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Neo-capitalism

THE ORIGINS OF NEO-CAPITALISM

The great economic crisis of 1929 first changed the attitude
of the bourgeoisie and its ideologists toward the state; sub-
sequently it changed the attitude of this same bourgeoisie
toward the future of its own system. :

Some years ago a notorious trial took place in the United
States, the trial of Alger Hiss, who had been an assistant in
the State Department during the war. At Hiss’s trial, one of
his most intimate friends, a journalist for the Luce publica-
tions named Whittaker Chambers, was the key witness in
his conviction for perjury, actually as a Communist who
had allegedly stolen documents from the State De
ment and passed them on to the Soviet Union. This: Cham
bers, who was somewhat neurotic, had been a Comnwanist
during the first ten years of his adult life and woond up.as
religious editor of the weekly magazine Time. He wrote a
lengthy confessional under the title Witness. In this book
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78 ERNEST MANDEL

Nevertheless, in the background of this whole develop-
ment remains the question mark placed over the system,
the doubts regarding the future of the capitalist system,
and on that level there is no longer any doubt. In all the
decisive layers of the bourgeoisie, the deepest conviction
reigns that the automatism of the economy of and by it-
self, the “market mechanism” cannot insure the survival
of the system, that it is no longer possible to rely on the
automatic internal functioning of capitalist economy, and
that a conscious and expanding intervention, more and
more regular and systematic in character, is necessary in
order to save this system.

To the extent that the bourgeoisie itself is no longer
confident that the automatic mechanics of capitalist econ-
omy will sustain its rule, another force must intervene for
any long-term salvation of the system, and this force is
the state. Neo-capitalism is a capitalism whose preemi-

nent characteristic is the growth of intervention by the |
state into economic life. From this point of view as well,

the current neo-capitalist experience in Western Europe
is only an extension of the Roosevelt experience in the
United States.

To understand the origins of present-day neo-capitalism,
however, we must also take a second factor into account to
explain the growing intervention in economic life by the
state, and that is the cold war. More generally this can be
viewed as the challenge which the totality of anticapital-
ist forces have hurled at world capitalism. This climate of
challenge makes the perspective of another serious eco-
nomic crisis of the 1929-1933 type completely intolerable
to capitalism. Imagine what would happen in Germany
if there were five million unemployed in West Germany
while a scarcity of labor existed in East Germany. It is easy
to see how intolerable this would be from a political point
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of view, and this is why state intervention into the eco-
nomic life of the capitalist countries is above all anticyclic,
or, if you prefer, anticrisis in character. .

A PERMANENT
TECHNOLOGICAL REVOLUTION

Let us dwell a moment upon this phenomenon of long-
term expansion. Without this the specific neo-capitalism
we have witnessed in Western Europe for 15 years is in-
comprehensible.

This long-term cycle started in the United States with
the second world war. In order to understand the causes
of this phenomenon we must remember that in most of
the other expanding cycles in the history of capitalism
we find the same common element repeated: technologi-
cal revolutions. It is no accident that a cyclical expansion
of the same kind preceded the period of stagnation and
crisis of 1913-1940. The end of the nineteenth century was
an extremely peaceful period in the history of capitalism,
during which there were no wars, or practically none, ex-
cept for colonial wars, and during which a whole series of
technological researches and discoveries from the previ-
ous phase began to find their application. In the current
period of expansion, we are witnessing an accelerated
technical progress, a genuine technological revolution, for
which the expression “second industrial revolution” or
“third industrial revolution” hardly seems adequate. We

find ourselves, in fact, before an almost uninterrupted

transformation of the techniques of production. This phe-
nomenon is virtually a by-product of the permanent arms
race, of the cold war in which we have been involved since
the end of the second world war.

In fact, if you carefully examine the origin of 99 per
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82 ERNEST MANDEL

We no longer have crises every seven or 10 years but in-
stead have recessions every four to five years. We have
entered a far more rapid series of cycles of far shorter
duration than those which occurred prior to the second’
world war.

Finally, to conclude this examination of the conditions
under which today’s neo-capitalism is developing, there is
a rather important change taking place on a world scale
in the conditions under which capitalism exists and is
developing. .

