MODULE 9
CONCEPTS OF CAPITAL: CAPITAL AS EXCHANGE RELATION VS. CAPITAL AS PRODUCTION RELATION
Introduction 

One of Marx's greatest achievements was obviously his understanding of capital. This I have tried to lay out in the earlier part of the course. Marx provides a tightly constructed concept of capital in which the different elements are mutually presupposing; i..e. they form what he called 'an organic system'. On the other hand, this organic system in turn is merely a transient historical expression of more enduring features of our human nature. These more enduring features include such necessities as the need to relate to nature and to relate to other people; and such powers as the power to objectify our ideas and to develop our powers of creativity.

Nevertheless, one can find many cases of work which does not adhere to Marx's conception of capital. Some of this is explicitly non-marxist and includes mainstream economics or what I will refer here to neo-classical economics. According to some (ref. Clarke) neo-classical economics was explicitly developed in the context of the marxist challenge of the nineteenth century and should, accordingly, be seen for the ruling class ideology it is. On the other hand things are little more complicated than this. There are, for instance, writings which assume a vaguely radical posture and which talk self-consciously about the importance of adopting 'a political economy perspective'. Most of the 'world cities' research is like this. Other work about which we should be critical quite explicitly adopts a marxist label or is accepted by many as marxist. One thinks here of Wallerstein's world systems theory, Frank's work on uneven development, and the notion of monopoly capital as in the work of people like Baran and Sweezy, James O'Connor and many more who might be shocked to find themselves placed under that rubric. These are all people who would vigorously defend their work as being 'marxist' despite, as I want to show, the shortcomings of the view of capitalism that underlies their work.

What all these approaches adopt is what I will call here a circulationist approach: an approach which places at the center of its view of capital the exchange of commodities. This is in opposition to a view, which I believe to be Marx's view, that foregrounds the production of commodities and the class relation central to that production: a production which certainly presupposes their exchange but which subordinates that exchange to its basis in a class relationship.

Some Symptomatic Expressions 
Consider first some symptomatic expressions of these divergent views: views that I believe deviate from Marx's own views or would have deviated from them if he had lived to experience the concrete changes that have taken place in capitalism -- concrete changes like the emergence of the large firm, the multinational, and neo-colonialism. I hang my remarks on certain categories that must be addressed if we are to understand capitalism.

1. Exploitation All concepts of capitalism have a place for exploitation, even that coming out of neo-classical economics. In Marx exploitation occurs at the point of production; it occurs through the appropriation of surplus value as a result of (e.g.) extending the length of the workday beyond that time necessary for producing values equal to labor's own value or through reducing that time relative to a constant workday length. In approaches to capitalism that privilege the sphere of exchange, however, it is in exchange that exploitation occurs: either in the exchange preceding production or in that subsequent to it.

The crucial concept here is unequal exchange. Unequal exchange is due to the assertion of monopoly on the part of some commodity exchangers as opposed to others. State power may be used, as per Frank and his underdevelopment thesis, to keep open the markets of less developed countries to the products of industrial capitals based in the more developed countries. Instead of a development of indigenous industry which would be possible if some protection could be granted to 'infant industries', this may be suppressed. This, it is argued, limits capitalist development in less developed countries. Failure of industry to develop means that the bargaining power of agricultural interests there is increased relative to the workers so that wages are bid down, rents for land leased out are bid up and the terms of exchange between landowner and tenant, large farmer and farm worker shift away from the immediate producers. Since labor is cheap there is no incentive to develop the productive forces through mechanization, irrigation, etc.

Alternatively the exchange relation may be one between the large Western firm that buys, processes, and distributes the product of small Third World producers. The processing and distribution of foodstuffs like coffee, cocoa, tea and increasingly bananas has tended to lodge in the hands of very large firms that dominate final markets. Their brand names give them a market power that is difficult to break. The producers of the raw cacao, coffee beans, however, are numerous and easy to substitute for by the Western buyers. This means that the Western buyers can drive a hard bargain and buy the raw materials much more cheaply than if there were more -- far more -- of them. The Western processors pocket the difference. And if the Third World producer employs workers other than the immediate family then they too will feel that pressure in the form of lower wages, a worsening of work conditions, etc.

