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Introduction: Defending Capitalism 
Against the Privileged

Globalisation and capitalism are considered as twin brothers. This is 
dangerous as it may lead to the loss of the achievements of capital-

ism: competition and equality and the removal of politically acquired 
privilege. Capitalism has many aspects which are dealt with in this contri-
bution. One characteristic often highlighted in the critique and the praise 
of capitalism does not belong to capitalism. This is the tendency towards  
‘unlimited accumulation’. Capital accumulation, and especially unlimited 
capital accumulation, is only superficially a goal in capitalism. It is only an 
instrument. Capitalists have to compete for the accumulation of capital. 
But they can accumulate only in so far as they, involuntarily, increase con-
sumption. Although a non-capitalist landowner and a capitalist owner of a 
factory both expect to earn income from their property, there are impor-
tant differences: the landowner can expect income even if he lives autarchi-
cally, as he can consume his own agricultural surplus or use it to feed his 
workers, whereas the capitalist will earn money only if there is a market 
for the products he manufactures in his factory. In contrast to the non-
capitalist landholder he depends on demand or rather, as will be shown, on 
rising demand.

The distinction between the functional requirements of capitalism and 
the rules set for different social groups within capitalism is a permanent 
endeavour in this contribution. Socio-economic systems are not necessarily 
created by conscious action. They result from the interplay between very 
diffuse interests in which nobody among the protagonists has a master 
design. There has to be no isomorphy between the rules within a system, 
but only compatibility.

Certainly, consumption can increase also if some privileged ones consume 
more. But in this case, these privileged ones have to be protected from com-
petition. The mechanism which is decisive for the efficiency and the superi-
ority of capitalism in comparison to other socio-economic arrangements is 
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weakened, decisively weakened, if privileges become politically institution-
alised. Competition and rising consumption can be maintained only in case 
of rising mass consumption, ultimately by the empowerment of labour, at 
best directly in their position on the labour market.

The basic link between accumulation and consumption is due to the 
fact that capital is limited in the real economy, limited, that is, by demand 
and not by supply. Capital can be owned as property and, on the basis of 
which, capitalists make money through that asset by organising the produc-
tion process—which yields products which can be sold. Only those ‘means 
of production’, equipment, buildings, infrastructures, which are required 
for production are ‘valuable’ as capital, because they are contributing to 
value formation. The higher the growth of the volume of production, the 
more capital is required. But under capitalism, the opposite does not hold: 
the higher the financial resources theoretically available for investment, the 
higher the output does not hold—these additional resources may just not 
be invested. Financial resources put aside as ‘savings’ are in principle with-
out value and may only become valuable, if they are scarce and required for 
processes in the real economy. In the real economy, the only savings which 
are possible are investments. ‘Overinvestment’, that is, spending on invest-
ment for which there is no use in production for a demand articulated on 
the market, is waste. The build up of financial assets beyond the require-
ments of the real economy is at best waste, at worst a limit to the expansion 
of the real economy.

The link between accumulation and consumption has always been 
threatened since capitalism emerged against the ‘pre-capitalist’ forms of 
enrichment of the politically powerful. There are three mechanisms which 
threaten this link today in a particularly dangerous way.

Capitalism is expansionary but not contagious. Capitalism ‘penetrates’ 
other modes of production but does not necessarily transform them into 
the capitalist form, although it may well ‘deform’ them. It is superior in effi-
ciency in comparison to others socio-economic arrangements, a fact which 
may be demonstrated by a comparison of labour productivity and the pro-
ductivity of funds invested as ‘capital’. Because of this superiority, non-
capitalist societies are drawn into its orbit. They become suppliers of goods. 
They attract capitalist enterprises and provide their resources, labour, raw 
materials and ‘factors of production’ to them. In doing so, they may, how-
ever, not be transformed into capitalist ones. Market relations may emerge 
without a scarcity of labour, and hence also without the empowerment of 
labour. Similarly, if the capitalist impact is too weak to create high levels of 
employment, then labour will also not become empowered. All depends on 
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the impact this opening to the capitalist ‘world system’ exercises on them, 
ultimately whether the capitalist mechanism of increasing consumption is 
transferred via scarcity of labour. This mechanism consists in the empower-
ment of the mass of potential consumers through the labour market and 
ultimately through final demand.

Capitalism has certainly benefited from the political struggles of the 
mass of consumers, especially the struggle of labour and the emergence of 
the labour movement for the improvement of the standard of living of the 
masses. But the decisive form of empowerment of labour in capitalism con-
sists in the necessity for entrepreneurs to hand over the fruits of their inno-
vation under competition, increasing productivity, to labour in the form of 
higher wages they have to pay because labour is scarce. This means higher 
wages for all labour, not just for highly skilled labour, but also for labour 
which they do not directly employ because labour overall becomes scarce 
due to overall demand. If the increase in demand is sufficient to drive and 
increase in the scarcity of labour, then all employers, even those who assume 
to have political rights over labour on the basis of pre-capitalist arrange-
ments, must increase the remuneration of labour in order to keep their 
workers. Otherwise, these workers would migrate to the new employment 
opportunities. When there exists a scarcity of labour and higher wages in 
more dynamic sectors, the labour employed under poor working condi-
tions will simply leave such pre-capitalist labour arrangements. All over the 
world, migration and colonisation have shown this to be the rational behav-
iour of labour. Finally, if labour becomes scarce, then capitalist relations of 
production penetrate and emerge in new areas.

Today capitalism expands into societies where labour cannot become 
scarce because of underdevelopment and specific structural blockages con-
nected to it. Capitalism does not create capitalist structures of power when 
it penetrates not yet capitalist societies.

The second threat is the result of the success of capitalism: The success 
of capitalism has raised the standard of living of the mass of the population 
in capitalist countries. This results in new needs. The mass of this popu-
lation no longer wants only to consume more or better products. Other 
‘post-materialist’ needs emerge. One of these needs is security in the future. 
It implies provisions for the future. Just as for capitalists, so too are there 
limits to accumulation under capitalism for non-entrepreneurial house-
holds: individual households can save because other households accept 
higher indebtedness. Collectively, ‘savings’ done today cannot be stored for 
the future. Such savings are just a limit on demand, hence on accumula-
tion and employment, and therefore disempower labour. Public debts are 
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not the result of overconsumption, but of oversaving. Without the public 
sector incurring greater debt, higher levels of unemployment would emerge 
much more quickly.

In addition, the need for distinction further disempowers labour. One 
fine thing about capitalism is that it was imposed if mass consumption 
grew, whatever people thought about it. Capitalism could thrive quite 
nicely with the illusion that more money for the capitalists drove the system 
if only mass consumption expanded fast enough. There were no problems 
in everybody hoping to be better off than the Joneses, provided that even 
the workers with the lowest level of skills were required for meeting overall 
demand.

This integrative capacity of capitalism gets weaker when the level of 
material well-being makes new needs more important which do not trigger 
off additional production of goods and services. Needs such as these may be 
non-materialistic, like security in the future.

This third threat is constituted by the rise of needs which cannot be sup-
plied in the form of goods to individual consumers who purchase them in 
isolation. Collective needs become more important: The success of capital-
ism in exploiting nature for the material needs of humans brings human-
kind to the limits of sustainability of the ecological system. Collective needs 
can only be satisfied by collective decision-making. Whether this leads to 
the provision of these needs by market-oriented enterprises or by politically 
managed entities is of secondary importance for the political and social 
implications of the collective character of this consumption. In the first 
case, there may be competition between enterprises about how to provide 
the service most efficiently. In both cases, the decision about how much of 
the collective good has to be provided is achieved by non-market coordina-
tion, hence politically.

There are many divergences in interests between the participants. In 
contrast to a market system, participants cannot solve these divergences 
simply in the process of coming to decisions about collective goods, that is, 
by just choosing to purchase the amount of the collective goods they deem 
suitable. There are free rider effects. Free riders can reap benefits without 
providing efforts. They use strategic positions for rent-seeking which deny 
equal chances for all. The disadvantaged ones may create countercoalitions. 
The struggle over collective goods is typically politicised. The world system 
may not be capitalist in large domains but characterised by political strug-
gles over resources.

Will capitalism be able to rely on structures and values in the non- 
economic realm in order to maintain the principles of fairness and equality 
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in the economic realm which characterised the emergence of capitalism? 
Will capitalism be maintained by competition and rising mass consump-
tion? I will not fully exploit this point in this contribution. The contribu-
tion will, however, focus on the problems of the capacity of capitalism to 
dissolve political privilege and politically instituted inequality: Privilege and 
politically instituted inequality have spin-offs in other social spheres. To 
what extent a ‘bourgeois’ culture of equal participation and distribution 
based on the basis of equal effort has to be stabilised for capitalism in order 
to counteract these tendencies to inequality? How much can capitalism 
contribute to that effort?

There are serious doubts about capitalism’s capacity to have achieved a 
fundamental transformation in the direction of economic and social equal-
ity in non-economic spheres. The success story of capitalism cannot be 
explained without taking into consideration that it was made possible pre-
cisely because it did not really need and further on also does not really need 
to provoke a ‘political’ or ‘cultural’ revolution. I will show that capitalism 
was adopted by the most varied elites because they could hope to maintain 
their privileges by adapting to the rules of market competition and that 
this adaptation was imposed by the strength of labour at first on the labour 
market, and only afterwards and only perhaps as a collectively organised 
force. Capitalism tolerated inequality as long as it was confirmed by the 
market. Capitalism did not require a principled objection against pre- or 
non-capitalist forms of inequality. The values of equality implied in compe-
tition had never been imposed otherwise than by maintaining competition, 
and this implied at least temporarily market imperfections.

Furthermore, the fundamental principles of capitalism are not the objec-
tive of those who benefit most obviously from capitalism and who appear as 
such to be powerful. On the contrary, capitalism depends in its daily repro-
duction on the pursuit of happiness and the enrichment of the many. Those 
in control of financial resources have to invest them in those areas where the 
best yields are available. Their objective has to be to maintain and increase 
their relative income position in order to maintain their capacity to invest. 
Investment of surplus in the best yielding opportunities improves produc-
tion and hence the possibilities for consumption in relation to the amount 
of investment. However, the improvement of their relative income posi-
tion is only their own individual objective. It allows them to reproduce the 
financial assets under their control to maintain or improve their position 
in relation to other holders of financial resources. Such is not an objective 
of the macroeconomic regulation of the system. Permanent competition 
reduces advances in relative income.
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As capitalism has such an imperfect impact on the non-economic 
spheres, the only way to maintain it when competition weakens consists 
in the deliberate extension of its principles to the non-economic spheres. 
Competition, rising mass consumption and equality of incomes due to 
the equal accessibility for all to skills will translate into the slogan of the 
French Revolution ‘guerre aux châteaux, paix aux chaumières’. It would have 
to establish the unity of the values of the bourgeois and the socialist revo-
lutions which Marx to my view incorrectly has considered as historically 
opposed to each other (Marx 1843: 356, 366; Marx & Engels 1848: 472). 
Where markets function, market regulation should be defended and the 
more markets are possible, the better, because other modes of regulation 
like political coordination imply delegation and ultimately the danger of 
the ‘iron law of oligarchy’ (Michels 1925: esp. 182  f.). The more which 
can be left to the markets, the easier the struggle to check the tendencies to 
oligarchy in the non-economic spheres.

Such an approach to the analysis of capitalism fundamentally diverges 
from mainstream interpretations which can be summarised in the following 
way: The pursuit of capitalism and market fundamentalism has brought 
about numerous problematic tendencies. Even as incomes have increased, 
there has been acute increase in economic inequalities within countries and 
across the globe. Capitalism has brought about alienation and periodic 
cyclical booms and busts, with mass insecurity and poverty for large num-
bers of people despite the enrichment of even many.

These phenomena undoubtedly exist, but they are not the core ten-
dency of capitalism. Rather, they demonstrate the breakdown of capitalism 
presaging its demise. They are not constitutive of its basic arrangement 
for giving rise to economic advantage, they do not necessarily follow from 
profit-making or from anonymous markets and they are dependent on 
political power. So the difference is made clear when it can be shown that 
profit depends on expanding demand and that expanding demand under 
conditions of competition depends on expanding mass markets and mass 
incomes, and this only becomes possible in cases of consistently high levels 
of employment which market relations per se do not produce. Jean-Baptiste 
Say’s global equilibria were conceived on the basis of an economy with gold 
money so that increases in saving triggered off gold production which cre-
ated employment and incomes. In a fiat money economy, additional savings 
do not trigger additional employment by fact of increases in demand for it. 
This issue is dealt by the equilibria on money markets where interest rates 
cannot fall below zero but where the supply of liquidity can be extremely 
high. Monetary Keynesianism has attempted to deal with this problem 
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in a purely economic manner without significant results. In contrast, the 
approach of real economy Keynesianism, presented here, identifies mass 
consumption and hence empowerment of labour as the basic mechanism 
of socially embedding capitalism and making profit safe and sustainable.

Therefore, in the following, socialism will be opposed to capitalism in 
a polarised way. The bureaucratic management of economies of the Soviet 
type has nothing to do with the aspirations of the political movements 
which took socialism as their goal. The Communist variant of the working-
class movement was already in a minority position before 1914 and sur-
vived the Russian October Revolution in the industrialised countries only 
because of the committed struggle of the Communists against fascism in 
the 1930s and 1940s.

Socialism is the appropriation of society by society, the management 
of each of the different realms of social existence by democratic govern-
ance. Such democratic governance implies the subordination of all other 
modes of regulation in the society to the overarching objectives democrati-
cally defined the society. It implies modes of regulation of different types 
(including capitalism): the market, centrally coordinated administrative 
orders, locally imposed administrative rules. In contrast to capitalism, it 
is not the modes of regulation but the ‘roles’ of the modes of regulation 
which are important. Under capitalism, overall equilibria are supposed to 
be achieved by decentralised decision-making and agents coordinated only 
through the market. Under socialism, the market regulation is relativised 
and consciously embedded. Capitalism is characterised by the unconscious 
embedding or regulation and a simple and unintentionally favourable social 
environment. Under contemporary capitalism, the development of the pro-
ductive forces of the economy no longer allows such simplistic embedded-
ness of the regulating structure and therefore requires a politically active 
environment.

Socialism as the democratic management of society would then be the 
political complement to capitalism in the non-economic spheres of col-
lective goods. My argument would, therefore, be that such a democratic 
socialism as the transparent, egalitarian and as much as sensible decentral-
ised decision-making on the basis of equal access to participation is the 
necessary complement of capitalism, with as much markets as possible in 
order to make democratic control in those spheres workable in which mar-
kets cannot work.





1
Profitable Capitalism and 
Rising Mass Incomes

Capitalism differs from other class societies by the predominance 
of profit over rent as the form of surplus. Profit is appropriated on 

the basis of the sale of commodities on in principle perfectly competitive 
markets. The capitalist enterprise earns profit without being supported by 
any political or organised social group which assists it with non-economic 
means and intervention in markets. In contrast to profit, other forms of 
surplus as tax or rent are appropriated on the basis of market imperfec-
tions created by political measures through the limited capacity of access 
to resources or technologies which all create privileged conditions. Profit as 
income earned on the basis of perfect competition requires equal access of 
all existing and potential entrepreneurs to all factors of production. Factors 
of production have to be traded on factor markets. This implies commodi-
fication of all relevant factors of production.

Wage labour is such a commodification of labour. Slave labour and 
other forms of unfree labour can also be traded. Capitalists can employ 
such unfree labour, even if there is a labour management problem. Unfree 
labour may be disinterested in the results of production and difficult to be 
motivated for the goals of the enterprise, although the practice of manumis-
sion has introduced such elements into the deal between the employer and 
the unfree labourer.

Such appropriation of surplus on perfect markets depends ultimately on 
the rise of mass consumption. This requires that the incomes of all workers 
with average skills and not only of highly skilled workers increase. Otherwise 
rising productivity as expected from competition will increase the available 
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surplus beyond any absorptive capacity of the capitalist entrepreneurs who 
then can get access to this surplus or even produce this potentially available 
surplus only if they restrict competition. There is no agency in the capital-
ist class or in the state which capitalists decisively influence, which has as 
its purpose of existence the promotion of the rise of mass incomes. Under 
perfect competition, entrepreneurs cannot individually increase the con-
sumption of the labour they employ, even if they are motivated by benign 
feelings. They have to face labour as a factor of production which negotiates 
the terms of its employment on the labour market. It will be shown that 
from the side of consumptive capacity of the system, this requires labour 
being bought as free wage labour. Slave labour on plantation economies or 
‘feudal’ economies can achieve their transition to capitalism on the basis of 
intensified market relations. Such market relations may exist between their 
various constituent units, but are steps in the direction of capitalism only 
in the context of their being linked to capitalist economies based on wage 
labour, as was the case with the American plantation economies in the 16th 
century.

Market relations existed long before capitalism and where all this 
restricted when full competition made surplus appropriation on perfect 
markets impossible. The defining criteria for capitalism is not markets, but 
perfect markets where the participants will not introduce market imperfec-
tions because the overall development of demand allows for profits without 
market restrictions.

