemes of expanded repro-
duction, as formulated in Scheme B, Section 3, Chapter 21 of Capital,
Volume II (Marx, 1978: pp. 586-589). There are two departments of
production: department 1, producing capital goods, and department 2,
producing consumption goods. The latter are used for both worker and
capitalist consumption.

Values (W;) for each of the two sectors, 1 and 2, assumed for simplicity
to be equal to prices, are made up of constant capital (C;), variable
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capital (V;) and surplus value (S;). Total values (W, = 6,000) produced in
department 1, for example, are made up of C; =4,000, V,=1,000, and
§;=1,000. A total value of W, = 3,000 is produced in department 2.

A uniform 100 per cent rate of surplus value is assumed between
sectors, so that for each unit of variable capital a unit of surplus value
is extracted. In addition, department 1 has a higher organic compo-
sition of capital C/V; than department 2; a ratio of 4:1 compared to
2:1. As is well known, this leads to different rates of profit, 20 per cent
for department 1, and 33.3 per cent for department 2. This is an arti-
ficially specific example, in which mobility of capital between depart-
ments, due to different rates of profits, is not modelled. The generality
of any results from this framework should therefore be treated, with
caution, as insights into logically possible outcomes under expanded
reproduction.

The defining feature of this schema is that department 1 produces more
capital goods (the row sum in Table 12.1 of 6000) than are consumed
by the two departments (the column sum of 5500), during the current
period of production. This is an expanded reproduction schema, in
which this increase in the provision of capital goods enables a higher
scale of output in subsequent production periods. Part of the 1750 units
of surplus value shown in Table 12.1 is allocated ex post to new capital
goods.

Following in the tradition of Lange (1969), the reproduction scheme
can be re-cast as an input-output table. This format allows a clearer
exposition of capitalist expenditure under expanded reproduction.
In Table 12.2, each column represents a particular set of expenditure
outlays by the two departments; each row refers to the receipts from
production enjoyed by that department of production.

The two departments each purchase new capital. Department 1
purchases new constant capital (dC;) of 400 from itself; department
2 purchases 100 of new constant capital (dC,) from department 1. In
Marx’s approach, new consumption goods for the expansion of variable
capital are also categorised as investment. Economic expansion requires

Table 12.1 Marx’s scheme of expanded reproduction

C; V; S; W;
Dept. 1 4,000 1,000 1,000 6,000
Dept. 2 1,500 750 750 3,000
Total 5,500 1,750 1,750 9,000
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Table 12.2 Expanded reproduction in an input-output table

Deptl Dept2 dC, dC, dV, dV, u, U, Receipts

Dept 1 4,000 1,500 400 100 6,000
Dept 2 1,000 750 100 50 S00 600 3,000

Outlays 5,000 2,250 400 100 100 50 500 600 9,000

both additional labour and the wherewithal to feed and clothe that
labour. In Table 12.2, department 1 purchases 100 units of new variable
capital (dV;) from department 2, and department 2 purchases 50 units
of new variable capital (dV,) from itself.

Capitalists in each department also make purchases of consumption
goods from department 2. Capitalists in department 1 advance expendi-
ture on capitalist consumption (u;) of 500; capitalist spending in depart-
ment 2 (u,) is 600 units in this example.

Noting from Table 12.1 that total profits (surplus value) are 1750, the
Kalecki principle can be identified in Table 12.2 such that

1,750=dC1+dC2+dV1+dV2+ul+uz (12.2)

Total profits are realised by the volume of money cast into circula-
tion as additional capital (constant and variable) together with capi-
talist consumption. Capitalists earn what they spend under expanded
reproduction.

12.4 Debt obligations under expanded reproduction

The obvious question to be then asked, following Rosa Luxemburg, is
‘Where does the money come from?’ A possible way forward is to calcu-
late the outlays and receipts of the capitalists in the two departments of
production, as shown in Table 12.3. At the outset, we make the simpli-
fying assumption that all intra-sectoral assets and liabilities, for example
between capital goods-producing firms, cancel out. This enables a clear
focus on inter-sectoral relationships.

To understand how this works, consider the receipts and outlays for
department 1. As shown in the first row of Table 12.2, the receipts of
department 1 consist of 4000 units of constant capital (sold to itself),
1500 units of constant capital (sold to department 2), 400 units of
new constant capital (sold to itself), and 100 units of new constant
capital (sold to itself): all these sum up to 6000 total receipts. Outlays
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Table 12.3 Outlays and receipts under expanded reproduction

Department 1 Department 2
Outlays Receipts Outlays Receipts
4,000 (Cy) 4,000 (Cy) 1,500 (Cy) 1,000 (Vy)
1,000 (V4) 1,500 (C,) 750 (V) 750 (Vy)

400 (dCy) 400 (dC,) 100 (dC,) 100 (dVy)
100 (dVy) 100 (dCy) 50 (dVy) 50 (dV,)
500 (uy) 600 (u,) 500 (u;)
600 (u,)
6,000 6,000 3,000 3,000

of department 1, on the other hand, consist of 4000 units of constant
capital (purchased from itself), 1000 units of variable capital (purchased
from department 1), 400 units of new constant capital (purchased from
itself), 100 units of new variable capital (from department 2) and 500
units of capitalist consumption goods (from department 2). Remarkably,
total outlays for department 1 also sum to 6000. The balance between
outlays and receipts, 3000, is also shown for department 2.