The idea of monopoly buyers/sellers also looms large in the claims of the monopoly capital school of marxism. The importance of these supposed monopolies lies partly in the relation to the final consumer. As the forces of production are developed, for example, so control of prices through market power means that prices are not reduced to match the new lower values and so the periodic crises associated with the tendency for a declining rate of profit can be avoided. In other monopoly capital arguments a distinction is drawn between monopoly and competitive sectors of the economy. The competitive sector is placed at a disadvantage and tries to recoup its losses to the monopoly sector by holding down wages, resisting unionization, fighting calls for minimum wages and the like. In the monopoly sector the ability to purchase from the competitive sector at rock bottom prices while charging monopoly prices for its own products means that it is flush with profits. This may allow for the emergence of a labor aristocracy.

This latter argument recalls very similar ones from mainstream labor economics and its discussion of segmentation and dual labor markets. Indeed, due to their foregrounding of market forces many of these so-called marxist arguments are not that far from ones straight out of neo-classical economics and its discussions of monopoly and monopsony. There is, in brief, no concept of exploitation at the point of production: merely at the point of exchange.

An attraction of equating exploitation with unequal exchange is its empirical verifiability in the form of prices. This is especially so given the tradition of empiricism so pervasive in the social sciences. As a result the unequal exchange apparent in (e.g.) company towns or between so-called mobile capital and immobile workers attracts far more attention than it warrants. This is to be sure exploitation, but it is insignificant when placed in the context of exploitation at the point of production.

2. Competition 

The idea of unequal exchange is, in the works of those operating with a circulationist concept of capital, closely bound up with the idea of competition. It is, in particular, failures of competition and the emergence of monopoly in product or input markets that result in so-called unequal exchange. Undoubtedly competition is also a central concept in production relations concepts of capital. But there are subtleties involved such that it plays a somewhat different role.

When capital as an exchange relation is emphasized then competition tends to become the primum mobile of the economic system: the decisive precondition for practice. The possibilities of economic strategy are given exogeneously: modes of labor control, technology, products, forms of corporate organization, etc. But within that field of possibilities it is competition that decides what is the best choice. If the firm is engaged in producing low skill products then (e.g.) relatively unfree forms of labor may be appropriate. As technologies of transportation change so firms can pursue cheap labor strategies by relocating some of their production to the Third World, etc. Competitive strategy is a matter of choosing from a list of menu items that changes but for reasons over which the individual firm has no control.

On the other hand, competition itself, the degree of competition, is a contingent matter. Firms may find themselves with market power which allows for the unequal exchange remarked on above. Exploitation is seemingly a result of a failure of competition. As the number of firms in a particular market diminishes, for instance, so the possibility of monopoly pricing is enhanced. The number of firms producing a particular product is an important consideration here. Once again, therefore, the arguments of people like Baran and Sweezy find themselves in an uncomfortable convergence with those of neo-classical economics.

This is in sharp contrast to the classical marxist position. Several points should be made here. First, it is not competition which is the fundamental concept but the class relation between capital and wage labor. The possibility of exploitation is already given by the ability of capital, through the money concentrated in its hands, to monopolize ownership of the means of production and so force wage labor to work for it on its terms. What competition between individual capitals does, therefore, is make necessary something that is already latent within capitalist production relations: i.e. latent within the separation of immediate producers from the means of production.

Second, and in sharp contradiction to the monopoly capital school, competition is not a contingent matter under capitalism depending, say, on the number of firms selling in a particular market. It is rather a necessary feature of it. Furthermore it has nothing to do with numbers. Some of the most cut-throat competition in the world is between small numbers of firms: the contemporary competitions between automobile or commercial aircraft producers provide cases in point.

All capitalist firms lay out money for inputs and they do so in competitive markets. Regardless of the nature of the final product firms must compete with other firms for (e.g.) finance, power, transportation, favorable state consideration, and for at least some grades of workers. Likewise, all workers in particular labor markets face the same set of housing, transportation, food costs, local taxes, etc., so that reservation wages will be similar. The values laid out must then be retrieved if the production cycle is to start again.

Now it is certainly possible that some firms may achieve some market power in either their input or output markets. In a labor market dominated by one firm it may be possible to bid wages down below what they would be in a more diverse local economy, thus facilitating profitability. Likewise, if the firm dominates a particular final product market then profits may be higher than they would otherwise be.