For labour to accept to be free of bondage, to emerge as the doubly free 
proletarian (free of any property in its means of production and also free of 
any bonds, cf. Marx 1867: 742), labour has to have a reasonable perspective 
of a chance to sell its labour power. If this condition is not met, labour will 
prefer to accept bonds, even to really engage in bonded labour as the various 
forms of debt peonage demonstrate which can be observed in 19th century 
Latin America or India.1

Capitalists employ wage labour if this labour adds more to production 
than it costs. The marginal product of labour has to be at least as high as 
the cost of labour. The productivity of labour has to be high enough for 
marginal labour to yield at least as much its cost. If the marginal product 
of labour is lower than the cost of reproduction, which labour has inev-
itably to earn in order to survive, labour cannot be fully employed and 
some labour can be reproduced only on the basis of its activity in a non-
capitalist sector.2 This leads to the observation that the transition to capi-
talism is based on the appropriation of surplus from non-capitalist sectors. 
Female household production is the example which is most often quoted 
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in gender-studies-oriented critiques of capitalism. Obviously, the rule of 
behaviour of maximising profit will induce capitalists to exploit any sector 
which allows them to appropriate resources. This will not, however, lead to 
the transition to capitalism, as the long history of the coexistence of politi-
cally dominant non-capitalist structures demonstrates. Long-distance trade 
and local markets over millennia did not lead to capitalism in the ancient 
empires of Asia. However, in some cases the support of the non-capitalist 
sector will go to labour which becomes employable despite a low marginal 
product. If employment is the result this may greatly accelerate the transi-
tion to capitalism.

There may be possibilities of covering the cost of reproduction of labour 
on the basis of access to resources produced in a non-capitalist sector. 
Export-oriented manufacturing production based on cheap family labour 
is a case about which I will discuss later. We will see such possibilities espe-
cially in the case of catching up economies which are following export-led 
growth where sufficient demand is provided by a leading capitalist centre. 
Such arrangements are, however, either dependent or unstable. One con-
figuration may be characterised by the non-capitalist sector being poor; in 
this case, it cannot provide demand for the capitalist one—which applies 
to the remark, above, about the blockage to capitalist appropriation of the 
surplus as profit because of a lack of demand. Another configuration may 
be characterised by the non-capitalist sector being rich, and in that case 
more efficient management of its factors of production will allow capital-
ist entrepreneurs to enter it. The old non-capitalist monopolists are dis-
empowered. They lose their old instruments of defending their incomes. 
They may turn into capitalists and provide demand to the capitalist sector 
as much as they are as capitalists. This was often the case for the owners of 
natural monopolies. These monopoly rights even capitalists had to respect.

In both cases the non-capitalist sectors cannot perform the role of sup-
plying sufficient additional demand.

If there are no capitalist economies which have already experienced the 
transition to capitalism on the basis of their own rising mass incomes, the 
transition to capitalism depends on empowerment of labour. Where labour 
is not empowered, rising productivity can be appropriated by the privi-
leged strata only if they are not exposed to perfect competition. Access to 
free labour is a condition for efficient management of factors of produc-
tion; empowered wage labour is a condition for unrestricted competition 
between capitalist entrepreneurs. The empowerment of wage labour ulti-
mately depends on wage labour yielding a surplus, hence being productive 
enough to produce more that it costs. Wage labour and perfect competition 
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between the privileged both imply a level of productivity where not only 
surplus production is possible but where even marginally productive labour 
produces at least as much as necessary for its reproduction. Capitalism 
depends on a certain level of marginal productivity which goes with a 
higher level of average productivity, but the degree to which average pro-
ductivity has to be higher than marginal productivity is not determined. 
There may be economies with very high average productivity (for example, 
the very rich pre-capitalist economies of Asia) where marginal productiv-
ity is low so that they appear to be rich without developing capitalism. As 
well, the transition to capitalism should be possible also for economies with 
low average productivity, provided that marginal productivity is high. The 
reference to Europe having been poor in relation to Asia, but well irrigated 
by rain on large agricultural areas in opposition to the dependence of Asia 
on rich irrigated valleys, is obvious.

The problem of too low marginal productivity is basically a problem 
of what has been called the dialectics between man and nature, that is, the 
embeddedness of production in the natural conditions in which a society 
lives. Where natural conditions do not matter, technologies can be repro-
duced at will without a declining productivity. In agriculture, natural con-
ditions of production matter; with rising labour input, production rises but 
with a declining rate of increase in relation to the increase of labour input. 
At some point in time, additional labourers produce less than they have 
to consume, and therefore, cannot be employed. In an economy which 
has diversified because of productivity increases, the share of sectors with 
declining marginal product decreases. Any increase in labour input in agri-
culture with declining marginal product may be compensated by produc-
tivity increases in other sectors of the economy provided that the share of 
agriculture in total consumption rests moderate. In such a case, prices of 
agricultural products rise. Because workers in agriculture already have access 
to other than food products, the relative decline in the prices of the non-
food products may compensate the rise of the price in food products so that 
the total consumption of these workers is still lower than their declining 
marginal product. This requires, however, an already relatively high average 
productivity of the economy. In case of an increase in the importance of 
nature in production at higher levels of economic development as modelled 
in the resource crisis and the environmental limits to growth, such limits 
to marginal productivity being higher than minimum or average per capita 
consumption may re-emerge.

The condition of marginal productivity being higher than the cost of 
reproduction has been assumed as always fulfilled by classical and Marxist 
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economists. Their experience was based on European economies with their 
relatively homogeneous and universally rain-fed soils, a condition com-
pletely absent from the semi-arid regions of the south where some soils are 
highly fertile because of irrigation while many others are not. The absence 
of this condition as demonstrated in the form of the existence of marginal-
ised people, the poor, was considered as a problem of charity even if organ-
ised through an administration, or a problem of wrong incentives (Malthus 
1958: Vol. 2, 57 f.) or a problem of overexploitation (Marx 1867: 703), 
but not an issue which will foreclose the stable reproduction of capitalist 
relations of production.

The generalisation of commodity relations, including the commodifi-
cation of labour, depends, hence, on conditions, wage labour based on a 
sufficient level of marginal productivity. Polanyi’s capitalist ‘aberration’3 
becomes possible because of the level of marginal productivity which 
empowers even marginal labour. Hence, market relations may exist where 
capitalism does not exist. This has been dealt in the discussions about 
ancient capitalism or capitalism in China or India before the 16th century. 
Obviously, profit-making requires markets, but markets do not constitute 
a characteristic which distinguishes capitalism from other structures. For 
at least three millennia markets, regional and supra-regional networks of 
trade existed without capitalism.4 To differing degrees, there are market 
relations within communitarian structures and between such commu-
nities (Coquery-Vidrovitch 1969: 65; Moore & Lewis 2000). Ancient 
China5 and ancient India had markets for agricultural and non-agricultural 
products, just as most other pre-capitalist tributary modes of production 
(Ray 1987: 88; Sharma 1974: 5). The Arab world constituted itself along 
the trade routes of the ancient world6 and traders were an important social 
class, as in ancient India (Beaujard 2005: 431; Varshney 2002: 228) or 
ancient China.7

Hammurabi’s law-making concerned also markets (Neumann 2009: 
199 f.). The development of writing is linked to markets, as shown by the 
cuneiform script and other of phonetic scripts.8 Religious knowledge or 
socially related praising of the deeds of the powerful may have been worth 
of being documented and have provoked the development of scripts: The 
value of their contents created incentives for developing non-universally 
accessible symbols such as hieroglyphs or the Chinese characters9 but some-
times such texts have been so valuable that they had been transmitted only 
orally such as the holy texts of ancient India which only later on were writ-
ten down (Kroll 2007; Majumdar et al. 1978: 47).
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Pre-capitalist markets are linked to rules of moral economy. In addition, 
the tendencies of capitalists to enrich themselves endangers capitalism 
itself, in pre-capitalist societies where there are no economic checks on the 
power ful from the side of labour, there are other checks, in the form of 
social checks, but also often imposed by political agencies. These are nor-
mally summarised as ‘moral economy’ and consist of politically imposed 
rulings such as fair prices, etc. It is only in capitalism that economies are 
not subordinated to such a moral order. Capitalism can undermine these 
checks because it does not need a ‘moral economy’. This has an important 
implication. The cultural opposition between capitalism and non-capi-
talism is not on content and norms, as the Weberians think, but on the 
very relation between culture and the economy. As will be shown, capital-
ism can be ‘a-cultural’. Previously, markets were perfect only to a limited 
extent with the permanent possibility of intervention from the authorities 
to implement the rules of moral economy.

Markets are universal as exchange tends to be universal, but markets are 
not necessarily perfect. Perfect markets are in principle characterised by per-
fect competition: Products necessary for production can be purchased with 
money by anybody with everybody having access to alternative suppliers so 
that in principle everybody has a fair chance to find the cheapest supplier 
and the most interesting consumer. In non-capitalist settings, markets will 
never be perfect, but there will always be intervention or the possibility 
of intervention from the authorities which implement the rules of moral 
economy. Capitalist profit-making occurs in perfect markets. Capitalists 
do not need any support for making profit. Profits are earned in perfect 
markets under conditions of perfect competition. Such capitalist profit is 
different from other forms of surplus appropriation, also called profit which 
are made on markets with restrictions—established and maintained politi-
cally—on access to the cheapest seller and barriers to entry to markets for 
new suppliers.

Under perfect competition, every seller will lower the price of his prod-
ucts possibly until he earns only a very small margin over his costs and the 
question is why this margin is acceptable if everybody lowers his prise and 
nobody withdraws from this trade. Who will produce for a market and 
engage resources in risky and lengthy production processes if one can no 
longer rely on politically established restrictions against other suppliers who 
are still ready to lower their prices and to accept smaller margins?

If there are no trade restrictions as on non-capitalist imperfect markets, 
then how can the ‘profit’ rate be maintained on an attractive level?
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The ‘Inverse’ Link Between Investment and Profit

A popular view links the increase of productivity and production, techni-
cal progress and growth to investment, basically new machinery which is 
financed from profit and accumulated as capital. I do not deny this percep-
tion. However, I will argue that enterprises do not have access to profit 
if they do not create incomes for their products. The required income is 
created in production, but in order to reach levels to enable enterprises to 
make profits there has to be spending on investment goods independently 
of the growth of production which is triggered off by the use of these new 
investment goods.

In the usual modelling of a capitalist mode of production, there are two 
‘departments’ of the private sector of the economy. One department sells 
products to households. These are consumed by the households as house-
holds are not expected to earn a profit in using these products but to enjoy 
other advantages, such as survival or pleasure, the utilities of households. 
The other goods are sold to enterprises which hope to make money with 
better or cheaper products on the basis of the use of these new goods. Those 
products which are used during the period of production are considered 
as not having been capitalised, that is, added to the stock of equipment, 
machinery and buildings which house the equipment. Among the non-
capitalised goods, those inputs which become part of consumption goods 
are considered as consumption goods, that is, the flour and salt used to 
make the bread or the fibres used to make textiles which are transformed 
into garments. Those which are used for investment goods, that is, steel for 
machines, form part of the value of these investment goods. Investment 
goods are those products which enterprises buy in order to use them for a 
longer time than one production period and, hence, which do not entirely 
enter the value formation neither of the investment goods nor the con-
sumption goods sold during this period. Part of the investment goods are 
used up during the period of production. The value of this part of the 
investment needed is called amortisation.

In addition to the assumption of two departments of production, we 
assume that there are two classes, wage earners and entrepreneurs, as well 
as two types of income, wages and profits. Part of the income of the entre-
preneurs which those consume is considered as a wage for management 
duties they perform independently of property relations. All wages, but 
only wages, are spent on consumption goods. Profits are not spent on con-
sumption goods, as we assume that competition forces entrepreneurs to live 
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frugally and not to spend income on consumption goods beyond their wage 
for management duties.

For simplicity, we assume that foreign trade is balanced: imports equal 
exports. As well, we assume the government sector as balanced. The govern-
ment takes as much from the private sector as it spends.

The costs of the producers of consumption goods are the sum of their 
labour costs, the cost of their inputs (and, hence, also the cost of labour in 
the production of these inputs) and their amortisations. As only wage earn-
ers buy consumption goods, the total proceeds from sales equal the total of 
the wages paid by all enterprises. The producers of the consumption goods 
can sell their goods at prices where the total sum of their sales is higher than 
the total sum of their costs; hence, they make a profit only because there 
are wages which are not paid by the producers of consumption goods. All 
wages in the production of consumption goods and in the production of 
inputs—the replacement of worn out machinery and buildings—are costs 
of production for the producers of the consumption goods.

There is the usual mathematical proof with Y = national income, 
P = profit, W = wages, I = net investment goods production and C = con-
sumption. Total earnings in consumption goods equal total wages, as only 
wages, but all wages are used for the purchase of consumption goods.

The total earnings of the consumption goods department is

C = WI + WC . (1)

The total incomes paid in the consumption goods department is

C= PC +WC . (2)

Integrating equation (1) and equation (2) we obtain

PC = WI . (3)

The amount of profit of the consumption goods department is, hence, the 
function on the level of activity in the investment goods department. A 
positive value of WI implies a positive rate of profit in the consumption 
goods department.

Nobody will commit investible funds into the investment goods depart-
ment if there is no perspective of achieving the same profit rate as in con-
sumption goods production. Those active in investment goods production 
can shift to consumption goods production, as any technical innovation 
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in consumption goods production requires new or adapted investment 
goods. Any new product or any better production process for an old prod-
uct requires new machinery. The design of new machinery is possible only 
on the basis of a comprehensive understanding of the innovative aspects 
of the product to be manufactured. The investment goods producer has, 
therefore, the possibility to produce consumption goods under conditions 
which are comparable to the ones which are enjoyed by those already active 
in the consumption goods department. He cannot be kept from entering 
this department under conditions of perfect competition. The investment 
goods producers will either shift their investments to consumption goods 
production or be able to impose prices for their investment goods which 
provide them with the same profit rate which is achieved in consumption 
goods production. The receipts for investment goods are therefore

I = WI + PI (4)

From equation (3) we obtain

I = PC + PI (5)

Hence, the total profit equals the value of net investment goods produc-
tion at the profit rate determined by the sum of decisions about the net 
investment.

Hence, net profit (gross profit minus amortisations) should become 
negative during economic crises. This has been observed during the 
great depression of the 1930s (Kreps 1935: 594; Levadoux 1980: 968). 
Subsequently, it was often hidden statistically by accounting practices with 
respect to amortisations and provisions for losses, as well as by ‘financial’ 
profits in case of a delinking of the growth of financial markets from the 
growth of the real economy.

The profit rate depends on the decisions of all entrepreneurs about 
new investment. This decision then depends on cost calculations based on 
expectations.

Investment is not constrained by the availability of financial means 
earned in previous periods. Capitalist economies are based on fiat money 
and not on commodity monies such as gold, even if such universal com-
modities may initially have played an important role, as long as trust in 
contracts was limited. The bill of exchange is the simplest form of creation 
of purchasing power for an entrepreneur before the corresponding value of 
commodities has been produced. The creation of credit money by banks is 
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nowadays the predominant form. The money multiplier (p. 145) describes 
the mechanism by which banking systems create credit money in excess of 
savings previously done either by the banks themselves or the holders of 
bank accounts.

The real limit to investment goods production is on the supply-side the 
capacity of the economy to supply subsistence goods for workers in invest-
ment goods production, because these workers consume consumption 
goods, but do not produce consumption goods. The real limit for invest-
ment goods production on the demand side is the readiness of entrepre-
neurs to commit resources to the risky introduction of new goods and new 
production processes. Besides the production of a surplus of wage goods, 
investment requires a demand for new equipment. This demand is cre-
ated by demand for new consumption goods which are produced by equip-
ment. The configuration of social forces which trigger off this demand is 
the essence of the explanation of the transition to capitalism, as surpluses of 
wage goods are found in many pre-capitalist societies.

Obviously, capitalism requires the availability of surplus. Surplus cre-
ates incentives to appropriate it by any means. Capitalism only emerges if 
the access to surplus depends on the use of surplus for investment. There 
are other avenues to surplus, especially if unfavourable demand conditions 
keep decentralised capitalists from perceiving profitability of investment. In 
that case they refrain from committing resources to capacity creating plants 
and equipment. As surplus is available, those in command of power and 
even capitalists who want to have access to safe surplus may turn to appro-
priate surplus for nurturing the bases of power from which they can draw 
rent as an income different from profit. They may be able to do so by creat-
ing a climate of insecurity in which protection becomes important (Gilman 
1981: 7). They become increasingly capable of doing so, if they are able to 
eliminate the means of self-defence of agricultural producers by disarming 
the peasantries.10 They are favoured by the fact that the costs of production 
of harvests are high for peasants in relation to the costs of robbing them, 
so that peasants may be ready to pay high prices in order to be protected: 
The robber has to concentrate his military forces on a limited space and in a 
limited time; peasants have to protect large areas permanently. Robbers can 
get their food from many walks of agriculture; peasants who have lost their 
harvest cannot hope to get subsistence elsewhere.