On the one hand, there is an enlargement of the so-
called socialist camp, and on the other, the colonial revo-
lution. And while the balance, so far as a widening of the
“socialist camp” is concerned, effectively represents a loss
from the point of view of world capitalism—loss of raw
materials, investment opportunities for capital, markets,
and on all other levels—the balance, so far as the colonial
revolution is concerned, paradoxical as this may seem,
has not as yet resulted in a substantial loss to the capital-
ist world. On the contrary, one of the concomitant factors
explaining the scale of economic expansion of the imperi-
alist countries occurring in this phase, is the fact that, in-
sofar as the colonial revolution remains in the framework
of the capitalist world market (except where it gives birth
to other so-called socialist states), it serves as a stimulus
to the production and export of industrial equipment, the
products of heavy industry in the imperialist countries.

This means that the industrialization of the under-
developed countries, neo-colonialism, the development of
a new bourgeoisie in the colonial countries, all constitute
further supports, together with the technological revolu-
tion, for the long-term expansion trend in the advanced
capitalist countries. Since these fundamentally have the
same effects, they also lead to a growth in production for

Neo-capitalism 83

heavy industry and for the industries engaged in mechani- .
cal construction in the manufacture of machinery. A part
of this machinery serves for the accelerated renewal of
fixed capital in the advanced capitalist countries; another
part serves for the industrialization, the mechanization of
the newly independent colonial countries.

By approaching the subject in this way, we are able
to grasp the deeper meaning of the neo-capitalist phase
which we are now witnessing, which is that of a long-term
expansion of capitalism, a period which I believe is limited
in time, just like similar periods in the past. I do not in the
least believe that this period of expansion will last forever
and that capitalism has now found the philosopher’s stone
which will allow it to avoid not only its cyclical crises but
also its long-term cycles of successive relative expansion
and stagnation. But it is this phase of expansion which
now confronts the working-class movement of Western
Europe with its specific problems.

Let us now turn to the fundamental characteristics of
this governmental intervention into capitalist economy.

THE IMPORTANCE OF
ARMAMENT EXPENDITURES

The first objective phenomenon which is a tremendous fac-
tor in facilitating the growing governmental intervention
in the economic life of the capitalist countries is precisely
this permanence of the cold war and this permanence in
the armaments race. To say permanence of the cold war,
permanence in the armaments race, permanence of an ex-
tremely high military budget, is also to say state control of
an important part of the national income. If we compare
the economies of all the big advanced capitalist countries
of today with those of all the capitalist countries prior
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86 ERNEST MANDEL

HOW CRISES ARE AMORTIZED’
IN A RECESSION

This growth in social welfare expenditures is the result of
several concomitant phenomena. ,

There is, first of all, the pressure of the working-class
movement, which has always aimed at ameliorating onie

of the most distinct characteristics of the proletarian con-

dition: insecurity. Since the value of labor-power only
roughly covers the needs of its currént upkeep, every in:
terruption in the sale of this labor-power—that 1816 sdy
every accident which interferes with the-worket’s noriial
job: unemployment, sickness, disability, old age—casts the
proletarian into the depths of poverty, In'the beginning:of
the capitalist system, there was only “charity,” private or
public, to which the jobless workers could turnin distress,
with only insignificant material results and at the price of
a terrible blow to his human dignity. Little by little; the:
working-class movement has imposed the principle of so-
cial insurance, first voluntary, then compulsory, against:

these blows of fate: health insurance; unemployment com-

pensation, old-age insurance. And the wﬁcw%n has finally
wound up with the principle of social security, which would
theoretically cover the wage and salary earnet agaihist all
losses of current earnings. :

Then there is a certain interest on the part of the state.
The institutions receiving the great amounts used for fi-
nancing this social security program often have large
amounts of liquid funds. They can invest these funds in
government obligations, make loans to the state (short-
term obligations, as a rule). The Nazi regime applied this
technique and it subsequently spread to most of the capi-
talist countries. :

The ever mounting size of these social security funds
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bank accounts.

But the mounting size of these payments into social se-
curity has managed to create a certain “tension” between
direct wages and deferred wages, since the latter some-
times reach 40 per cent of the total wage. Many trade-
union centers are opposed to further increases in “deferred
wages” and want to concentrate on having every new gain
in the form of an immediate gain in direct payments to the
worker. It must be understood, however, that underneath
the fact of the “deferred wage” and of social security.lies
the principle of class solidarity. Actually, the funds for sick-
ness, accidents, etc., are not based on the principle of “in-
dividual return,” (each one eventually receiving everything
he or the employer or the state has paid in for his account),
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90 ERNEST MANDEL

facturing consumer goods, being hard hit, will reduce or
cancel their orders for machines, which will bring about
the shutdown of more firms engaged in heavy industry,
consequently, the dismissal of another group of workers,
followed by a new drop in buying power for consumer
goods, with another consequent sharpening of the crisis
in the.light industrial sector, which will in its turn create
new layoffs, etc.