But this market power and the unusually high levels of profitability that go with it can, in lieu of competitive strategies designed to maintain it, only be a transient phenomenon. It is in the nature of capitalist production relations that capitals, in their competition with one another, seek to colonize those branches of production, those particular input markets, perhaps, where unusually high profits can be achieved. But that competition itself tends in turn to eradicate competitive advantage. If wage costs are especially low in a particular labor market then other firms will move in to take advantage of them, but this will reduce the market power of employers there. Likewise in final product markets: high profits provide tremendous incentives for other firms to invade that market. More local markets become 'globalized' as outsiders move in. Alternatively substitutes may be developed.

The attempts of workers to maximize their wages and minimize their living expenses works in the same direction. There are (e.g.) shifts of labor from monopsonistic labor markets to more competitive ones where wages are higher. Workers also shift their purchases from those items where prices are increasing due to the market power of their producers to those where there is no such market power and this serves to constrain that market power.

Any market power is strictly short term, therefore, and has to be by the very nature of capitalist production relations. This does not mean to say that particular firms may not show unusually high rates of profitability over a long period of time. But they can only do this by working at it and renewing it: by (e.g.) developing new products to replace the old ones that are now being duplicated by other firms; or by developing new ways of organizing production and the labor process ('just-in-time'?) that can give them an advantage over competitors.

This brings me to the third point that needs to be made about competition under capitalism. Capitalists do not just select from an existing menu of production possibilities: particular technologies, products, ways of organizing the labor process, raw-materials, etc. Rather they work actively to change them: to re-write the menu, in other words. This, again, is necessitated by the underlying production relations of capitalism. If competitive strategies were limited to a choice from an existing and exogeneously given menu then any market advantage obtained would be quickly eliminated as other firms moved in to exploit the same possibilities. There would be no further incentive to developing the forces of production. Obtaining an advantage that no other firm has, nor can quickly replicate, depends on working to change that menu of possibilities by (e.g.) developing new products, new technologies, etc. The menu, therefore, is not given exogenously but is a result of the competitive strivings of individual capitalist firms.

Consider, and by way of illustration, Adam Smith's famous assertion of how the division of labor -- and hence, according to him, productivity -- was given by the extent of the market. As the market expanded so would production and hence the possibilities of subdividing tasks. But capitalists don't sit around waiting for the market to expand. Their competition one with another results, either intendedly or not, in the expansion of the market. In product development they discover new tastes in the consuming population that nobody else realized existed. They develop new forms of transportation so as to expand markets geographically. Their own production provides new markets for the producers of raw-materials and so forth.

This is not to say that there are not limits to that menu of possible strategies that capitalists are constantly adding to and transforming. It is not true to say that in a capitalist mode of production capitalists are free to force workers, if they so choose, into unfree, or at least relatively unfree, forms of labor. Unfree forms may exist here and there as in the history of South Africa but their forms are attenuated and always subordinated to the wider prevalence of free wage labor. So (e.g.) in South Africa share cropping arrangements tied many Africans to white farms but there was no slavery. The vast majority of immediate producers in the country we know as South Africa have always been wage workers free to leave their current employer and engage with another.

Given capitalist relations of production unfree forms of labor have to occupy little more than a subordinate role. Only with free wage labor does the law of value apply and the necessity for the development of the productive forces and accumulation. It is true that under certain circumstances capitalists might succeed in converting wage workers into their personal dependents but if this became extensive throughout a society then we would not be talking about capitalism any more. Moreover, there would be serious obstacles to this actually happening. On the one hand there is the labor power of the worker as his/her private property; given the possibility of constraints on those rights they would resist or resort to flight. On the other hand other capitalists would react with hostility to the attempts of some to lock up labor and so make labor more scarce for themselves.

3. Motivation 

Circulationist concepts of capital have serious problems in their assumptions about what motivates economic agents. Given the production relations of capitalism we know what the interests of economic agents are and why they have those interests. Capitalists have to accumulate or else they will lose control of the means of production and be relegated to the role of wage worker. Wage workers have to reproduce their labor power so as to maintain continuing access to the means of subsistence. Marx put it well in Capital Vol 1: " … he (the capitalist shares with the miser an absolute drive towards self-enrichment. But what appears in the miser as the mania of an individual is in the capialist the effect of a social mechanism of which he is merely a cog." (p.739)

Lacking a concept of production relations, circulation-based approaches often resort to idealistic assumptions about people to get their system of commodity exchange going: "self interest", "preferences", Adam Smith's "propensity to truck, barter, and exchange", or in more vulgar, journalistic discussions, "greed". These idealistic assumptions in turn frequently result in subscribing, at least implicitly, to conceptions of history which are insensitive to context-specific forms of fundamental human powers and needs. When pressed about their assumptions regarding why things happen under capitalism some underlying ideas about human nature commonly emerge. But these are typically not thought through so that no distinction is made between a transhistoric concept of human nature and its more historically specific manifestations.