There is no natural tendency for adopting appropriation of a surplus on 
the basis of competition markets where demand is high because of the pres-
ence of investment goods producers.
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Impasse of Accumulation: Accumulation and the 
Non-centrality of Capital in Capitalism

Classical and Marxist economists normally have deduced economic growth 
from the use of more and more expensive equipment in the production 
process, so that the purchase of more and more expensive investment goods 
constitutes the driving force of capitalist growth. Both Ricardo and Marx, 
in particular, formalised this growth of investment with a rate of growth of 
net capital (capital stock employed in production and not yet amortised) 
higher than the rate of growth of net production (Y). They derived from 
these differences in growth rates of capital stock and net production the 
notion that capitalism might be exposed to a decline in the total sum of 
profits in relation to the net value of the capital. This has been discussed by 
Marx as the tendential fall of the rate of profit (1894: 223 ff.). In criticising 
Marx’s law, Bortkiewicz (1907: 456 f.) and later on Okishio (1961) have 
argued that in capitalism, a new technology is considered as productive only 
if it allows to increase the total output more rapidly than the increase in the 
total costs for labour, inputs and equipment it implies. An entrepreneur 
who automatises the production of an item with huge outlays for machin-
ery in order to save labour can compete with a less modern production 
process only if he achieves lower unit costs. If he fails, he loses his capital, 
because he has invested it inefficiently (Samuelson 1972).

Any new technology is only chosen because it lowers unit costs and, 
therefore, it is characterised by the fact that it increases the availability of 
goods in relation to the factors of production employed. As this applies 
to all technologies, the acceleration of investment by raising the share of 
investment goods in total production without expanding the other forms of 
demand, wages, can, therefore, lead only temporarily to employment of all 
available factors of production. Productive capacity increases more rapidly 
than purchasing power, so that either there is overproduction in relation to 
purchasing power or lower capacity utilisation. Lenin’s (1899: 42) vision of 
the development of capitalism exclusively through increasing the demand 
for investment goods is not applicable in capitalism in the longer term.11 
Luxemburg (1912: 88–92) has insisted on this in her criticism of Marx’s 
so-called schemes of enlarged reproduction of capital. She has insisted on 
the fact that there is no interest among capitalists to accumulate if there is 
no expansion of demand.

Defenders of Marx’s law of the tendential fall of the rate of profit 
have insisted on a variety of mechanisms, among them joint production. 
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Their arguments are contradictory and do not take into account the neces-
sary long term.12 The only relevant criticism of Bortkiewicz and Okishio 
consist in showing that their terms of comparison do not cover the intro-
duction of new products. Obviously, the criterion of declining unit costs 
can apply only to identical products or substitutes. The unit costs between 
artisan-like produced bread and automated bread production, and also 
between carriages and cars can be compared, but not between computers 
and paper sheets used for taking notes for memory. But new products can 
only be introduced if the households can satisfy their old needs: No com-
puters if the demands for food or for clothes are not satisfied. Therefore, 
the introduction of new products equally requires the rise of real incomes. 
Investors in the computer industry will start production only if they expect 
that they can achieve the same profit rate as in old industries and they can 
hope so if households are ready to buy these initially expensive products. 
This depends on the development of the purchasing power of the house-
holds, hence on their real wages. So the profit rate may fall, but only if real 
wages increase and give rise to the production of new goods.

There is no tendential fall of the rate of profit due to capital deepening 
and no growth of capitalism without increasing mass incomes (Elsenhans 
1983a, b).

Empirically, the observation of more and more costly equipment in 
relation to production is not confirmed under capitalism. The relation 
between capital and net product is called the capital-output ratio (COR). 
Economic history has now produced a large amount of research which con-
cludes on the relative stability of the COR, 13 a lower COR today than in 
the early phases of the industrial revolution,14 declining incremental capital-
output ratio (ICOR) at least in the last decades of the 19th century (Bicanic 
1962; Mayor 1968), a lower COR in capitalism in comparison to centrally 
planned economies (a reason for their downfall)15 and also in comparison to 
capital-starved underdeveloped economies in case of their state-led efforts 
for industrialisation.16 We might be impressed in looking at huge facto-
ries which are said to be so expensive. This impression is misleading. The 
costs of the equipment reflect the increasing real and nominal wages. The 
cost of the labour embodied in new equipment increases with rising real 
incomes. Price stability is guaranteed if nominal wages do not rise more 
rapidly than productivity in consumer goods production. Higher prices 
for new capital goods embody, therefore, more costly labour. In consump-
tion goods production we measure price stability by comparing identical 
goods in different times. Productivity increases here are often observed as 
cheaper goods: more goods are produced with the same input of labour. 
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But productivity increases consist also of better goods. This is especially 
the case with machines. Enterprises, normally, do not simply look for more 
machines but better machines which perform more efficiently.

When measuring the cost of capital stock, we measure the sum of plant 
and equipment, not isolated single items. We see the total amount of capital 
goods, whereas in the consumption goods sector we see the price of a single 
item in comparison to its previous price. If my argument is correct that 
the value of capital does not increase during capitalist accumulation, this 
value should not increase if we deflate the actual cost of capital by the index 
of real wage increase. This demonstration is conclusive for both Germany 
and the United States. We do not have more costly equipment in terms of 
labour expended on its production but only more and better performing 
equipment (Elsenhans 1976: 101 ff., 1979b: 145 ff.).

Capitalism is capital saving. Technical progress does not depend 
on a higher share of labour engaged in investment goods production. 
Endogenous growth theory has integrated the Keynesian observation of a 
constant or even declining COR by introducing technical progress which is 
not financed by higher outlays (Nelson 1998: 505). Disembodied technical 
progress or human capital is the notions employed.17 Neoclassical econo-
mists have tried to measure human capital by outlays for education.18 The 
economic results were not conclusive.19 The political results were disastrous: 
underdeveloped countries, explicitly India, were presenting a bill for their 
costs of accepting the brain drain, the emigration of educated labour (doc-
tors and engineers) to developed capitalist countries, especially the United 
States. They called this reverse technical assistance of the Third World to 
the developed capitalist world.20 The measurement of human capital shifted 
to the calculation of income streams caused by higher skills of some labour 
in relation to labour with average skills (Collins & Bosworth 1996: 151 ff.; 
Sahota 1978: 14). This differential was considered as an interest paid on the 
unknown amount of the capital of the more skilled labour. At an assumed 
interest rate, the amount of capital could be calculated just as the stock 
exchange value of a financial title. In an economy with higher wages, the 
amount of human capital was higher if compared to an economy with lower 
wages.21 If the human capital was calculated by comparing wage differentials 
inside a particular economy where human capital was abundant because of 
universally highly skilled labour and, hence, low wage differentials, such an 
economy had less human capital than an inegalitarian economy with scar-
city of skilled labour. As developed economies are normally characterised 
by high average levels of skills of their labour force (and low differences of 
wages) whereas skilled workers are scarce in underdeveloped economies, 
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developed economies or the East Asian tigers with efficient educational and 
training systems have low levels of human capital in comparison to econ-
omies with less success in training and education (Krugman 1994: 71 ff.).

The questions to be answered are therefore: Why do skills and know-
ledge increase in a capitalist economy without this being reflected in the 
outlays for capital formation? Why does labour become more productive?

Mass Consumption and the Technical Progress

The most important source of technical progress is economies of scale.22 
Any innovation depends on a discovery, done by a skilled worker who 
devotes brain for discovery of a better product or production process. He 
does so in order to save on labour for an operation as the discovery can be 
applied to any subsequent similar operation. If you have to drill one hole, 
you will use a simple device, but if there are many you will eventually buy 
a drilling machine from a super market. If you have billions of holes, you 
will invent a drilling machine, if you know that you cannot avoid making 
these holes.

The use of economies of scale is not specific to capitalism. The pottery 
desk or the spinning wheel reflects the attempt of the lazy man to reduce 
tedious work by employing his brains in order to work more intelligently.

Until the microelectronics revolution, machines were mechanical devices 
which could execute repetitive relatively uniform operations. Machines 
can, therefore, be used more frequently the more uniform the products 
are. As well, machine-made products are at least in the initial stages of 
industrial development of standard quality (Nef 1940: 137; Rezneck 1931: 
801). These products can serve the essential requirements for which they 
are designed. Additional characteristics such as design or the capacity to 
perform additional operations are costly and avoided. Henry Ford argued: 
‘You can have a car in any colour, provided it is black’ (Grübler 2003: 31). 
The gadget distinguishes the owner only if it appears rarely. Adding it to 
a standard model by machine production would be costly because of the 
small number of products to which it is added.

American clocks could be produced in the 19th century because the dis-
tinguishing decorations were not sculpted into the frame but only painted 
on the frame.23

Machines are designed to replace repetitive and tedious labour and are 
produced by rather innovative workers whom we can assume to be opposed 



Profi table Capitalism and Rising Mass Incomes 15

to tedious labour, although the employment of these machines may lead to 
more boring labour for other workers (assembly line). We do not have to 
assume that all labour prefers innovative labour. Because innovative labour 
leads to innovations which increase tedious labour, we can assume that 
there is no shortage of innovators. Innovators will not disappear if they 
cannot cream off the benefits their invention allows in the form of higher 
individual incomes. As machines increase the employability of -non-
innovative labour, the innovators permanently reduce the need for their 
type of work. We can, therefore, assume that human society tends to a 
permanent oversupply of potential innovators.

Economies of scale are possible if demand is relatively uniform. They 
are based on the replacement of some repetitive and relatively low-skilled 
labour by some innovative relatively highly skilled labour. This highly 
skilled labour is not more expensive in relation to tedious labour to the 
degree of its higher productivity because remuneration follows scarcity 
and work effort, but not productivity. By benefiting from economies of 
scale, the use of more intelligent labour can become more widespread and 
can increase. We are more or less born as animals into a world where we 
are adapted to standard operations in order to survive. We need, however, 
reserve capacity for critical situations. Early on we had to use it because 
we are a relatively unspecified animal with mediocre capacities in running, 
swimming, climbing, hearing, etc. (Gehlen 1962: 35). We compensate this 
mediocrity by understanding and cooperation. Knowledge, once discov-
ered, opens up new possibilities to all of us. All of us have imagination and 
innovativeness. Pooling tedious work does not provide savings in effort. 
Pooling innovativeness does. The increasing productivity becomes possible 
because there are many more human beings who are capable of imagination 
and innovation than the ones directly necessary for innovation in the daily 
struggle for survival at the early levels of development of productive forces. 
This mine of productivity increasing contributions can be tapped if we suc-
ceed in mechanising the tedious tasks. This shift from non-innovative to 
innovative labour for a larger number is made possible by equality of distri-
bution (Allen 2009: 903). In addition, productivity increases through the 
introduction of special purpose machinery are made possible if the series are 
so large that there exist among similar steps in production subgroups with 
still more common characteristics which can be more extensively mechan-
ised. This gives rise to special purpose machines (Siemens 1972: 151).

The cheapening of a product allows the shifting of factors of production 
to new goods. The solution of technical problems for the cheapening of a 
product allows technical solutions to be applied to other known products 
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and to other technical challenges. Innovation spreads to other products. 
Rising mass incomes allow the democratisation of the consumption of new 
goods on the basis of the development of solutions towards their better 
standardisation. These provide insights into new technical possibilities 
which contribute to solve challenges for the invention of new products. 
The sewing machine and the bicycle provided the technical solutions which 
made car production thinkable.24 Without cars there would have been no 
aeroplanes.

Technical progress is, therefore, a discovery process which is driven by 
the availability of new insights. Although this process has aspects of self-
generated development of scientific discovery, most major innovations 
have been triggered off by economic challenges: mechanical engineering 
by windmills and pumping problems (Woude 2003: 65), watch-making by 
navigation problems (Derry & Williams 1960: 348  f.), steam engines 
by lack of water power and mining problems (Goldstone 2000: 186). 
There was a permanent pressure of tedious labour becoming expensive in 
European industrialisation, because innovative labour increased the pro-
ductivity of tedious labour. At the same time innovative labour remained 
relatively cheap due to the preferences of much of the labour force for inno-
vative work. This created permanent incentives to reduce tedious work by 
technical innovation.

Nevertheless, technical progress is not infinitely fast in producing inno-
vation, also because learning depends on applying innovations in produc-
tion processes which take time. If we suppose that technical progress is 
dependent on the application of innovation and, hence, on consumption 
which increases the production of items where learning takes place, the fol-
lowing contradiction can emerge. The accumulation of financial resources 
and physical investment in plant and equipment may exceed the rate of 
technical progress especially if mass consumption does not expand at an 
appropriate speed. If parsimonious entrepreneurs on the model of the 
Weberian ideal world would engage all available resources for accumula-
tion, the configuration of fall of the rate of profit would occur.

There are two countervailing tendencies. Increasing labour incomes 
reduce the surplus available for investment. The democratisation of 
the consumption of new products increases the possibilities of technical 
change and learning by introducing new products and their manufacture 
in increasing quantities through mechanisation and standardisation. New 
production processes become outlets for new investment. New opportuni-
ties to achieve economies of scale emerge.
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Classical economists will not disagree. They consider rising real wages 
as the natural outcome of higher productivity. As long as an entrepreneur 
increases his production more than his costs by hiring an additional worker, 
hence if the marginal product is higher than the wage of an additional 
worker, entrepreneurs will continue to hire, as they make a profit (Gerfin 
1977: 144; Pagenstecher 1964: 720). Keynesians disagree: For Say (1972: 
139 ff.) and his followers, capitalists have to use their incomes and, hence, 
the profits which accrue to them for purchases of produced goods or services. 
Even if they want to acquire liquidity, they purchase products in species 
form, that is, commodity money.

As capitalists are under competition, however most of these purchases 
are investment goods. For Keynes, the function of money to allow the 
storage of income implies that holders of financial assets may refrain from 
investment even if cheap labour is available (Keynes 1936: 131). If capital-
ists do not expect to be able to sell additional products they can produce 
on the basis of additional investment, they prefer to hold money as liquid-
ity (hence, there is liquidity preference). Committing their money to the 
purchase of investment goods, ultimately machinery which subsequently 
can no longer be sold, but only be converted into income by the selling of 
products manufactured with their help, implies that they lose money. In 
preferring liquidity, they do not lose money, but forego only uncertain pos-
sibilities of earning additional money. With liquidity preference, employ-
ment decreases due to a lack of investment goods production.

So only the perspective of further expanding markets provides capitalists 
with the necessary confidence for committing their money to the purchase 
of investment goods.

Rising Real Wages: A Non-intended Result of 
Power Relations

Rising mass incomes are, hence, a condition for continued and stable repro-
duction of capitalist relations of production. This is not the argument that 
capitalists as competing entrepreneurs may have an interest in rising wages 
at least of their competitors and other branches. It is true that they cannot 
influence the wage bargain in other enterprises and are opposed to higher 
wages for their own workers. By arguing that rising wages are a condition of 
capitalist growth, I do not maintain that rising wages are a political objec-
tive consciously pursued by the entrepreneurs in their quality as the ruling 
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class. Instead, I argue that capitalism is viable only if the ruling class is not 
able to impose its preferences, as rising wages are the result of constraints on 
capitalists, which they cannot change or remove themselves.

From my theory of profit, I deduce, however, that the ‘rich’ can continue 
to exist as capitalist entrepreneurs only if the equilibrium of power between 
capital and labour is maintained. Capitalists themselves are neither inter-
ested in profit nor in capitalism. They want to make money, whether as rent 
or as profit. They even prefer rent over profit, as rent is safer because it is 
based on market imperfections. Market imperfections are supported at the 
political level by Braudel’s treason of the bourgeoisies (Braudel 1966, t. 2: 
67–74) as exemplified also by the permanent tendencies of ‘refeudalisation’ 
of such bourgeoisies (Mörke 1983: 152 f.). Capitalists continuously try to 
create market imperfections. As capitalists do not support capitalism, the 
argument that they are not interested in higher wages is not conclusive. They 
are not in favour of capitalism nor are they in favour of high wages, but they 
cannot escape them as long as they cannot remove capitalism. Capitalists are 
neither interested in maintaining the neoclassical basics of capitalism, com-
petition, nor the basics suggested by me, that is, higher wages.

In the neoclassical description of capitalism, equilibrium between pro-
ductive and consumptive capacity of the economy is maintained by compe-
tition between the entrepreneurs. Enterprises which discover a new product 
or a new technology will initially reap extra profits. They try to expand 
production by hiring additional labour. Under conditions of tight labour 
markets and high employment, they offer higher wages. With expanding 
production, they have to accept declining prices and will feel less inclined 
to offer above average wage rates. Branches with less favourable demand 
conditions will lose labour and have to reduce production. At lower levels 
of their production, absolutely or in relation to other branches, they can sell 
their products at higher prices. They, therefore, can keep a possibly lower 
amount of labour by paying also higher wages.

In this process, average wages emerge which do not depend on branch-
wise or enterprise-dependent productivity growth but on average produc-
tivity growth (Salter 1960: 161). Branches with above average growth of 
productivity face saturated markets when they expand production. In cases 
of full employment in the economy, those branches with below average 
rate of growth of productivity lose workers to other branches. At a lower 
level of production, they can defend their employment by raising their 
wages and by increasing the prices of their products. Productivity meas-
ured in monetary terms converges. Labour conditions in different branches 
tend to become similar. This is the basis of the flexibility of a capitalist 
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economy and the constitution of the working class, and the basis of the 
political and social empowerment of labour. Productivity as measured in 
prices converges within economic areas where labour is mobile and this is 
because price relations between products change. With homogeneous pro-
ductivities, small changes in technical productivity or demand lead to rapid 
adaptation of supply, as factors of production flow easily between different 
branches and enterprises. This flexibility-creating process depends on high 
levels of employment which are the basis of rising wages.