But once a system of effective unemployment insurance
has been instituted, these cumulative effects of the crisis
are dampened: the greater the unemployment compen-
sation, the stronger will be the dampening effect on the
crisis.

Let us return to the ammoa@mow of the beginning of the
crisis. The sector manufacturing machinery experiences
an overproduction and has to lay off some of its person-
nel. But when the unemployment compensation amounts
to let us say 60 per cent of his wages, this layoff no longer
means a total loss of income to the unemployed, but only
a reduction of 40 per cent in his income. Ten per cent
unemployment in a country no longer means an overall
drop in demand of 10 per cent but only of four per cent;
25 per cent unemployment now means no more than a 10
per cent drop in income. And the cumulative effect of this
reduction (which is figured in academic economic science
by applying a multiplier to this reduction in demand) will

be correspondingly reduced; the crisis will not hit the con- .

sumer goods sector so forcefully; the latter will therefore
lay off far fewer workers; it will be able to continue some.
of its orders for machines, etc. In brief, the crisis does not
spread out in the form of a spiral; it is “stopped” midway.
‘Then it begins to be resolved.

What we now call a “recession” is nothing but a classi-
cal capitalist crisis which has been abated, particularly by

Neo-capitalism 91

means of social insurance.

In my Treatise on Marxist Economics, 1 cite data on the
last American recessions which empirically confirm this
theoretical analysis. In fact, according to these figures, it
appears that the recessions of 1953 and 1957 began with
extreme sharpness and had an amplitude comparable in
every respect to the severest crises of capitalism in the
past (1929 and 1938). But contrary to these pre-second
world war crises, the recession 0f 1953 and of 1957 stopped
expanding after a certain number of months, were conse-
quently stopped halfway, then began to recede. We now
understand one of the fundamental causes for this trans-
formation of crises into recessions.

From the standpoint of the distribution of the national
income between capital and labor, the mounting size of
the military budget has an opposite effect to the similar
increase in “deferred wages,” since in every case a part
of the “deferred wage” always stems from supplementary
payments by the bourgeoisie. But from the standpoint of
its anticyclical effects, the mounting size of the military
budget (of public expenses generally) and the Boﬁbﬂnm
size of social insurance play identical roles in “abating”
the violence of crises, and gives neo-capitalism one of its
special aspects.

Aggregate demand can be divided into two categories:
the demand for consumer goods and the demand for pro-
ducer goods (machines and equipment). The expansion in
social security funds makes it possible to avoid an extreme
drop in expenditures (in demand) for consumer goods
after the outbreak of a crisis. The expansion in pu
penditures (especially in military mxwmmnraﬁnmr
it possible to avoid an extreme drop in
demand) for producer goods. Thus, these veir
of neo-capitalism operate in both sectors, not in suppress-
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94 ERNEST MANDEL

demand, prices do not fall but remain stable or fall only
slightly. This is a phenomenon which has been noted in
heavy industry and in the durable consumer goods mar-

kets over practically 25 years. It is moreover a phenom-

enon tendentially linked to the long-term cycle previously
discussed, for it must be frankly acknowledged that we
cannot predict changes in the prices of durable consumer
goods after the close of this long-term period of expan-
sion.

It cannot be oxn_cmmm that when the automobile indus-
try will increase its excess productive capacity, this will
wind up with a new competitive struggle over prices and
with spectacular declines. It is possible to defend the thesis
that the famous automobile crisis predicted for the second
half of this decade (1965, 1966, 1967), could be absorbed
relatively easily’in Western Europe, if the selling price of

small cars was lowered by one half. If the day came thata .

Citroen 4CV or a 2CV would sell for 200,000 or 250,000
old francs, there would then be such an increase in de-
mand that this excess capacity would most likely disap-
pear in a normal way. This does not appear possible within
the framework of present agreements, but if we view the
matter in terms of a Jong period of five or six years of cut-
throat competition, something entirely possible in the Eu-
ropean automobile industry, then the eventuality cannot
be excluded. ,

Let us immediately add that there is a more likely even-
tuality, one in which excess productive capacity is sup-
préssed by the shutting down and disappearance of a
whole set of firms, in which case the disappearance of this
excess capacity will prevent any important drop in prices.
That is the normal reaction to such a situation in the sys-
tem of monopoly capitalism. The other reaction must not
be completely excluded, but up to this time we have not

Neo-capitalism 95

witnessed it in any sphere, In the oil industry, for example,
the phenomenon of potential overproduction has existed
for six years, but the lowering of prices permitted by the
big trusts, which operate at profit rates of 100 per cent and
150 per cent, is a drop in the bucket: the price reductions
amount to 5 or 6 per cent, whereas the trusts could reduce
the price on gasoline by 50 per cent if they wanted to.