Specific instances of this are not difficult to find. The first is the assumption in neo-Smithian marxism that Brenner attacks: the idea that people have an inherent interest in commodity exchange -- the 'propensity to truck barter and exchange' -- so as to enhance their wealth in the form of use values. This, of course, neglects, as Brenner points out, those property relations that make commodity exchange possible: in particular private property rights.

A second instance comes from some genres of urban analysis. In some academic writings, as well as in the work of some journalists, attempting to understand the dysfunctionalities of the city there is a tendency to resort to what have been termed 'manipulated city' explanations. According to this, housing shortages, rising rents, pollution, traffic congestion are referable to the greed of economic agents and to their moral lapses. The problem is defined as one of moral failure, cheating, observing the letter instead of the spirit of the law. The policy implication is plain: tighten up the law and make cheating, the exploitation of loopholes in the law, more difficult. Suitably disciplined economic agents will resort to less socially dysfunctional strategies and the public interest promoted. Yet given capitalist production relations, why should we expect developers etc., to accept the law as given rather than find new loopholes. The problem, in other words, is not some moral lapse but the necessities built into the production relations.

Critique 

Given these, what I have called, symptomatic expressions of circulationist positions, wherein lies the problem? We know how they deviate from production relations formulations but why? What are the underlying assumptions and misunderstandings producing circulationist diagnoses?

We get a strong clue as to what the problem is if we think back to Module 8 and the discussion of ideology. There it was pointed out that the forms in which capitalist relations present themselves in the sphere of exchange or circulation are either illusory as such as in the case of selling labor (rather than labor power) or the freedom of the individual; or they are interpreted in ways which are mystificatory - they are naturalized rather than seen as the expressions of social relations that they are. Only when we proceed behind the metaphorical door to which is pinned the sign 'No Admittance Except on Business' can we hope to penetrate capital's secret. In other words, it is only when we confront capital as a class relation not just in the distribution of the product but in its very production that we can demystify and move from such ideas as the sale of labor instead of labor power, and the way in which capitalist competition is itself conditioned by the class relation and owes nothing to any motivation of the capitalist exogeneous to the incessant need to accumulate.

So long as we confine ourselves to the circulation of commodities, exploitation remains invisible under capitalism. Yet for the circulationists the results of exploitation seem evident: the coexistence of huge wealth alongside poverty; the tremendous variation within particular societies in (e.g.) housing conditions, nutrition, health care, and, above all, life span. So how to explain it while sticking to the empiricist criterion that it has to be observable to be real? This is the attraction of unequal exchange and the deviations from (an essentially neo-classical concept of) competition that generate it. Value is clearly produced but its appropriation through a process of exploitation within the workplace is opaque. So it must be outside the workplace, where it can be identified, that it takes place. And in order for it to take place competition has to be such as to generate differential market power between capitals and between capital and labor, as in monopoly and monopsony.

As Marx remarks at various points in Capital Vol.1 things become much clearer when we see the essential relation in capital, the relation mediating people's connection to each other and to the means of production, as a class relation: a relation between those who have the money to purchase the means of production and labor power on the one hand, and the owners of labor power on the other. The metabolism of individual commodity exchanges disguises this.

Consider a triangle. All the workers are in one corner, all the means of production in another, and all the capitalists with their money in the third. The workers don't have the money to buy the means of production so as to produce their means of subsistence but the capitalists do. The capitalists as a group offer to hire workers for a wage. Each worker has no alternative but to agree. Here the necessity of the wage relation is crystal clear.

Production begins. Some workers produce means of production and some produce wage goods. More means of production are produced than the workers started out with. All these goods pile up in the middle of the triangle and as the property of the capitalists to be shared out later. Workers are then given a share of the wage goods sufficient to keep them alive until production recommences. They don't get any of the means of production, even though the workers clearly produced them and have more than replaced those they started out with. Rather the means of production are shared out among the capitalists. With only means of subsistence and no means of production the workers must present themselves once again for employment as wage workers The act of appropriation of unpaid labor by the capitalists, the dependence of the immediate producers on the capitalists, are here transparent in a way they cannot. be when we think in terms of multifarious commodity exchanges between individual capitalists among each other and with workers.
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