The so-called homogeneity of capitalism in the centres of the world 
system has nothing to do with a particular level of technical development. 
Processes of adaptation of relative prices based on the scarcity of factors of 
production, especially labour, create this flexibility.

The Agricultural Barrier to the Transition to Capitalism

This process of the flexibility-creating convergence in productivities 
depends on the scarcity of labour. It depends on the fact that there is no 
labour which is cut off from producing a surplus. Therefore, a certain type 
of agricultural progress is decisive for the emergence of capitalism. In a 
closed economy which cannot import large amounts of food, low levels 
of agricultural labour productivity constitute a barrier to the emergence of 
capitalism. If agriculture is not capable of producing a surplus of food over 
consumption of agricultural producers, the excess population is condemned 
to disappear in the wake of famines. Suppose that there are , however, some 
rich regions, where huge surpluses can be produced, for example by using 
irrigation, whereas the majority of peasants in some more marginal lands 
produce less than they need for survival. In such a case, these poor peasants 
may survive in being supported from the rich harvests in the fertile regions.

The existence of labour which does not produce as much as it has to 
consume makes classical and Marxist economy irrelevant for a large group 
of economies. Marxist, classical and neoclassical theories of capitalism do 
not deal with this condition. Those theories assume that all labour available 
on the market is producing a surplus provided that wages are low enough. 
All labour, therefore, is always scarce if wage rates go down sufficiently. If, 
however, the marginal product of labour is less than the cost of subsistence, 
there is always a surplus of labour. In classical theory, at low enough wages, 
all labour is employed. If there is, however, marginal labour, even labour 
employed in productive activities will not be able to raise its income above 
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subsistence income. Increasing average productivity will not lead to increas-
ing average wages. This absence of possible scarcity of labour also withdraws 
the basis for the tendency of the market to achieve full employment and 
equilibrium of the classical theory.

In order to keep marginal labour from starving, redistribution in favour 
of such workers and their families has to take place. This is possible if those 
in control of agricultural surplus maintain the less productive workers 
because they need their services. They may use them for ‘non-productive’ 
services (military, domestic services; in this case, their existence depends 
on the readiness of those who employ them to use their services) or for the 
production of industrial goods for themselves. In both the cases, the sub-
sistence of these marginal workers is independent of their productivity in 
agricultural activities. Their incomes depend on the prices of the food they 
need for their survival. The size of the section of labour which can survive 
outside agriculture depends on the amount of surplus production of food. 
They add nothing to the availability of food.

If in such structures, with high levels of labour which produces in agri-
culture less than its subsistence, market relations are introduced and dis-
solve such mechanisms of redistribution, the marginal workers are shed as 
unproductive.

These observations explain two sources of increasing joblessness in 
case of capitalist penetration into pre-capitalist economies: The surplus 
appropriating class shifts from the consumption of locally produced ser-
vices and industrial goods to imported ones. This shedding of labour has 
often occurred when pre-capitalist economies were opened up to trade with 
more advanced capitalist ones during the 19th-century European colonial 
expansion. As well, ‘traditional’ agriculture may release labour if capitalist 
considerations of surplus maximisation are adopted in order to maximise 
the agricultural surplus available for exports (often in the case of plantation 
economies).

To the difference of the large variety of non-agricultural products, food 
is an essential input of food production, with high shares (50%–70%) in 
household consumption of producers in agriculture at still low levels of eco-
nomic development. The relation between the input of food and the output 
of food is not changed if prices change, as in the case of the relation between 
industrial output and agricultural output. If there are labourers who pro-
duce less in agriculture than they have to consume for their survival with 
the implication that they have to be subsidised from the surplus produced 
by more productive workers in agriculture, the following dilemma emerges: 
Should they produce non-agricultural products or contribute at least a little 
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to the rise in agricultural output, although this activity leads to a decrease 
in the surplus of the food available. Those who produce less additional 
food than they have to consume even at subsistence level are economically 
unable to stand in the market as agricultural labour (hence, my qualifica-
tion as ‘marginal’). In case of non-market regulation of the economy, they 
can survive in agriculture if there are politically (by the landlord, by the 
state) or socially (solidarity relations within primary groups, like tribe or 
large family) established mechanisms of redistribution or if the economy 
is already developed as much as to create employment in non-agricultural 
production, for example, industrial production for mass markets, which 
implies that the problem of sufficient food production is resolved.

If the economy opts for producing more food but less surplus, hence if 
the economy is steered against the principle of producing the highest pos-
sible surplus, it is possible that the higher level of employment goes with a 
greater orientation of the possibly smaller industrial sector to mass needs.

If surplus is maximised and marginal workers are employed only outside 
agriculture, total employment will be less and total surplus higher with a 
higher share of industrial production than if the marginal labour is kept 
in agriculture.25 If there are no other bases of the empowerment of labour 
than employment, it is improbable that a large marginal population can be 
employed for ordinary industrial consumption of the agriculturally active 
population. The demand of an increased share of non-agricultural products 
so that marginal population can be shifted to the industrial sector is likely 
to take its origin in the consumption of a privileged stratum of lords. Here, 
capitalist competition tends to be excluded as the lords can engage in higher 
consumption only if there is no price competition on perfect markets for 
their own products. As there is an agricultural surplus available, marginal 
labour which is shed in agriculture can be fed from a surplus of agriculture. 
Many lords will be successful in breaking perfect market competition by 
political power on the basis of employing this surplus labour and feeding it 
from this surplus product.

There is a fundamental difference between the production of industrial 
goods for the needs of the lord and industrial goods for a market with many 
customers. In the first case, the lord selects the artist for his personal quali-
ties and the artist has very little opportunity to find somebody else who has 
the same preferences and tastes. In the second case, the craftsman produces 
standard goods which the lord may commercialise and, therefore, command 
from him on the basis of what they earn on an anonymous market so that 
the craftsman has some negotiating power. He could produce the same type 
of goods under the control of another lord who would commercialise them.
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The alternative consists in increasing demand for non-agricultural prod-
ucts by the mass of the population. Here, agricultural producers have to 
be able to massively increase their incomes. This implies massive increases 
in agricultural labour productivity at least on a considerable part of the 
available agriculturally useful land. This implies a technical revolution in 
agriculture: Higher levels of agricultural productivity, especially marginal 
productivity, are a condition for higher mass consumption.

Higher levels of agricultural productivity will invariably create incentives 
for ‘lords’ or would-be ‘lords’ to get control of the land and its surplus either 
through ‘conquest’ of rich agricultural societies, by raising taxes in order to 
avoid such conquests by others, or by purchasing estates in order to become 
a rich class of private landlords.

The agrarian barrier to the emergence of capitalism is removed if popu-
lation massively decreases despite high degrees of labour productivity (for 
example, the great plague in Europe during the 14th and 15th centuries), 
marginal productivity of labour increases 26 through technical innovation 
(for example, the increase of yields in English food producing agriculture 
during 16th–18th centuries);27 this within a framework of power relations 
where lords were unable to curtail the economic freedom of the agricultural 
producers’ (counterexample: slavery in sub-Saharan Africa) redistributive 
mechanisms are strong enough to reduce surplus appropriation by the lords 
to levels where the social reproduction of lords depends on their becoming 
efficient in the production of mass consumption goods (the English poor 
laws worked in this direction);28 another economy provides cheap food and 
then nevertheless has enough comparative disadvantages in a sufficiently 
large gamut of industrial products it is ready to import (a mechanism which 
operates in favour of some export-oriented industrialising economies of 
today and which was at the basis of regional specialisation in Europe in 
favour of proto-industrialisation in the agriculturally less favoured regions).

The Centrality of the Empowerment of Labour

The crucial element for expanding markets is rising mass incomes. Capital-
ism depends on rising mass incomes because the extension of mass markets 
is the economic foundation for the specific behaviour of the holders of 
financial resources which makes them capitalists and keeps them from using 
their money for the creation of political structures which allow surplus 
appropriation on the basis of market imperfections, ultimately power. This 
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counterweight of labour is always unstable, as there are many dangers that 
labour is disempowered, especially if the economic or political perspectives 
of capitalists worsen.

Capitalism depends on the reciprocal empowerment of labour and capi-
tal although both pursue their own selfish interests: capital the increase 
of money; labour the increase of its consumption. Only capital but not 
labour can wreck the system, so that the empowerment of labour is more 
important than the empowerment of capital. Capitalists have to pursue 
their interest in lower wages by improving technology and maintaining dis-
cipline of labour. In improving technology, they provide jobs in investment 
goods production. By cutting wages, they reduce consumption. Because of 
the characteristics of profitable investment, capitalists cannot contribute to 
an overall lasting rising consumption.

If labour increases its consumption, it cannot reduce the production of 
investment goods. The limit to consumption is the capacity of the con-
sumption goods industry to produce consumption goods. Money incomes 
in excess of the capacity of the consumption goods industry to supply prod-
ucts lead to inflation, Keynes’s (1930: 154) forced savings. The central 
bank can raise interest rates, make credit more expensive, and crowd out 
investment and reduce expected profit rates. Employment in investment 
goods industries and consumption goods industries declines. Labour may 
be able to trigger off inflation but not reduce profits beyond spending on 
investment goods production. In case of high increases in nominal wages, 
entrepreneurs may even decide to accelerate the creation of new plant and 
equipment, and finance the additional investments by credit so that real 
wages may even decline. Entrepreneurs contribute with such investment 
to accelerate inflation and to reduce real consumption of households by 
bringing more labour into employment in the investment goods produc-
tion. Labour cannot defend itself on the labour market against such con-
sequences. With a reasonably efficient central bank in charge of monetary 
supply, labour cannot trigger off inflation and wreck the system. The share 
of labour is ultimately determined by the investment spending of capital 
and not by the wage bargain. Labour can influence the system only through 
its wage demand by keeping its wage demand high enough in order to 
keep the system near full employment. As long as labour does not engage 
in saving, labour cannot redistribute the income shares of capital as long as 
this income is used for investment.

Business often asks for lower wages with the argument of the necessity of 
financing investment spending. There are, however, no examples of profit-
able investment not been undertaken because of a lack of financial resources 
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in capitalist societies with a local industrial sector capable of investment 
goods production, reasonably efficient local bank systems and local capaci-
ties for wage goods production.

There are, however, many examples of the failure of injecting more 
financial resources into the economy for triggering off investment which 
does not come up. The discussion of managing the business cycle through 
monetary policies agrees on the observation that the central bank is capable 
of avoiding an overheating of the economy by increasing the cost of credit, 
but less capable of launching the economy by easing the supply of credit. 
The ‘horses may be brought to the drinking trough but refuse to drink’ 
is a common description of this difficulty. During the 1930s (Germany; 
cf. Abelshauser 1999: 504; Spoerer 2004: 236) and the early 1940 (USA; 
cf. Bateman & Taylor 2003: 252 f.), it was government deficit spending on 
armaments, but not better money supply through more credits to industry 
which led to full employment. Taking sides with business for more finan-
cial resources may even block recovery and wreck the system because this 
limits consumption and final demand.

As a result labour-oriented Keynesian strategies become inapplicable 
when labour is weak during crises whereas monetarist policies which busi-
ness advocates do rarely work, so that only military Keynesianism can easily 
command political majorities. Examples, here, include the overcoming of 
the great depression of the 1930s and the boom of the American economy 
under Reagan.

The issue, hence, is whether the empowerment of labour can be main-
tained within a socio-economic system where a minority of business owners 
commands the means of production, when the following new conditions 
emerge: large-scale satisfaction of the material needs of labour in those 
economies which have achieved capitalism or/and integration of socio-
economic systems into the world economy where the empowerment of 
labour has not yet taken place.

Capitalism: An Accident in History and 
the Permanent Dangers It Faces

In case of doubts, the question could be raised whether the experience of 
capitalism in the centre and its demonstration effect on the non-capital-
ist world have created a civilisational impact where ‘culture’ and, hence, 
attitudes have emerged and been solidly implanted, which support the 
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maintenance of these unstable equilibria capitalist growth requires. Neither 
the emergence of capitalism nor its expansion to other societies, not even 
today under the conditions of economic and cultural globalisation, provide 
evidence for such a possible role of culture despite the widespread attempt 
of various social groups to promote economic growth by adopting capital-
ism or by complementing it through additional arrangements considered as 
favourable to growth.

The ‘invention’ of capitalism was a collective process of creating insti-
tutions without any master plan and did not depend on a comprehensive 
guidebook which supported it. Capitalism was an accident of human his-
tory. Capitalism is not the result of a process of civilisation. The process of 
accumulation of cultural refinement and philosophical insights at best led 
to an elitist structure, even if this did not exclude the assertion of a funda-
mental equality of all human beings in their dignity and also freedom in the 
most diverse cultural settings.

As well, capitalism has not been the result of the accumulation of techni-
cal knowledge. Such a process conceived as increasing ‘mastery over nature’ 
and increasing surplus production and investment is implied in theories 
of economic evolution (historical materialism,29 the German historical 
school from household economy via estate economy to market economy; 
cf. Sombart 1921a: 40–66) or theories of the succession of states of con-
sciousness (Comte 1963: 32). Increased availability of surplus led to more 
stratified socio-economic systems which developed technical progress of a 
specific kind: They were not oriented to increasing the availability of stand-
ard goods for mass consumption which would have required the use of 
machinery but to the improvement of goods for minorities which aimed at 
excellence and artistic performance.

Capitalism, therefore, required a re-orientation of the ‘civilisational’ 
process. This does not exclude that in this re-orientation new attitudes and 
institutional set-ups and obviously new technologies were developed. Such 
developments may have had three effects: They may have stabilised a spe-
cific orientation of the European social, cultural and political systems. They 
may have created advantages of Europe in this type of evolution which 
allowed Europe to benefit from the circumstances favourable to capitalism 
all over the world, for example, through the specialisation of Europe on 
mass consumption products so that Europe benefited from the capture of 
these markets in other countries for European exports. They may have cre-
ated a demonstration effect which allowed social classes outside Europe to 
learn from Europe and to become more efficient in imposing orientations 
on their own societies which could favour the emergence of capitalism.
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Such linkages may allow to play down the idea of the European superi-
ority based on some specific cultural or economic inheritance, the idea that 
the development of capitalism in Europe did play the role of revolutionising 
an otherwise stationary rest of the world and the idea that the unique pat-
tern of development of Europe did benefit from drawing on resources from 
the rest of the world.

Indeed, the necessarily regionally limited emergence of capitalism, as 
it was an accident of history, made the European experience expansionary 
with the result of contributing to the growth of this model in, however, 
contradictory ways with the result of challenging other socio-economic 
structures, which in their attempts to adapt had consequences as well for 
the further growth of capitalism and for its further expansion.

If capitalism was an accident which consisted in the re-orientation of 
a normal evolution of human kind, this normal evolution is first to be 
described. This normal evolution consists in population increases triggering 
off attempts to improve mastery over nature and the emergence of highly 
stratified inegalitarian structures.

Notes and References

 1. Ahuja 2002: 798 f.; Heipel 1986: 209; Kadam 1991: 81; Nickel 1976. Similar 
on Egypt: Brown 1994: 119.

 2. Benería 1981: 24; Bennholdt-Thomsen 1979: 57; Chen et al. 1999; Collectif 
rémois 1977: 109; Deere 1976; Schiel & Stauth 1981: 137.

 3. Polanyi argues that labour and land become commodities in capitalism and 
that this constitutes a process of disembodying the economy from its social 
setting, cf. Polanyi 1944: esp. 231.

 4. Bentley 1996: 755 ff.; Caspers 1978: 124; Davis 1996: 48 f; Ward 1964.
 5. Beaujard 2005: 424; Coquery-Vidrovitch 1969: 65; Dale 2009: 85.
 6. Breuer 1987: 195; Poncet 1967: 31; Laroui 1970: 136.
 7. Liu 1988: 5; Moll-Murata 2008: 217. On the Muslim world: Baer 1970: 145; 

Zubaida 1972: 324. On Precolombian America: Sanders & Webster 1988: 
536.

 8. Alden 1982: 613; Geiss 1980: 571; Gurukkat 2007: 16; Haude 1999: 6; Huot 
2005: 964; Kohl 1978; Morenz 2002: 179; Shendge 1982: 873.

 9. Glassner 2005: 487; Islam 2011: 4; Tuchscherer 1999: 55.
10. Gohain 2010: 42; Mukhia 1997: 130  f.; Richards 2004: 398; reports on 

armed peasantries.
11. For a critique of Lenin, Hoffmann 1967: 206; and also Elsenhans 1986: 274.
12. Bowles 1981; Hunt 1983; Parijs 1980: 1–16; Roemer 1979. Critics insisted 

on the possibility of a falling profit rate in the case of joint-production of 



Profi table Capitalism and Rising Mass Incomes 27

goods: Bidard 1988: 355–360; Funke 1984; Renten 1991: 87 Salvadori 1981, 
neglects devalorisation. Schutz 1987 insists on declining productivity due to 
natural resources, but then the process is not caused by capital accumulation. 
Armstrong & Andrew 1980: 67, and Scott 1992 introduce imperfect compe-
tition and lack of correct technology assessment. Kliman 1997: 46, introduces 
false expectations without mentioning that this would lead to devalorisation 
of capital.