‘ECONOMIC PLANNING

The other side of the neo-capitalist coin has to do with the
body of phenomena which has been summed up in the
terms “managed economy,” “economic programming,” or
still further “indicative planning.” It is another form of
conscious intervention in the economy, contrary to the
classical spirit of capitalism, but it is an intervention which
is characterized by the fact that it is no longer mainly a
governmental act but is more an act of collaboration, of
integration, between government on one side and capital-
ist groups on the other.

How can we explain this general tendency to “indicative
planning,” to “economic programming,” or to a “managed
economy’?

We must start from a real need of big capital, a need
which derives from precisely the phenomenon which we
described in the first part of our discussion. We spoke
there of an acceleration in the rhythm of the renewal of
mechanical installations; or a more or less. permanent
technological revolution. But when we speak of an acceler-
ation in the rhythm of renewal of fixed capital we. can .S_w
be referring to the necessity of amortizing continu
expanding investment expenses in periods of time whi
continuously become shorter. Certainly this:ameorti
tion must be planned and calculated in the most accurate
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98 ERNEST MANDEL

all these studies, all these calculations, still remains the

figures advanced as forecasts by the employers.

There are consequently two characteristic fundamental
mmvmnw to this kind of mmomHmBBEm or “indicative plan-
ning.”

On the one hand, it is narrowly centered on the interests
of the employers which are the initial element in the cal-
culation. And when we say employers, we do not mean all
employers, but rather the dominant layers of thé bourgeois
class, that is to say, the monopolies and trusts. To the de-
gree that a conflict of interest betweerl very powerful mo-
nopolies may sometimes arise (remember the 1962 conflict
in America between the steel producer trists and the steel
consumer trusts regarding steel prices), the government
w_&a a certain role as arbitrator betwéen capitalist groups..
It'is, in some respects, an adniinistrative council of the

bourgeois class acting in behalf of all stockholders; of all -

members of the bourgeois class, but in: the intérest of the

dominant group rather than in the interests of democracy

and the larger number.

On the other hand, there is an uncertainty lying at the
base of all of these calculations, an uncertainty arising
from the fact that the programming is based purely on
forecasts and from the additional fact that the government
has no means for carrying out such programming. As a
matter of fact, neither do the private interests have any way
of assuring the fulfillment of their ».oﬂmnmmﬁ

In 1956-60, the “programiters” of the Commitnaute
Europeenne du Charbon et de I'Acier [European Coal and
Steel Community] as well as those of the Belgian Ministry
of Economic Affairs, twice missed the mark badly in their
forecasts of coal consumption for Western Europe and
especially for Belgium. The first time, prior to and during
the crisis in supplies caused by the Suez events, they fore-

“income policies
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cast a substantial increase in consumption for 1960 and a
consequent increase in coal production, with Belgian pro-
duction going from 30 million tons of coal annually to 40
million tons. In nmwrsa it fell from 30 to 20 million tons
during 1960; the “programmers” had consequently com-
mitted a compound error of rather significant proportions.
But no sooner was this one on record when they made
another in the opposite direction. While this drop in coal
consumption was occurring, they predicted that the trend
would continue and declared that it was also necessary to
continue closing coal mines. However, the contrary took
place between 1960 and 1963: Belgian consumption of coal
went from 20 to 25 million tons a year, with the result that
after having cut down Belgian productive capacity in coal
by one-third, there was an acute scarcity in coal, particu-
larly during the winter of 1962-1963, and it was necessary
to import coal post-haste, even from Vietnam!

- 'This example gives us a vivid picture of the technique
which the “programmers” must resort to ninety per cent
of the time when making their calculations for industrial
sectors. It is simply a projection into the future of the pres-
ent trend, corrected at best by a factor expressing the elas-
ticity in demand, which in turn is based on moanmma of
general rates of expansion.

THE STATE GUARANTY OF PROFIT

Another aspect of this “managed economy,” which gives it
a particularly dangerous character vis-a-vis the ionr.bmf
class movement, is the idea that “social m.aomn:buﬂnm or
” is implicit in the idea of ® C. Pro-
gramming.” It is impossible to guarantee the:trusts’ sta-
bility in their expenses and incomes for a five-year period,
the time necessary for amortizing their new-equipment,
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102 ERNEST MANDEL

profits at the expense of wages.