This result has implications for the structure of debt between depart-
ments of production under expanded reproduction. Three possibilities
can be identified. First, capitalists may be able to advance money for
expansion out of their own currency reserves. In discussing the turnover
of capital, in Capital, Volume II, Marx stated: ‘We are abstracting from
all credit relationships, and assume therefore that the capitalist operates
only with his own capital’. The outlays may be sourced out of money
hoards, which are then entirely replenished at the end of the production
period out of receipts. Moreover, Marx shows that the overlap between
periods of working time and circulation time can allow for a continual
stream of receipts that are available to be advanced in the production
process (see Marx, 1978: ch. 15).

Despite the mitigating effect of turnover time, however, the problem is
that under the sheer scale of expanded reproduction, hoards of metallic
currency would, if relied on to service capitalist expenditures, eventually
run out (see Foley, 1986). In Table 12.3, the advances for new constant
and variable capital will over time expand beyond the confines of capi-
talist currency reserves.

A second possibility available to capitalists is that they borrow from
each other. Capitalists in each department may provide the other
department with short-term debt contracts: IOUs or bills of exchange
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(see Weeks, 2010: pp. 94-95). In Table 12.2, for example, department
1 produces 100 units of capital goods for department 2; it could do so
on a contractual basis, where department 2 owes this amount until the
capital goods are delivered. Department 1 could act likewise, writing
10Us for purchases it makes from department 2. Since, as we have seen,
outlays and receipts balance for each department, all short-term debt
obligations between departments are extinguished at the end of the
production period; each department can use its receipts to pay off any
IOUs it needed to take out to enable its outlays.

In principle, debt contracts between departments of production could
be based on mutual agreement between capitalists where no interest
is charged on short-term debt. In the absence of interest payments,
expanded reproduction would have no long-term debt implications —
providing no basis for a theory of financial fragility. We therefore go
slightly further than Toporowski’s mixed picture of increasing liabilities
for some firms and increasing assets for others. Table 12.3 shows that
expanded reproduction is logically possible without any stocks of assets
and liabilities held by departments of production across production
periods. Under certain assumptions, the Kalecki principle that capital-
ists earn what they spend can apply specifically to each of the two great
departments of production in Marx’s schemes of expanded reproduc-
tion - and not just in the aggregate.

A final, more realistic, possibility can be identified where short-term
debt is extended to the two departments by financial capitalists (banks).
Again, all debts are paid off out of receipts at the end of the period. But
financial capitalists might also be expected to demand a slice of the
profits earned by industrial capitalists, with the latter paying interest on
short-term loans. The key question is whether industrial capitalists can
meet these interest payments. As the basis for formulating an answer,
it might be noted that in Marx’s expanded reproduction schema, the
first year of which is shown in Table 12.1, an annual growth rate of 10
per cent is established (see Trigg, 2006: p. 56). Of critical importance are
the rates of interest charged on debt in comparison to this 10 per cent
growth rate. Again, it is logically possible, so long as interest rates are
sufficiently low, for department 1 and 2 capitalists to expand without
building up long-term debt obligations. Industrial capitalists might be
able to extinguish short-term debts, and meet all interest payments at
the end of each production period.

A long-term stock of debt might evolve, however, when interest rates
are so high that profits in each production period are unable to service
short-term debt obligations. This can come about in periods of debt-
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fuelled overinvestment, which forces up interest rates, rolling over debt
obligations to subsequent periods of production — a move away from the
relative safety of Minsky hedge financing, where interest payments are
met by cash flows. Breaking out of hedge financing opens the system up
to the fragilities associated with speculative and Ponzi finance.

In Capital, Volume III, Marx considered the role of financial overcon-
fidence leading to levels of debt that outstrip the confines of industrial
profits. Weeks (2010) has related Marx’s analysis to the 2008 financial
crisis, where ‘the credit system has facilitated the expansion of produc-
tion to its material limit’ (p. 95). Financial exuberance is also character-
ised by speculation and even fraud. For Lucarelli (2010: p. 209), ‘Marx’s
scathing critique of these new forms of financial chicanery resonates
with the rise of the modern Ponzi schemes’'.

But note that financial fragility in this analysis is not based on the
structural debt relationships between departments of production.
Financial fragility is a seemingly behavioural phenomenon, depending
on the overconfidence and exuberance of industrial and financial capi-
talists: an exuberance that does not inevitably follow from the structure
of the reproduction schemes.

12.5 Conclusions

It is widely recognised that orthodox Marxism has paid insufficient
attention to the role of money and finance in Marx’s writings — a charge
that cannot be levelled at the rich vein of 20th-century Polish Marxism
led by Michatl Kalecki and Rosa Luxemburg. Much work is left to be
done, and is urgently required, to energise, develop and apply this tradi-
tion to current issues in political economy. This chapter offers a tenta-
tive contribution by examining the key role of the Kalecki principle, that
capitalists earn what they spend, in the financial instability hypothesis
formulated by Hyman Minsky.

Using the most developed of Marx’s numerical examples of expanded
reproduction, the role of debt and its repayment out of profits has been
considered. Notwithstanding the specificity of this particular numerical
example, it has been shown that the outlays and receipts of each of
the two great departments of production can be in complete balance.
Even though in Marx’s simulation there is expanded reproduction at
an annual rate of 10 per cent, in their intersectoral transactions neither
the capital goods producing department nor the consumption goods
producing department carries over any debt obligations from period to
period. This insight further develops the critique of Minsky contributed
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by Toporowski (2008b), which allows for some capitalists to operate
without debt obligations due to the reflux of profits. Furthermore it is
logically possible for debt obligations to be extinguished even when
departments have to pay interest on their short-term debt obligations.
Financial fragility is associated with the higher interest rates that follow
from the behavioural exuberance of capitalists (financial and indus-
trial) rather than the debt liabilities associated with the structure of
production.
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