13. Domar 1961: 101–114; Helmstädter 1969: 48–91; Hesse & Gahlen 1965: 
472; Hoffmann 1969: 23; Kendrick 1961: 166; Kocoglu 2001; Patel 1963: 
301; Robinson 1977: 1331.

14. Brito & Williamson 1973; DuBoff 1966: 431; Field 1983: 413.
15. With further references: Andreff 1990: 17; Ark 1995: 89; Bergson 1971: 602; 

Bergson et al. 1966: 237; Brubaker 1968: 309; Elsenhans 2000c.
16. Abdel-Fadil 1971: 621; Baer & Maneschi 1971: 180; Balassa 1970: 43; 

Benelli 1979: 55  ff.; Chakravarty 1984: 845; Hashim 1991: 3; O’Donnell 
1978: bases his theory of the emergence of bureaucratic-authoritarian struc-
tures on this increase.

17. Denison 1967a, b; 1980; Griliches 1996.
18. Blaug 1976: 839; Psacharopoulos & Layard 1979: 492; Schultz 1961.
19. Bayraktar 2006; Lindsay 1971; Rosés 1997: 41.
20. Gupta 1973: 191; Logan 1987: 603; Toh 1977: 37.
21. In reaction to the Leontiev-paradoxe Balassa 1979: 265, 1981: 265; Baldwin 

1971: 127; Fareed 1972: 638.
22. Rosenberg 1976: 158–161. I refer also to the early introduction of the inter-

changeable parts system in America: Behagg 1998: 3.
23. Bolino 1988; Brady 1964: 175; Church 1975: 627.
24. Hounshell 1984: 189 f; Thomson 1984: 249; Tolliday & Zeitlin 1988: 154;.
25. The alternative is relevant for the problems of agrarian reform. If surplus can 

be used for investment goods for agriculture which allow us to increase agri-
cultural production, then an egalitarian redistribution of land may be inferior 
to landlord agriculture. If this possibility does not exist, a radical redistribu-
tion of land following the argument of the size/yield inverse is superior. For 
an extensive discussion, cf. Schaller 2006: 160 f.

26. Clark 2007: 98, describes the increase of the marginal product of farm labour 
since 1600.

27. Allen 1989: 80; Allen 1999: 230; Braudel 1966: 9; Slicher van Bath 1963: 28, 
35, 45.

28. Block & Somers 2003; Broad 2000; Coats 1976; Elsenhans 1980, English 
translation Elsenhans 1992; Geremek 1987: 18, 132; Hufton 1974: 17; Oxley 
1974; Solar 1995.

29. The Marxian enumeration of stages is purely descriptive and does not develop 
the idea of a necessary sequence of these stages, cf. Marx 1858: 258.



2
Stratification Without Transition 
to Capitalism and the European 
Distinctiveness

There are two barriers to capitalism, the absence of empowerment of 
the poor, the marginals, which blocks mass consumption and the 

empower ment of the rich which leads to rent. It is not surplus which makes 
capitalism because resources for financing investment are generated by 
investment itself in case of capitalist inventions. Surplus is, however, the 
basis of rent which blocks capitalism.

The process of cumulative technical development has an importance 
for capitalism as an enabling condition not because it increases the avail-
ability of surplus but because it increases the marginal product of labour 
which may go in many cases with an increase in the availability of surplus. 
But this increase in availability of surplus which may be associated with an 
increase in the marginal product of labour at the same time greatly favours 
the emergence of political power structures which allow the appropriation 
of surplus as rent.

In the race between empowerment of the many and empowerment of 
the few, the empowerment of the few prevails in history until the emergence 
of capitalism. The inverse relation between empowerment of the many 
and empowerment of the few depends on accidentally occurring events. 
Therefore, many of those special characteristics of Europe which are used 
to explain why Europe was first can be found also in many non-European 
societies. Some may have supported the transition to capitalism, some may 
have been irrelevant, some may be useful for a process of imitating the 
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transition to capitalism in not yet capitalist areas, but can have had a posi-
tive effect only in case of their contribution to the empowerment labour.

The Dissolution of Communitarian Modes of Production

With the neolithical revolution the emergence of surplus becomes inevit-
able. Surplus implies organisation with delegation of competencies and 
power. Power is no longer based on the mere capacity to exercise naked 
violence but on structure. We do not need to make more than the simplest 
assumptions about human behaviour to explain this process: Humans are 
lazy and work averse. They try to minimise effort in relation to results. They 
have a preference for their own interests and the interests of their closer 
relatives (especially their parents and their children—blood is stronger than 
water) and are capable of foresight out of fear so that they try to conjure the 
fate by whatever means they deem appropriate on the basis of imagination 
which is linked to language.

With the desire to limit the relation between effort and result, the 
agricultural revolution becomes inevitable whenever humans understand 
simple biological mechanisms. The problem of how this shift from hunt-
ing and gathering to agriculture and cattle raising was realised, whether 
types of activity coexisted for longer times, how gradual this shift was, etc. 
is of secondary importance (Kabo 1985: 609). For the evolution of social 
organisation one point is decisive: Whenever agriculture (more than cattle 
raising) becomes the basis of access to food, the production of a surplus 
becomes more likely. The agriculturalist has to determine a level of sown 
area in function of a planned harvest. The size of the fields to be sown 
has to be estimated on the basis of a non-average year, hence, on the basis 
of a worst case scenario of weather conditions. This will normally lead to 
harvests in excess of consumption needs. As nobody will just forgo produc-
tion which can be achieved in the later phase of the maturing process with 
little additional effort, in years with average or good weather conditions the 
cultivator will reap a ‘windfall’. As the next year might be bad he will keep 
this windfall at least for a time.

In order to keep it, this surplus has to be protected. Protection implies 
cooperation and division of labour as there are economies of scale in this 
activity. Patrolling day and night is practically beyond the capacity of a 
single family. Not all members of a group are equally efficient in providing 
protection. The young men are better in fighting than the children and the 
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elderly. The group has, therefore, to manage the distribution of varieties of 
labour supplied in the cooperation.

Already at the level of communitarian socio-economic structures a 
highly complicated economic problem has to be resolved: the ‘reduction’ 
of concrete labour to abstract equally valuable labour. This requires insti-
tutions. Disagreeing members of the community have the option of exit 
and voice, as we may assume that fertile land is still largely available. But 
given the existence of economies of scale in the activity of protection, the 
option of exit is costly. The production of surplus makes voice important. 
In order to give voice an impact, and this to the difference of the option of 
exit, coalitions are useful. Reiterated patterns of coalitions lead to routines 
which reduce transaction costs of coalition building. Once achieved, com-
promises lead to arrangements which we may call institutions. Those who 
feel disadvantaged in such negotiations will try to maintain at least some 
exit options. We may assume that anybody looks for a balance between 
cooperation and exit options. Property rights especially in land but also in 
other means of production such as access to water are an important exit 
option. The division of labour and property rights are both mechanisms of 
social differentiation which are directly associated with surplus production.

As institutionalisation reduces transaction costs, an office structure 
emerges which has been early on described by Africanist anthropologists: 
the lord of the land, the lord of the water, etc.1 Surplus production implies 
a political structure where competencies are delegated and property rights 
recognised. The recognition of property rights limits the domain where 
only voice counts. The owner can reject majority votes with respect to his 
property without having to simultaneously admit his exit from the commu-
nity within which he cooperates with others. Institutionally, limited powers 
are a sort of combination of exit and voice.

Because of the principle of delegation such structures imply hierarchy 
even if these hierarchies are shallow because otherwise the benefits of lower 
transaction costs cannot be achieved. Surplus implies hierarchy.

Surplus may be perceived as a danger for the equality of the members of 
the group. It is, therefore, periodically destroyed, hence, when it exceeds the 
amount necessary for providing security.2

My argument does not imply that the emergence of surplus is the only 
mechanism through which communitarian social structures get differenti-
ated. Anthropologists have shown that the possibility of storing leads to 
hierarchies even before the advent of settled agriculture (Keen 2006: 19). 
But here exit remains as a solution which at maximum costs the loss of the 
stock which can easily be replaced by new gatherings. My argument only 
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implies that the emergence of a surplus makes differentiation inevitable. 
Differentiation becomes difficult to reverse, as the result of doing so would 
be either retreat into hunting and gathering or new arrangements for coop-
eration which once more constitute new bases of differentiation.

In such negotiations under uncertainty and incomplete information 
about the intentions of others, all players in the game will try to take refuge 
for their claims by sticking to easily recognisable principles, using argu-
ments for the justification of their positions. In order to prevail, they use 
distinction. Anthropologists have discovered a multitude of criteria on 
which distinction can be based (Biller 1986: 11): age,3 leadership of an 
extended family,4 early establishment in the place of settlement (against 
newcomers)5 but also late arrival as the right of conquest,6 command of 
deviant behaviour interpreted as contact to spirits (Mandelbaum 1965: 
283; Silverman 1967). Because of the importance of family, leadership 
roles in a family provide distinction, hence the lineage mode of production 
(Meillassoux 1978: 327). Magic is important because of the low level of 
technical mastery of nature. Contact with the other world is sought after 
as in this other world are the souls of the ancestors who are thought to be 
able to mediate between the world of spirits and to influence more powerful 
invisible spirits.7 Because of the preference for one’s own family, there is the 
attempt to make distinction and the rights attached to it hereditary. The 
only oral transmission of secret knowledge is just a manifestation of this 
goal (Haude 1999: 6; Lewis 1977: 176).

The Stabilisation of Hierarchy in Tributary Modes 
of Production

Suppose that in such a socio-economic structure demographic growth 
occurs, as parents depend on their children in their old age and do not 
know how many of their born children will survive. The availability of 
nearby favourable natural conditions of production decreases. A growing 
population can counteract this deterioration of the natural environment for 
production either by efforts to improve the land or the water supply (hence, 
investment through labour) or by greater mobility. With demographic 
growth migrations intensify.8 The groups which interact multiply. Better 
means of transportation are looked for. They may be costly like horses.9 As 
a result, the means of efficient access to production and surplus get con-
centrated either on the basis of naked power or on the basis of distinction.
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If neither migrations nor investment into the improvement of the nearby 
factors of production can compensate demographic growth, the availability 
of highly productive factors of production in relation to the population 
will decrease at some (variable) level of population. The returns in rela-
tion to efforts devoted to production will decrease following the law of 
diminishing returns. Even in case that every household is still economically 
independent, bad harvests may render an increasing proportion of house-
holds dependent on the surplus of the community which has gone into the 
stock. These surpluses may be increasingly produced on land held by the 
distinguished families who may even have access to labour services of poorer 
households or migrants.

In such a situation, the deficit households will consider the periodical 
destruction of the surplus as an inefficient form of winning the support of 
the otherworldly world. They will propose permanent worship of the gods, 
often the ancestors of those who are better off in exchange for material sup-
port. This will be embedded in an overarching worldview of the group’s sol-
idarity and its linkage to the trans-natural world which implies a readiness 
to accept dependence within the framework of communitarian structures 
(Jansen 2008: 256). An alliance between the poorer strata and the apex of 
the socio-economic structure, the very rich who produce and perhaps also 
control a larger amount of surplus, will develop. This alliance will check 
the anti-hierarchical leanings of the larger middle strata. Such alliances will 
provide the apex of the structure first with ritual power10 then with social 
power. Such alliances will reinforce the position of those ruling at the apex 
of the structure, for example, by imposing the recognition of the claims 
of the better off to distinction and furthermore to the right to decision-
making and even material rewards attached to distinction. Functionally, 
necessary hierarchies become the basis of social power.11

Since Leach’s (1954: esp. 223 ff.) studies on the Kachin we know that 
such processes of social differentiation are opposed in the communitarian 
modes of production. The periodic destruction of the surplus in religious 
festivities in honour of the gods or the ancestors removes the basis of such 
an emerging political centre. It keeps the privileged ones from becoming 
an increasingly autonomous ruling class by institutionalised mechanisms of 
destitution of privileged strata. A distant remnant can be seen in the prac-
tice of ostracism in the Greek cities.

Differentiation, however, may succeed: The ruling class becomes closed 
and identifies itself through common characteristics to which the other, 
even the middle strata, has no access (descent, religion, distinction). Then 
there are no more serious checks on attempts by the ruling class to increase 
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surplus production and to centralise the surplus. A socio-economic struc-
ture emerges which is usually called a tributary mode of production where 
surplus is appropriated by political power, the ‘legitimate’ use of violence. 
The state emerges on the basis of surplus appropriation and the legitimisa-
tion of this violent exploitation by overarching ideologies of justification.

A class opposition neatly emerges between a more or less centralised class 
of lords and the direct producers, mostly peasants. The direct producers 
especially in agriculture will survive at higher or lower levels of misery and 
pay taxes to the power centre and rents to lower lords according to contex-
tual parameters, at worst the whims of the powerful.

As long as the powerful cannot increase the productivity of labour 
through more collective working methods they have no interest in inter-
vening in the production process. Peasant families will still organise them-
selves in their work process. Slavery or other forms of unfree labour are less 
productive than peasant labour and yield only higher surpluses in case this 
labour can be employed without paying for the cost of its reproduction. 
Slavery is either the joint product of warfare (slaves as prisoners of war)12 or 
based on unequal exchange between a technically more advanced economy 
and a technically less advanced economy. For the more advanced economy 
the products with which slaves are bought from the slave-hunting society 
are cheaper than raising labour. For the slave-hunting society these prod-
ucts are valuable and difficult to produce locally. The amount of labour 
would be higher than the slave-hunting required to buy them for which 
slave-hunting is economically interesting for the technically less advanced 
society as it can buy products from the more advanced economy which 
would otherwise be inaccessible. The Atlantic slavery in the 16th–18th cen-
turies with the triangular trade is a good example (Elsenhans 2007b: 248).

In a tributary structure there may be taxes and rents in kind or labour 
but also money payments. But the transition to money rents and taxes in 
specie does not indicate a transition to capitalism but only more centrali-
sation of the ruling class (Claessen 1984: 370). Rewards in kind imply a 
relation between the beneficiary and the dutiable producers where both 
have to negotiate the amount of different products to be supplied. The ben-
eficiary is advised by his own superiors to look for the delivery of the goods 
he is entitled to. So it is the lower rank who himself defines his due in the 
interaction with the subaltern surplus providing class. Lower segments of 
the ruling class become here independent agents of tax administration with 
the right of determining themselves how to deal with the taxpayers. Their 
tendencies to autonomy increase. The opposite tendency of an extension of 
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monetary forms of exchange even in the form of the shift to money rents is, 
therefore, not per se a step into the direction of the transition to capitalism.

The stability of such a structure is guaranteed by a political organisation 
of the centralisation and allocation of the surplus. The lords are always a 
minority capable of using organisation of their repressive forces against the 
majority. The overall relation in numbers is always unfavourable to the 
exploiters because at low levels of productivity many have to be exploited in 
order to provide substantial benefits to few. An individual lord can main-
tain himself against a majority he exploits if he is able to command the 
support of his fellow lords in case of crises or revolts. The larger his own 
repressive apparatus he maintains from the surplus he extracts, the higher 
his own value as an ally for other lords. If he succeeds in becoming an 
overlord he can limit the surplus appropriated by lower lords in exchange 
for granting them protection. By increasing the number of his followers he 
becomes a still more valuable ally for other powerful lords. He can, thus, 
prevent other lords from becoming his overlords. A tributary structure is, 
therefore, characterised by the permanent struggle between lords whatever 
be the degree of formal institutional centralisation. More powerful ones try 
to increase centralisation and to enlarge the territory under their direct con-
trol administered by the staff totally dependent on them. The less powerful 
ones permanently plot against the overlords. But they also permanently 
court the overlords in order to win their favour. Their ultimate goal is to 
achieve independent status, especially if the geographical location of their 
fief makes their control by the centre difficult.13 In this struggle, naked 
power is complemented not only by all the sorts of power such as finance 
but also by prestige, where prestige is considered as depending on beliefs 
and perceptions of others. Ritual confirmation contributes and transforms 
prestige into legitimacy. So the struggle over ritual power is important. 
The natural religions of the communitarian structures are complemented 
by trans-regional gods.14 The more central lords claim to have specifically 
strong links with those central gods. A most varied world of hierarchically 
interacting gods projects this—worldly hierarchies into an imagined other 
world. Central lords draw on the role of the shaman in the natural religions 
as mediators with the supernatural world. The Japanese institution of the 
emperor maintains still some of these attributes (Ohnuki-Tierney 1991: 
199 ff.).