This means that the “management” is aimed at prevent-
ing so-called inflationary increases in wages during this
particular phase of the cycle and simply winds up by re-
ducing the overall rate of increase in wages for the whole
cycle. A cycle is then secured in which the relative portion
of wages in the national income will have a permanent
tendency to fall. It already has the tendency to fall during
the period of economic revival, since that is a period of
increased profit rate by definition (otherwise there would
be no revival!); and if the workers are prevented from cor-
recting this tendency during the peak period, it means
that the trend toward a deterioration in the distribution
of the national income will be perpetuated.

There is, moreover, a practical demonstration of the
consequences of a completely rigid policy on incomes
under state control with union collaboration; it has been
practiced in Holland since 1945 and the results are a mat-
ter of record. There has been a marked decline in the ratio
of wages to national income, which is matched nowhere
else in Europe, not even in West Germany.

Moreover, there are two decisive arguments on a purely

{%]

“technical” level against the proponents of an “incomes

policy.”
1. If you demand on aobEbnﬂE.m? mqocnam that in-

creases in wages shotild not exceed increases-in produc-

tivity during periods of full employment; why -don’t you

demand even greater wage increases in périods of urem-

ployment? On a conjunctural basis, such increases SoEm
be justified at that time since they would stimulate the
economy by increasing total demand .

{33

2. How can an “incomes policy” be wnmnsnmm with the
mrmrﬁmmﬁ effectiveness if incomes from wages are the only

e e c etk hcn waa Ty remavarm? TVAse nat ovary $nl
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comes policy” demand as a prerequisite workers’ control
of production, opening up of company books, and the abo-
lition of banking secrets, if for no other reason that to es-
tablish*the exact income of the capitalists, and the exact
increases in productivity?

Besides, this does not at all mean that we must accept
the technical arguments of the bourgeois economists. It is
absolutely wrong to say that increasing wages beyond the
increase in productivity is automatically inflationary in
periods of full employment. This is true only to the degree
that the profit rate is left stable and intact. If we were to
reduce the profit rate thanks to a tyrannical intervention
against private property, as the Communist Manifesto puts
it, then there would be no inflation whatever; we would
simply take buying power from the capitalists and give
it to the workers. The only objection that can be raised is
that this runs the risk of slowing down investment. But
we can turn capitalist technique against its own authors
by telling them that it is not such a bad thing to reduce
investment when there is a period of full employment
and a boom at its “boiling point”; that on the contrary,
this reduction in investments is already on the way at the
very moment, and that from the standpoint of anticyclical
policy, it is more intelligent to reduce profits and increase
wages. This would permit the demand from wage work-
ers, from consumers, to come to the relief of investment
in the interest of maintaining the conjuncture at a Emw
level, a conjuncture which is threatened by the in
tendency for productive investments to fall off at a certa
state.

We can draw the following conclusion from-
state intervention in economic life, managed economy;
economic programming, indicative planning, arenot.the
lonet hit nontral T.Dns the carial nnint of view. Thew are
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106 ERNEST MANDEL

increasing the rate of profit.” They did not add, though it
goes without saying, that this implies a redistribution of
the national income at the expense of the wage earners.
In other words, unless you are out to deceive people, you
cannot sermonize for a more rapid economic expansion,
which under capitalism implies an increase in private in-
vestments; and simultaneously demand a redistribution
of the national income in favor of the wage earner. In
the framework of the capitalist system, these two objec-
tives are absolutely incompatible, at least for the shortand
middle range period.

The working-class movement is therefore confronted
with a fundamental choice between a policy of reform in
the neo-capitalist structures, which urwvmmwamd..Eﬁmwwm,on
of the trade unions in the capitalist system so that they-are
transformed into gendarmes for the maintenance:of social
peace during the amortization phase of fixed capital, and

a basically anticapitalist policy, with a program of short-"

term anticapitalist structural reforms.
The fundamental goal of these reforms wouild be to take

away the levers of command in the economy from the-fi-

nancial groups, trusts and menopolies and place them in
the hands of the nation, to create a public sector of deci-
sive weight in credit, industry and transportation, and to
base all of this on workers’ control. This would mark the
appearance of dual power at the company level and in the

whole economy and would rapidly cillminate:ina dual-

ity of political power between the working class and the
capitalist rulers. o

This stage in turn could usher in the.conquest of power
by the workers and the establishment of a working-class
government which could proceed to the construction of a
socialist democracy free of exploitation and all its evils.

Malcolm X
Black Liberation
* the Road to
Workers

Power