These claims do not go unopposed. It is noteworthy that the axial revo-
lution with its insistence on the fundamental equality of all humans in their 
relation with the transcendental has not only taken place in the most diverse 
settings of tributary modes of production but also in tributary modes of 
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production with established structures of social inequality.15 Where the 
socio-economic structures were not yet very diversified as in the deserts 
of the Middle East, Judaism with its heirs Christianity and Islam but also 
Zaroastraism (Messelken 1977: 271) and the Mithras cult16 were the mani-
festations of a radical form of ritual equality. In monotheism all were equal 
children of God and equally powerless in relation to the supernatural. In 
the already more stratified societies like India with its city republics and 
urban citizens of much higher cultural level than the surrounding peas-
antries, Jainism 17 and Buddhism18 established ritual equality with less radi-
cal simplifications in the emerging transcendental world. Buddhism could 
accommodate with mild forms of hierarchisation of the transcendental 
world which characterises the Chinese19 world with its strong remnants of 
ancestral and, hence, shamanic religious practices inherited from the com-
munitarian socio-economic structures.20

At the higher end of the social hierarchy, legitimacy was acquired by 
the lords through justice and ritual power. Both implied some respect for 
essential human needs. The respect for such needs was described as the 
characteristics of the good emperor. The good emperor could expect that 
the transaction costs for uniting the subalterns against this structure were 
high enough to prevent general rebellion. Non-respect as evidenced by gen-
eral immiserisation leads to general revolt. General revolt could always draw 
on some unsubdued elements living at the verge of society. Hobsbawm’s 
(1962) social rebels are so common in Chinese history that they today form 
the basis of a very successful Chinese movie production.21

The respect for such essential needs of the subalterns is the basis of a 
major element of tributary socio-economic structures. This respect implies 
at least the responsibility of the lords to work against famine and, there-
fore, to respect redistributive mechanisms at the level of the subalterns. 
Tributary socio-economic structures tolerate some level of self-organisation 
of the subalterns which very often continue the self-organisation of com-
munitarian modes of production. Tributary modes of production appear 
regularly as a superimposition of a centralised ruling class over a (in reality, 
a multitude of even disparately organised with different degrees of tight-
ness; Mizuno 1976: 13 f.) communitarian mode(s) of production (Aydin 
& Özel 2006: 51  ff.). The Chinese family system is such a form of an 
in principle communitarian self-organisation but has been generalised and 
extended only under the auspices of the Imperial State (Chun 1996: 432 f.; 
David 2006: 1294). The caste system in India is another form of self-
organisation, in modern words ‘civil society’, which transcended the 
extended family (Bairy 2007: 152; Mukherjee 2010: 62). Invariably, the 
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extended family even in socio-economic structures with less visible organi-
sations of solidarity among the subalterns provided support for those who 
had difficulties to survive physically.

Such self-organisation by necessity stabilises the existence of a popula-
tion which at the given endowment with land cannot produce as much as 
it needs for subsistence. If the normal path of evolution is characterised 
by population growth in excess of the growth of the availability of fertile 
land, the implied emergence of a population threatened by starvation is 
counteracted by the capacity of the society for self-organisation. Deficit 
households survive provided there is a surplus of agriculture produced by 
other households in command of better land. Households will have a high 
number of children as long as these children support them in the old age 
directly or indirectly. Households with more children will have more voice 
within the organisational structures of the subalterns these households can 
address for their claims to subsistence. It can be fairly assumed that the lords 
will hesitate to raise a large-scale revolt by interfering with this mechanism 
in order to raise the surplus they can cream off.

In a setting where there are no uniform wage rates but where incomes 
depend on special arrangements for access to complementary productive 
factors (land, water, labour contracts for services), there are in each small 
group at the subaltern level (extended family, caste, member of temple 
association: in reality, we observe a great innovativeness of the subalterns 
inventing the most diversified bases for such associations22) some individu-
als with better contracts than others. They cannot avoid their obligations 
of solidarity on which they may become dependent, if their own access to 
better contracts disappears. They will not free themselves from these obliga-
tions if they are not sure to be free from need definitively. Their capacity to 
fulfil these obligations depends on their above average incomes which they 
achieve only on the basis of these special contracts and, hence, on the basis 
of the benevolence of the lords. Their privileges confer on them better living 
conditions than those of the households who openly suffer from insufficient 
endowment with such assets, including (social) relations. The privileged 
subalterns, therefore, are capable to link the fulfilment of the obligations 
to the behaviour of the recipients of their support: Recipients cannot claim 
assistance if they endanger the access of the better off to their better endow-
ment. The better off are interested in the existing arrangements and capable 
of imposing the respect of these arrangements on the worse off and, thus, 
preventing revolt as long as the basic needs of subsistence are provided also 
to the worse off. By accepting to fuel the mechanisms of redistribution 
with an acceptable share in the surplus in the hands of these privileged 
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subalterns, the lords create the social basis for the maintenance of the over-
all system at very low levels of mass consumption.

It is clear that also at the lower levels social relations of hierarchy are 
maintained by an appropriate pattern of interaction where moral order is 
internalised and prestige and legitimacy are held up. The need for face-
saving is universally accepted in social relations based on power. Face-saving 
provides prestige as a result of power without entailing other than the direct 
costs of merely showing it. This behaviour is, therefore, replicated also on 
the level of the subalterns. No privileged subaltern can be forced to give to 
a destitute member of his group who is considered to be lazy or seditious.

No Technical Progress Through Luxury Orientation

The apex of a tributary class permanently strives to increase its control over 
all other elements of this ruling class. The concentration of purchasing 
power in the hands of such a ruling class implies a demand for non-food 
products for distinction. The objective of excellence discourages capitalist 
development: palaces, the military, luxuries, but no standard quality mass 
produced consumption goods. Ibn Khaldûn has nicely described this ten-
dency to increasing luxuries (1967: 570–579). There is technical progress 
as demonstrated by the achievements in many fields of excellence, especially 
excellent luxuries. The historians of art describe these improvements and the 
succession of ever more splendid and larger palaces. Each Mughal emperor 
built a larger mausoleum, until Aurangzeb could no longer outpace his fore-
bears and decided to have a tomb only as large as could be paid from his 
income for copying the Qur’an, his obligation as a simple pious Muslim. 
There is technical progress, even innovations in the form of new machinery, 
especially in the military field, but also in the production of intermediate 
products. But there is no systematic search for designing machinery for 
cheaper production of standard goods.23

In addition, there is no competition between the producers of such 
equipment on markets because there are a few customers, mainly the courts, 
which are able to keep prices low and to control their suppliers by other 
means than markets. Even branches less close to the courts are soliciting 
government protection. Without expanding markets, the only possibility 
to improve their incomes for the traders and craftsmen consists in erecting 
barriers to entry. Guilds, associations of producers which limit access and 
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production are universal characteristics of industrial production in tributary 
socio-economic structures.24 This leads to the often described three-tiered 
structure of pre-capitalist industrial production,25 a government-protected 
‘high technology’ sector, a non-dynamic sector producing some mass con-
sumption goods often closely connected to villages and a natural-resource-
based sector which governments capture as a tollgate for taxes26 (salt, 
precious metals; government royalties are a remnant of these arrangements).

The recent discussion started by Frank (1998: 172), Pomeranz (2000: 
44) and Parthasarathi (1998: 103), about the superiority of Asia in techni-
cal development before the English breakthrough at the end of the 18th 
century is perhaps relevant for gauging the position of both continents with 
respect to a civilisational process (whatever this might be, a category which 
does not belong to my model of explanation), but relatively far away from 
the issue of the transition to capitalism. Capitalist development is linked to 
a special pattern of development which may go at least initially with low 
levels of development of refinement and quality. Asia was superior as shown 
by the fact that Europe imported so many luxuries, including life styles of 
Asia. Luxuries were called in France ‘chinoiseries’ (Honour 1961). Vasco da 
Gama had diplomatic difficulties when he arrived in Calicut as his presents 
of courtesy to the sultan were interpreted as deliberate insult because of 
their clumsiness (Parry 1975: 209).

Goldstone tried to capture the difference between Asia and Europe 
introducing a ‘state of efflorescence’. This term should describe a relatively 
rich urban economy within a well-ordered society and some market rela-
tions where the peasantry had reasonable levels of subsistence but where 
industrial breakthrough was only contingent (Goldstone 2002: 332 ff.).

Such interpretations, including the California School, are inspired by 
pre-Keynesian models of growth where growth is considered as dependent 
on ‘richness’ and the availability of ‘capital’ defined as financial resources 
in a basically path-dependent evolutionary way. They, therefore, neglect 
that the industrial breakthroughs and the transition to capitalism were 
not linked to high-quality industries even if those may have been oriented 
to markets. Venice and Italy blocked their textile industry development 
because they were oriented towards high-income markets.27 Flanders28 and 
later on France,29 however highly advanced in industrial techniques, lost 
to Britain which specialised on low-quality products.30 The manufact ories 
which appeared in Colbertist31 France were, therefore, interpreted by the 
historical school as a success and the basis of the Industrial Revolution 
(Sombart 1921b: 738 f.). The success of Britain had to appear as abnor-
mal (Elsenhans 2007a: 140; Klaveren 1964: 157): Britain had relied on 
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land industry outside the established industrial cities and succeeded in the 
Industrial Revolution.32 Later on these industries moved back to some old 
cities but into the previously old guild dominated ones only if this domi-
nance had already been shaken (Mantoux 1905: 180 f.; Pohl 1999: 167). 
Goldstone’s areas of efflorescence may have attracted industries which had 
grown up outside the old tributary system, but even if they could find their 
place in such areas, they lost dynamism. Mantoux’s observation of ever 
rising new strata of entrepreneurs, obviously with new industries, outside 
such regulated areas remains pertinent (Mantoux 1905: 34 f.).

In the last three decades the debate on proto-industrialisation (Linde 
1980: 105; Mager 1988: 302) has shown that new regions were the cham-
pions of the industrial revolution and less the urban craftsmanship or the 
manufactories, although those may have contributed to skill formation. 
Broadberry’s (Broadberry & Gupta 2006: 4) observation of an advance of 
Europe in silver wages but not in grain wages describes an essential fact: 
European industrial products were relatively cheap in relation to Asia and 
to food (so that at the same amount of surplus the purchasing power of 
the surplus peasant was higher). Berg’s studies about the cheapening of 
products of Asian origin through import-substituting industrialisation in 
England during the late 17th and 18th centuries by ‘simplifying’ them 
complement this observation (Berg 2002: 3). Within or besides the tech-
nologically most advanced regions of efflorescence within the old tributary 
socio-economic structures, in some regions of Europe a pole of production 
for popular needs had become increasingly dynamic which supplied rising 
middle classes and rural and urban lower income strata with relatively cheap 
industrial products (Berg 1993; Thirsk 1978: 65).

The Frank–Pomeranz debate was able to show high levels of industrial 
skills as well as high nutritional standards (Xue 2007) in China but not 
important industrial sectors which resemble the English rural industry or 
the European proto-industry.

Nobody ever denied that there were important achievements in agri-
cultural production in tributary modes of production. But Frank implic-
itly admits the point in comparing Europe and Asia by insisting on the 
early specialisation of Europe on cheap products (Frank 1998: 286). The 
English meaning of industry veils this important difference by calling non-
agricultural manufacturing products industrial whether produced by 
machines or skilled craftsmen. Admiring the achievements of English 
industry, the German latecomer realises already the decisive difference 
between both types of production and distinguishes between ‘Gewerbe’ 
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(all non-agricultural production) and industry (standardised and realised 
in factories).

The production of items for the use of a distinguished customer who 
aims at distinction in consuming this product, in engaging in conspicu-
ous consumption, aims at excellence. An industrial product in the German 
meaning of the word ‘industrial’ designates a product manufactured not 
only for an anonymous market (which can be the case also of a craft prod-
uct) but manufactured for a customer who cares only for some standard 
characteristics of the product. This limitation on the requirements associ-
ated with a product allows its simplification so that it can be produced by 
mechanical devices like machines (Broadberry & Gupta 2009: 281).

Machines are the physical counterpart of investment spending. Machines 
can execute at least initially only repetitive operations programmed into 
them by the arrangement of mechanical parts on which non-human energy 
is applied (for example, size of the tool).

Capitalist Progress and the Failure of the Ruling Strata

I suggest to call a pole of popular industry an industry which produces 
goods with limited prestige value and, therefore, limited characteristics 
which confer distinction to its customers beyond their direct use value. 
The market for these products is constituted by people who do not care for 
distinction in relation to others and who, therefore, are interested only or 
in priority in the use value of the product. It is this type of products which 
the European land and proto-industry produced in priority (as does today 
but only today the Chinese industry). And this distinguishes Europe from 
other tributary modes of production.

This orientation of some and increasing part of Europe’s industrial pro-
duction has its roots in the weakness of the European exploiting classes: 
the European cities tried of course to supply better paying customers but 
German cities like Nuremberg (Rader 1971: 82; Swanson 1989: 152) had 
early on a high share of such mass-consumption-oriented industries. In 
Germany, peasants were found to be important customers of such indus-
tries already since the 13th century (Becker & Gehrisch 1977: 1372).

The emergence of such markets in Europe has probably gone with the 
rate of exploitation of the peasantry which allowed the peasants to buy 
them. There is convergent information that peasantries in Western Europe 
were well-off to the extent they could buy the products of urban craftsmen 
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(Kellenbenz 1962; Warde 2006: 289). Medieval peasants were highly inte-
grated into local markets (Biddick 1985: 831; Dyer 1989: 321). There were 
close ties of exchange between the countryside and the cities in Central 
and Northwestern Europe (Emigh 2003; Hopcroft & Emigh 2000: 23). 
In being less exploited, the peasantries could either eat more or increase 
the amount of products they bought from the market, hence from indus-
try as ‘amenities’ (Allen 2009: 549; Ogilvie 2010: 290 f.). This may have 
contributed to the growth of urban mass-oriented industries as we observe 
in the central and northwestern European cities. The dependence of urban 
industrial production on the purchasing power of the peasantry in Europe 
is proverbial (Becker & Gehrisch 1977: 1378).

Political structures may have been connected to this. Well-established 
ruling classes with well-centralised means of repression can be considered 
as powerful instruments for increasing the rate of surplus extraction from 
powerless rural populations. I do not maintain that such a pole of popular 
industry did not exist in other tributary modes of production. The Indian 
jajmani system of rural artisans is, however, found to be very undynamic.33 
Chinese studies on pre-capitalist industrial production concentrated on an 
industrial production which was oriented towards the demand of the better 
off. It was, therefore, early on under government protection (Lewin 1974: 
190  f.). Also, Asia had its periods of the decline of luxury consumption 
in the periods of dynastic decline and subsequent political disorder. In a 
period of decline as described in the theory of the dynastic cycle in a more 
centralised tributary mode of production the amount of resources taken 
from the peasantries can be expected to have declined (Habib 1985a: 48; 
Pearson 1976). Peasants here also may have become richer and, hence, pos-
sible customers for industrial products. At least they could afford more food 
and supply additional craftsmen living in the countryside. On the other 
hand, the decline of state centralisation may have created security problems. 
The services provided by the state, even if only by its local ramifications, 
for agriculture in the form of irrigation may or may not have been affected. 
This may have led to an overall decline of production. The outmigration 
of peasants from the area of state control raises doubts about the impor-
tance of services. There are many examples of such migrations. The eastern 
parts of Bengal were colonised because tributary structures were weak. In 
Bengal, tributary structures had their bases on the western banks of the 
Ganga/Brahmaputra delta (Eaton 1993: 221; Rostovtzeff 1929: 351  ff.). 
Peasants around Angkor left the irrigated economy around that city during 
the 13th century. They withdrew from the irrigated areas near the city to 
rain-fed agriculture distant from the centre of power and, thus, stopped 
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this brilliant civilisation.34 Vietnamese peasants migrated to the South 
where state control was weak. When land resources for further colonisation 
were exhausted, private ‘condottieri’ could usurp property in land and 
become landlords (Cooke 1998: 143  ff.; Tchechkov 1969: 40), because 
of the weakness of the state, a fact not so dissimilar from East Central 
Europe in the 13th century. The Han people migrated for similar reasons 
to Southern China (Hostetler 2000: 643 ff.).

There are very few differences worldwide in the permanence of the 
struggles of direct producers in agriculture, the peasants, against those who 
command tribute in its various forms of a surplus appropriated of the basis 
of power (for the state or for ‘private’ lords, a nearly meaningless distinc-
tion where property rights do not lead to market competition). There are, 
however, no dynamic poles of popular industry capable of seizing markets 
in those areas. Goldstone’s areas of efflorescence existed worldwide but out-
side the centre of the transition to capitalism in Northwestern Europe there 
was no transition to dynamic poles of popular industry, even if peasants 
were able to reduce exploitation elsewhere.

The difference between the European tributary modes of production 
and the non-European ones seems, therefore, to lie in the fact that in some 
parts of Europe the pole of popular industry could achieve and maintain 
some dynamism in periods of improving productivity in agriculture and/or 
decreasing exploitation, whereas in Asia increases in productivity and/or 
decreasing exploitation were used for other purposes. Such purposes could 
be increased consumption for the ruling class including its privileged 
dependents in cities or rural population growth.

An explanation of the different outcomes has to deal, therefore, with 
the following questions: the reproductive behaviour of the rural popula-
tion, power relations in the countryside concerning the rate of exploitation 
and the relations within the ruling class which affect its capacity to extract 
surplus.

In the discussion about the transition to capitalism in Europe, changes in 
the reproductive behaviour of the peasantries are mentioned.35 It is shown 
that since the 17th century, English peasants practiced not only contracep-
tion but tended to limit the growth of their families. Similar and even more 
pronounced demographic controls by French peasants did not,36 however, 
increase the dynamic of the pole of popular industry in the late 18th and 
19th centuries in France. The absence of such practices especially in the 
proto-industrial regions but also in the western part of Germany did not 
block the development of the pole of popular industry there.37
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Agricultural history of Europe has a focus on the relations between 
the lords and the peasants. Especially the discussion on the second serf-
dom in Eastern Europe and the differences between ‘Gutsherrschaft’ and 
‘Grundherrschaft’ show that scarcity of labour may lead either to less free-
dom or to more freedom of the peasants. The outcome depended on the 
political power relations at the ground level in the villages (Schöffer 1959: 
56). This implies that the outcome cannot be satisfactorily explained by 
economic determinism. English peasants became free in the 14th century 
because they were able to transform their scarcity to better labour condi-
tions and incomes.38 East German and Polish peasants were not able to 
achieve this goal, despite similar political institutions, similar cultural set-
tings and an initially even higher degree of freedom.39 East German peas-
ants had been better off than West German peasants as better conditions 
for their lives and production were a condition for attracting them to the 
eastern territories.40 This outmigration even entailed better conditions for 
the remaining peasants in the West (Malowist 1966: 19; Mottek 1964: 
13 f.). Enserfment was tried also in Western Germany in the 15th and 16th 
centuries but succeeded only in the East (Schultz 1972: 164; Sreenivasan 
2001: 45).

Natural conditions, the independence of European agriculture from 
large irrigation projects, the richly available natural resources on the 
‘commons’, grass in meadows which did not need special attention by a 
property owner, as well as forests were available all over the northern plains 
of Europe, to the difference of the semi-arid areas of Africa and Asia in 
which most of the other tributary modes of production were located.

Detailed local studies on particular regions show that peasants may have 
been more powerful where their special effort was required, for example, 
in land improvement41 or where cities were close where they could migrate 
to and establish themselves.42 This may have led, however, in some places 
to less favourable deals because lords were ready to use more power. 
The Hungarian struggle between lords and peasants over the right to sell 
the (high income) product wine is an example.43

Limited possibility to draw on external resources for repression avail-
able to the lords is often quoted in order to explain greater reliance of the 
lords on agreements with the peasantries on rates of exploitation.44 In a 
well-established tributary mode of production, the state gets most of the 
surplus of agriculture and land tax and pays the members of the (relatively 
centralised) ruling class on the basis of office. The local representative of the 
ruling class has no individual interest in the long-term development of agri-
cultural productivity. Such offices were scarce in Europe until the advent 



44 Saving Capitalism from the Capitalists

of absolutism.45 European research on feudalism had, therefore, under-
lined the interest of feudal lords in improving the productivity of their ter-
ritories by associating their peasants in investment-related work through 
sharing the benefits.46 There are many examples, but the relevance of the 
argument is limited: Research on Asian hydraulic societies can show that 
it was much less Wittfogel’s 47 despotic state but the locally powerful and 
locally entrenched landholding families who realised these improvements.48 
The argument of a ‘localisation’ of the European feudal nobility which dis-
tinguishes it from other tributary modes of production had been proposed 
by Engels. Marx’s co-author insisted on the fact that the European nobles 
adopted the language of their peasantries to the difference of the Asian ruling 
classes, because they were more dependent on them (Engels 1884: 395).

A Special Political Process? Fragmentation 
Versus Centralisation

Political scientists and historians without politico-economic leanings have 
drawn on European constitutional struggles in order to explain the singu-
larity of the European tributary mode of production.49 These are authors 
who argue on the basis of a certain reading of the work of Max Weber. 
Anglo-Saxon political science refers to Max Weber often without under-
standing that he presented a politico-economic and not just a political or 
sociological denial of the link between economics and politics as he tried to 
reject Marx.50 They have taken for granted the view of the European nobil-
ity that Europe lacked a despotic state because of its cultural traditions, 
an argument which has become the scapegoat of the anti-Orientalists.51 It 
certainly cannot be denied that the nobilities in Europe, often allying with 
other opponents to the royal power such as the cities, have struggled in 
order to limit the royal prerogative (Osiander 2007: 366). It is, however, 
not clear whether a ruling class composed of feuding gangs is more favour-
able to peasants than a centralised one. Also in Europe, the peasants identi-
fied good government with the maintenance of royal authority and misery 
with the periods of troubles,52 just as in China.53 In any case, neither in 
Europe54 nor in Asia (Wright 1951: 257) peasants lacked the possibility of 
getting leaders from the ranks of the privileged strata. They could have their 
Robin Hoods if they rose in rebellion whether the ruling class was central-
ised or decentralised. Sects and secret societies in China were a power ful 
form of institutionalised opposition which compares favourably with highly 
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temporary movements launched by the peasantries in Europe often in alli-
ance with religious movements.55

Nevertheless in most cases these struggles led to power diffusion and 
increasing autonomy of other powers, like the estates and also the cities. 
The diffusion of power was facilitated by the fact that there were compet-
ing hierarchies with at least two apexes, the Emperor and the Pope56 and, 
later, with the weakening of the Emperor’s claim to universal monarchy, 
the rivalling kings which claimed to be sovereign.57 There is, however, no 
evidence of an empowerment of the peasantry through the achievements in 
the struggle for political representation and limitation of the absolute power 
on the crowns. Peasant preservation had been a policy of Tudor absolutism 
(Hill 1967: 52; Tawney 1912: 289). The role of parliament in the enclosure 
movement of the 18th century seems not to have been clearly pro-peasant 
(Bogart & Richardson 2009; Shaw-Taylor 2001: 124).

However, these struggles within the ruling classes further increased the 
autonomy of local bodies and city governments which initially did not 
differ between Europe58 and Asia59 in the association between the repre-
sentatives of the trades (craftsmen) and the representative of the central 
power who had the last say. But if there was no central power, cities could 
become independent, elect their own leaders, in Italy the podestà, even 
form alliances against their overlords (in Italy and in Germany; Berthold 
1982: 204; Blok 1972: 118) and defend their claims (rights in their views). 
In Germany and Italy, two major areas of old Europe, they could exploit 
rivalries between the Pope and the Emperor as well as between other more 
powerful lords.60 Conflicts were, however, intense in Europe and in Asia. 
In Italy there were strong internal conflicts within the increasingly auton-
omous cities which were often manageable only by leaders from outside 
(Italian podestà; Kudrna 1990: 99), similar to the ‘stranger’ king (Henley 
2004: 112) in early African and Asian state formation (Büttner 1964: 470). 
Despite the temporary disappearance of a secular central power in the 
western part of the (Old) Roman Empire, the Catholic church, despite 
having stepped into the power vacuum, had not been able to check the 
rise of new secular powers (Osiander 2007: 215). Western Europe did not 
become a Tibet.

With the exception of England, Italy and Germany,61 regionally restricted 
central powers, that is, the kings of the different monarchies (Marx 1854: 
440 f.), were able to reduce the claims of the intermediate powers’ auton-
omy. They co-opted their leaders into a newly created homogenous block 
as in the East which collectively abolished further autonomy of the non-
noble sector. The ideal of the most powerful part of the ruling class of 



46 Saving Capitalism from the Capitalists

Europe were the more centralised tributary modes of production: Frederic 
II. (1212–1250) created a more centralised class in his kingdom of Sicily 
which depended on him in order to administer the central and richest 
part of his empire. He followed Arab rules of governance which he knew 
fairly well.62

One of the most intensive conflicts between the ruling classes of the 
Middle Ages, the conflict between the Emperor and the Pope on the nomi-
nation of the bishops with secular powers in the Empire was just the result 
of a miscalculated attempt to progress in the direction of more central-
ised and more bureaucratised tributary mode productions in Europe.63 In 
order to curb the increasing powers of lower nobles, the German emperors 
handed over the richest part of the German kingdom to bureaucrats who 
could not have legitimate heirs, the bishops who had to practice celibacy. 
These were the archbishoprics of Cologne, Mayence and Trier, on the 
Rhine, but also at the most important strategic positions on the eastern 
boundary, Magdeburg and Meissen. The German kings could not imagine 
that by disempowering the local grandees such as dukes (tribal leaders), they 
would create a much more dangerous challenger to their central power, the 
ecclesiastical hierarchy headed by the Pope.

The secular lords got disempowered by the construction and develop-
ment of the European monarchies and the gradual uniformisation of the 
territories the dynasties had grabbed and assembled in their composite 
monarchies (Elliot 1992: 58). The French kings indeed were disempower-
ing their estates not only at the national level but also in the major part 
of their provinces as described in the standard narrative on the origins of 
the French Revolution (Egret 1962: 306). For the most modern thinkers 
of economic development in 18th-century Europe, the physiocrats, China 
and its well-ordered government was the example to follow (Demel 2001: 
36 ff.). Because of the preference of the European monarchies for central-
ised bureaucracies, the aristocratic reaction denounced Asia as despotic 
(Craeybeckx 1970: 55 f.; Jonas 1982: 153).

On the other side of the claimed radical difference between Europe and 
Asia, the centralised character of the Asian tributary modes of production 
as transmitted in the writings inspired by the aristocratic reaction in Europe 
was just a fiction. The Mughal Empire was composed by units directed by 
local lords with differing degrees of autonomy. Some considered themselves 
as independent with obligations to pay tribute; others had to hand over 
parts of their tax incomes in order to be granted some shares of it by the 
Mughal emperor.64 In China, regions also coexisted with direct adminis-
tration by ‘bureaucrats’ appointed by the centre and others administered 
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by local lords. These differences in status caused conflicts quite similar to 
conflicts in Europe over the respect of hereditary rights of the local lords in 
their fiefs (Bello 2005; Huang 2008). The Islamic distinction between the 
directly administered bilad al-sultan and the indirectly ‘administered’, in 
reality often only influenced bilad al-sibah is just an illustration of the frag-
mented centralisation of the non-European tributary modes of production 
from another cultural area (Lacoste 1973: 49; Nouschi 2005: 421).

The opposition between ‘Asian’ centralisation and ‘European’ feudali-
sation is an issue of degree of centralisation but not an issue of essence. 
Any ruling class which is not permanently revocable or constrained in its 
privileges by property rights in well-defined assets will permanently be char-
acterised by the struggle of its centre to monopolise its resources against 
its ‘periphery’ which is, however, powerful because the centre cannot do 
without it. The centre can exercise its power only by relying on a periphery 
which by the very process of governance acquires some veto power. The lit-
erature on state formation in India confirms this perspective of some lords 
becoming powerful enough to impose their will on others, to complement 
local gods by their own ones and to integrate local gods and their temples 
into overarching areopagusses which support the legitimacy of their claims 
to overlordship in the other world.65

Cultural Specificity

The limited relevance of the centralisation/feudalisation issue will also 
shed light on the contribution of Max Weber with his insistence on cul-
tural factors in the pattern of behaviour of social classes. Weber has two 
arguments:66 The rationality of bureaucrats assures the efficient use of 
the surplus and the frugality in the lifestyles of lower levels of the privi-
leged, the bourgeoisie, limits waste and reserves the surplus for investment. 
Rationalisation of the bureaucratic command and information systems has 
been an objective of all rulers of tributary modes of production. Work done 
by local historians in command of the local official languages shows us that 
the difference between Western and Oriental bureaucracy is less great than 
assumed by the Weberians: These ‘pre-modern’ courts kept files (Jordan 
2006: 577 f.; Tyagi 2010: 167 f.). The theory of the dynastic cycle argues 
that such rationalisation occurs during the more centralised periods of the 
tributary structures. It does not coincide with increased autonomy of local 
producers on the basis of expanding markets in periods of feudalisation.67
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The frugality of the bourgeoisie is underlined by Weber in order to 
explain why, for the first time in history, a ruling class did not waste surplus 
but used it productively for investment. This pattern of explanation loses 
considerably in importance if capitalism does not require an investment 
effort of the type described as previous or primary accumulation. The argu-
ment would hold only if capitalism had to be explained along the lines of a 
pre-capitalist inefficient estate holder. If any new investment reduces unit 
costs there is no need for an explanation based on an effort for additional 
saving considered as constitutive for the transition to capitalism.

The option of investing instead of spending on luxuries can be explained 
by the strategies of financially and politically weaker elements in opposi-
tion to the strategies of the lords. Climbers try to get hold of assets which 
help them to improve their relative position in relation to others. They 
strive for prestige, financial resources and power, and opt for an optimal 
mix between these varieties of assets or, in Bourdieu’s words, capital types 
(Bourdieu 1991: 94; Ouaissa 2004: 45 f.). They privilege assets which allow 
getting hold of additional assets later on. In case of success of the lower 
income strata to increase their own consumption, investment in productive 
capa cities, in our pole of popular industry, always yields incomes, as the 
consumers of mass consumption goods cannot ‘eat’ the investment goods. 
There is no such inbuilt safeguard for incomes earned on the basis of power 
and prestige. The weaker holders of financial assets will be disadvantaged 
in the struggle for incomes on the basis of power and prestige because with 
respect to these assets the concentrated access is decisive. A holder of some 
power or some prestige will always lose to more powerful and more prestig-
ious holders of power. The more powerful and prestigious ones can deprive 
the weaker holders of such categories of assets from gaining access to sur-
plus, not so different from a pop star in relation to less performing singers 
as a category of producers of prestige goods in the actual price formation for 
pop stars (Bourg 2008: 377). In both cases the winner takes all.

When there are expanding large markets which can be supplied only 
on the basis of expanding productive capacities which can emerge only 
through additional investment, an investor with state-of-the-art technology 
is sure to make money even without power and prestige. If demand exceeds 
the capacity of production of the leader of the industry, the smaller enter-
prises still can accumulate.

In capitalist market economies based on mass consumption the common 
man is relatively safe even as an investor to the difference of the powerful 
who depends on prestige and ‘delight’. Provided that the subalterns can 
increase their consumption, investment in productive equipment for mass 
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consumption goods is safe. If the subalterns succeed in reducing the sur-
plus appropriated through power and prestige by their increasing mass con-
sumption, this shift to productive investment becomes not only the safest, 
but ultimately the only means of access to surplus. In case of insufficient 
capacities of production, prices rise and entrepreneurs achieve so high yields 
that they are able to finance the costs of additional or new (newcomers) 
investment. It is probable that those who aspire to surplus but have only 
smaller amounts of resources will turn more rapidly to this type of use of 
their resources. As they will be more successful, they will be able to disem-
power less productive holders of resources who try to base their claims on 
power and prestige. As long as mass consumption increases and markets 
are maintained in competition, the strategy of investing in technology and 
equipment is superior to any other use of surplus. Obviously, the patterns 
of behaviour of those who thrive by following this strategy will be upheld by 
this group and, in parallel with their rise in the socio-economic and political 
system, gain influence.

Those who do not follow the pattern of privileging the priority of mar-
ket-oriented technical efficiency of investment but continue to follow the 
prestige of conspicuous consumption try to complement their resources 
by borrowing money. They risk becoming indebted and going bankrupt. 
Therefore, they try to deprive the holders of productive assets by initiat-
ing political regulations (= the constitutional struggles on taxation between 
the forces of the tributary modes of production and the holders of pri-
vate assets). If they do not prevail politically, they are ultimately kept from 
further access to surplus. Among those who have low resources, the non-
innovative ones are the first who will early on be eliminated as failures. If 
they happen to have inherited larger amounts of resources, they lose more 
slowly, generation after generation, being not sufficiently modern, or they 
themselves become entrepreneurs, as did large parts of the English68 and 
Prussian aristocracies (Küttler 1985: 246).

There no need for a specific cultural heritage in order to explain the shift 
to capitalism. No process of cultural change generated by cultural mecha-
nisms has to be conceived to explain the impact on behavioural patterns 
of the mechanisms triggered off by rising mass incomes and rising mass 
consumption.

The issue whether European absolutism was the highest form of feu-
dalism or, instead, a stage in the transition to capitalism69 can be resolved 
on the basis of the different patterns and conditions for access to surplus. 
Access to surplus on the basis of power is facilitated on the basis of relatively 
more power. Access to surplus on the basis of productive efficiency does 
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not require concentration of assets as shown by the permanent emergence 
of new waves of small and medium enterprises especially in connection 
with the discovery of new technologies (Mantoux 1905: 39). If the growth 
of a pole of popular industry reduces the surplus available for the hold-
ers of power and prestige, there are two possibilities: Those among them 
who hold more concentrated power succeed in further concentrating the 
power. They will then centralise the class of power holders and develop a 
more centralised tributary structure: This structure was called in Europe 
‘absolutism’. If they fail in this attempt they have to give up their predomi-
nant role to those in control of productive equipment: This was called in 
Europe ‘the bourgeois revolution’.

It has often been shown that the owners of assets which yield surplus 
through markets tried to convert their market-based surplus yielding assets 
into political power through monopoly and purchase of office70 and land71 
(especially assets acquired through long-distance trade). Especially the 
struggles between small businesses and large monopolistic trading com-
panies during the English bourgeois revolution (Brenner 1973: 55; Croft 
1975: 25 f.) show that this tendency to transform commercial profit into 
monopoly earnings was counteracted primarily by the rise of new strata of 
market-oriented entrepreneurs. They were capable of caring for new mass 
needs by developing new products and became prosperous by being suc-
cessful on the market.

Absolutism, that is, the return to more efficient forms of politically 
based patterns of surplus appropriation and the bourgeois revolution of the 
removal of politically based surplus appropriation are equally forms of deal-
ing with the incipient growth of a pole of popular industry.

The return to more efficient forms of politically based surplus appropri-
ation can also occur at the end of any other form of a temporary weakening 
of a tributary socio-economic structure. Its emergence under the specific 
circumstances in Europe during the 16th–18th centuries shows, however, 
that even an incipient form of growth of a popular role of an industry 
in periods described by Goldstone as efflorescence triggers off the vitality 
of tributary socio-economic structures. In most European countries which 
experienced Goldstone’s efflorescence the ultimate outcome was absolut-
ism, also in the benign form of enlightened absolutism which was accepted 
by many of those ideologically or culturally close to the aspirations of the 
rising bourgeoisie. This renders doubtful the claim of a specificity of the 
European culture.72

The well-documented tendencies of autonomy turning into restrictions 
against market-oriented petty producers with even city governments being 
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captured by the patricians against plebeians (Italy, Germany) show that 
political autonomy may well lead only to more oligarchy but not to more 
openness to capitalist development (Berthold 1977: 167 f., 1982: 220). The 
rise of capitalism took place in the most institutionalised form of oligarchi-
cal government,73 England. This is a demonstration that decentralisation 
and oligarchic government may just not have been more than a weak obsta-
cle to capitalist development. There has been never a demonstration of how 
the empowerment of oligarchs through suffrage for minorities could lead 
to the empowerment of labour on the labour markets. As well, it cannot be 
shown how the empowerment through elections with the suffrage only of 
minorities created empowerment of labour in its dealings with employers. 
What can be observed is that labour was able to impose the extension of 
suffrage after it was already empowered on the labour market, first in the 
United States74 then in Britain (lately; Engerman & Sokoloff 2005; Green 
1961: 6  f.). Labour used this newly acquired power to decisively restrict 
the freedom of the contracting parties in defining labour contracts to the 
benefit of the weaker part, labour (10 hours day, safety regulations: Social 
policies are largely implemented through restrictions for labour contracts; 
Marx 1867: 312).

The growth of capitalism precedes the political empowerment of labour. 
Empowerment of labour has, therefore, other origins. They lie in the 
demand for labour by the growth of a pole of popular industry. This pole 
of popular industry in turn could base its growth on large and expanding 
often rural markets, the growth of an urban market constituted by urban 
lower income strata, and also by external markets. The emergence of capi-
talism may then be tracked to the vitality of a pole of popular industry. For 
the first time in history the process of better mastery of nature, technical 
progress, could not be exclusively captured by a ruling class with its innate 
tendencies to consume better and more luxuries but had to accept growing 
rural and urban mass consumption.

The only possible explanation is the incapacity of the European ruling 
class to establish and then to centralise tributary modes of production as 
had occurred in all other societies. This failure is due to the incapacity of 
some parts of the European ruling classes to overcome their internal dif-
ficulties in centralising themselves with sufficient speed so that the pole of 
popular industry could not be suffocated in time.

Many factors, those I have already mentioned and others currently pro-
posed in literature to support the argument of a European distinctiveness, 
may have rendered the process of concentration of power in Europe more 
difficult. Their simultaneous existence may have constituted especially 
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difficult challenges for the ruling classes. The population decrease during 
the great plague created possibilities of peasant resistance75 (but did not 
help in Italy); Christianity allowed peasants to consider themselves to be 
ritually equal to the nobles, but all tributary modes of production had their 
axial periods:76 Buddhism77 but also reformed Hinduism78 claimed equality 
of all human beings before God against the areopaguses of Gods’ tributary 
ruling classes normally developed in order to fight against the egalitarian 
natural religion of the communitarian socio-economic structures.79 Islam 
and Judaism share with Christianity the view of the equality of all human 
beings before God.

Other aspects can be mentioned. Some authors maintain that there are 
special patterns of gender relations with females being more independent 
in Europe than elsewhere.80 Marriages were based less on family alliances 
so that women were freer. Although the mechanisms of mediation between 
the resulting family structures and the capacity of the subalterns to impose 
higher incomes and to direct the employment of factors of production to 
higher degrees of satisfaction of their needs are difficult to establish, I feel 
sympathy with such views. Such greater cohesion and autonomy of the 
nuclear households may explain the unruliness of the subalterns in parts 
of Europe as an essential condition for their capacity to stand up in social 
struggles (MacFarlane 1978a: 163, 1978b: 268).

The European case is said also to be characterised by the high degree of 
institutionalisation of property rights. The role of trade in Greece led to the 
commercialisation of land in the extended city precincts.81 Rome’s expan-
sion was characterised by the sharing of the conquered territories among its 
ruling class which, at least in the western part of the Empire, created large 
estates (Sarris 2006; Wickham 2005: 57 ff.). In very varied forms Medieval 
Europe inherited aspects of these property rights and married them to the 
high importance of family in less differentiated immigrating populations 
(Hintze 1962: 89). Inheritance by direct descendents became dominant 
which even limited the freedom of those who had something to bequeath 
(with limits also to the right to adopt). Such structures may have favoured 
the establishment of property rights against the discretionary powers of 
lords. The struggle for hereditary rights in feudal fiefs seems, however, not 
to have been greatly influenced by abstract principles of property rights. 
Lower lords had to fight for hereditary rights as they did in Asian tributary 
modes of production. Also in Asia the discretionary power of the central 
authority, so often highlighted in the comments on the opposition between 
the European feudalism and Asian centralisation, has only rarely been really 
exercised.82 The right of peasants to the use of land seems, however, not to 
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have been stronger under feudalism in Europe than in Asia. Not Asian, but 
European history is full of reports on the struggle of peasants to keep the 
rights of use in their lands (Buszello 1984: 48; Korn 1873: 23).

I propose, therefore, that there are no specific traits in Europe’s tributary 
structures, European social organisation, European political arrangements 
within the class of lords or European culture which cannot be found in 
other tributary modes of production or which have not been at least peri-
odically put into question also in Europe. Neither of these traits can explain 
the rise of a pole of popular industry in Europe which triggered off the 
massive use of equipment a class of entrepreneurs could own and use as an 
instrument of further access to surplus provided that this surplus was spent 
on more investment goods production.

This corresponds to the argument about the accidental character of 
capitalism even if there may have been enabling circumstances and mecha-
nisms which can be quoted as favourable to the emergence of capitalism. 
Probably, other elements which are unknown to me can be added. For 
example, the technical possibilities of using machines for increasing pro-
duction had to exist. Such possibilities were linked to an orientation of 
increased technical knowledge to mechanics as a precondition of the com-
bination of non-human energy, motion of tools and repetitive operations, 
all of which are not privileged by all forms of improved technical knowledge 
(Bekar & Lipsey 2004: 710). If there are no costly instruments for improv-
ing the efficiency of work they cannot be bought and cannot serve as the 
basis for future incomes.

But the decisive factor was the emergence of a relationship between the 
subalterns and the overarching socio-economic structure, in which the sub-
alterns were able to impose rising mass incomes. Rising mass incomes made 
investment in such machinery rewarding for the owners of machinery to 
such a large degree that a class could emerge which reproduced itself as 
the bourgeoisie on the basis of the ownership of such means of produc-
tion without political ad-hocist state protection, because the simple disposal 
over such means of production created safe income opportunities. The very 
reproduction of these means of production created empowerment of labour 
via employment, hence a powerful working class.

This has an important implication. All those factors mentioned can 
be classified as enabling. No one is causal in itself. Consequently, there 
is no explanation of the emergence of capitalism by any of these factors 
beyond the argument that capitalism needs the empowerment of labour, 
which under very specific conditions becomes possible within tributary 
modes of production. This implies that capitalism can emerge where labour 
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is empowered. In England as the special case, in tributary modes of pro-
duction with weak centralisation, but also today when export opportuni-
ties create scarcity of labour because of massive external demand (South 
Korea, Taiwan, but also China), capitalism can go with the most diverse 
inheritances. Some pre-existing factors may come into play that may render 
the transition easier because they are favouring labour. They are, however, 
not causal.

The patterns of transition are, hence, varied. The British case is char-
acterised by a combination of the extension of the internal market and 
increasing exports of simple manufactured goods (Esteban 1997: 879; 
O’Brien 1985: 774 f.). In the Northwestern part of continental Europe, the 
massive demand for labour through the railway revolution played an impor-
tant role.83 In the settler societies of North America and Oceania, the open 
frontier contributed by absorbing labour directly and by rendering labour 
scarce in the already settled areas.84 In Japan, the ruling class transformed 
feudal dues into a monetary land tax which subsequently was devalorised 
because of inflation in the wake of excessive state financing of investment 
in industries and infrastructures, and this increased the real income of the 
agriculturalists (Grabowski 1994: 443; Hayami 1972: 29).

The variety of the enabling structures implies that the adaptation of 
tributary socio-economic structures to requirements created by a dynamic 
capitalist centre may allow the transition to capitalism. Two mechanisms 
transmit such requirements. The growth of productivity in the capital-
ist centre changes comparative advantages of the leading economies and, 
hence, also comparative advantage of all others. Increasing productivity 
in the capitalist economy creates new opportunities for ruling classes of 
capitalist economies in their dealings with ruling classes of non-capitalist 
economies which lose also in relative military power. The ruling classes of 
non-capitalist economies have to face these new challenges by doing some-
thing to maintain their own power bases. One aspect of this is the necessity 
to combine such efforts with efforts to avoid general revolt in their own 
societies, hence proceed to reforms.
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3
Pre-capitalist Origins of Culture: 
The A-cultural Character of Capitalism 
and the Cultural Turn

In the creation of conditions favourable to the growth of a pole of popular 
industry the pre-eminence of the configuration of social power struc-

tures over behavioural patterns derived from culture, values and norms has 
a major meta-theoretical implication: The proposed modelling depends on 
the validity of the argument that capitalism is a-cultural. This is the old 
issue of ‘realism’, often in the form of ‘economic reductionism’, against 
‘idealism’. However, in my approach there is no simple choice between 
these patterns of explanation. The conception configured by idealism can 
only exist in the absence of dire scarcity as following values and norms 
require freedom from need. Such choices are available in those societies in 
which there is a plentiful surplus for those in control of the surplus. Here, 
culture can matter: Where there is scarcity the range of choices inevitably 
becomes narrower. Characteristic of capitalism is the phenomenon of ‘arti-
ficial’ scarcity: Those in control of surplus have the opportunity to produce 
‘artificial’ scarcity via the desire resulting from their research into efficient 
technologies and new products which create new needs among consumers. 
The realm of choices is limited to the ‘households’ and individuals who are 
free to expend their rising incomes whichever way they deem fit. Returning 
to culture, this becomes simply one aspect in the area of their consumption. 
Culture is not required for maintaining social cohesion. Individuals will 
seek identity in cultural activity.
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However, by arguing that capitalism, contrary to all other social sys-
tems is ‘a-cultural’, I do not pretend that there is no culture in capitalism. 
Indeed there is a lot. And even if large domains of culture have increas-
ingly been subsumed under ‘capitalist’ logics of money-making, in principle 
culture has become liberated under capitalism, as culture is no longer an 
indispensable element for providing social cohesion. Capitalism does not 
need a sacred king for the superior unity of the social system. Where king-
ship has survived, is but an incidental additional element for crystallising 
feelings of identity, a function which also can be performed by a national 
football team. The concentration of cultural production on the individual 
as described by the theoreticians of the post-modern world1 reflects this 
disconnection of culture from the main components of stabilisation of the 
social system.

I argue that capitalism is a-cultural because the economic system can be 
(but not necessarily is) capable of producing social actors who create the 
conditions for stability at the political and social levels within the economic 
system itself. They do so by privileging their selfish economic interests, even 
by ruthlessly pursuing these interests. This argument is not identical with 
the argument about the self-steering capacity of market economies. The 
actors may achieve the result by just acting individually on markets but may 
have, in addition, to influence the performance of markets by other means: 
in collective struggles for shaping the signals which are sent by markets to 
the participating actors.

I maintain, however, that all these ‘additional factors’ are complemen-
tary to the basic relation, rising mass incomes which create profitability 
of investment and scarcity of labour through higher employment. This 
implies that the most diverse patterns of embeddedness may go with capi-
talism:2 Anglo-Saxon capitalism, Rhenish capitalism, corporatist structures 
of the Japanese style, but also dominant party systems from single party 
systems (China) to at least apparently more open dominant party systems. 
Some of such arrangements may be more compatible with specific forms of 
growth: Rhenish capitalism is said to be less innovative in totally new techn-
ologies than Anglo-Saxon capitalism. On the one hand, such environments 
are malleable, that is, they can compensate their shortcomings by gradual 
adaptation without converging with those systems which are temporarily 
more efficient.3 On the other hand, patterns of growth and requirements 
for innovation change. These changes may render previously less adapted 
systems of embeddedness more appropriate. Totally differing systems may 
be appropriate equally to sustain catching up processes as shown by the 
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parallel overtaking of Britain by the United States and Germany at the end 
of the 19th century.

Origins of Culture in the Constraints of Communities

The origins of culture are to be found in the necessity of communication 
for cooperation. The realm of community privileges children and rela-
tives as we are sure that they react to us with understanding, fairness and 
reciprocity. When contacts increase, we will try to extend community, 
with reciprocity and understanding also to other relations. If communi-
ties become larger, the easy contact within primary communities becomes 
more difficult. Fairness and reciprocity as well as understanding are mal-
leable concepts on which we enter into dialogue with others. Transaction 
costs rise. Even in our more complicated societies we tend to react to dif-
ficulties by establishing ‘direct human contact’. When the customs officer 
catches us smuggling slightly more cigarettes than allowed, we try to win 
his understanding by presenting us in a way appropriate to trigger off his 
sympathy. Even more so, there are increasing interactions between separate 
commu nities. Communities are not societies with society-wide cleavages 
on which trans-community solidarities can be developed. Communities are 
comprehensive in their embedding of members and, hence, project on each 
other their parochial outlooks. This implies further dialogue as exemplified 
by the African palaver. The focus of anthropologists on reciprocity reflects 
the real importance of reciprocity in decentralised relations within commu-
nities.4 In their relations with other external communities, these decentral-
ised communities try to follow those rules to which they are accustomed 
from their internal relations. Reciprocity can be interpreted as the search 
for rules where neither anonymous markets with options for all players nor 
a centralised authority can establish rules of exchange (Davis 1996; Gregory 
1975: 82). Reciprocity can, therefore, be interpreted as unstable: All players 
will favour a central authority whenever they expect that they can influence 
it in their favour (Benz 2006: 456; Zambrano 1998: 483).

It is very improbable that such dialogues can lead to universally accepted 
agreements which satisfy all participants to the same degree. Participants 
have, therefore, to decide up to which point they want to commit resources 
in order to prevail on which principles. They will take into account their 
own costs of voice and exit and compare them with the costs and intentions 
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they suspect with their contenders. This will imply that they ultimately 
take into account their always uncertain perspectives of power. Therefore, 
stable hierarchies which reduce transaction costs but provide only second-
best solutions in their eyes are preferred and accepted in the form of insti-
tutionalised arrangements. Under the coverage of an acceptable degree of 
solidarity and reciprocity, hierarchies develop (Benz & Gramsch 2006: 
433; Gregory 1975: 82). These hierarchies are sanctified and integrated 
into the system of distinction and appear as legitimate in order to avoid 
further continued contest, discussion and conflict. More so, maintaining 
community with other communities implies the protection of communitar-
ian rules of interaction against other communities. This requires that these 
principles are rendered into a hierarchy as not all of them can be imposed 
by one group on the other. The institution of a hierarchy is attempted 
and defended and leads to institutions based on relative power in order 
to defend more cherished institutions. The internal interaction, as well as 
interaction between communities, trigger off a process of reducing the costs 
of transaction. The reduction of transaction costs succeeds if stable hier-
archies are mutually recognised as well as the legitimate exercise of power.

There is a basic difference between dialogue and market exchange which 
we can observe on any flea market: in exchange we do not need a common 
definition of the usefulness of the product. In dialogue, we try to find one 
and to discuss the definition of the partner. In market exchange, we buy 
elsewhere if we do not agree, in dialogue we do not. This does not imply 
that economic interests do not matter in communitarian interactions. Many 
of the rules for interactions are related to distributional issues. There is a 
complicated system of gradation for the exchange of benefits in reciprocal 
interactions within communities (how much juniors have to give to which 
seniors, how much seniors to other seniors depending on age, distinction, 
etc). But the argument implies that such economic interests have to be 
negotiated and defended within a framework of regulations established and 
justified on the basis of culturally agreed rules.

Communities appear to most Westerners as being characterised by 
solidarity and warmth. They are, therefore, admired. However, also in 
communities humans are forced to cooperate and, therefore, have to find 
mechanisms for distributing in a fair manner their efforts where exchanges 
do not concern easily comparable benefits: Forecasting the future may be 
very important for many members who are able only to make tools. The 
member who asks for a forecast can rarely address himself to suppliers 
outside the community who would be able to provide it more cheaply. 



Pre-capitalist Origins of Culture 63

So within communities there are different degrees of monopoly which in 
principle would allow some of these monopolists to increase their price up 
to the level of the ‘utility’ of their service for a customer like an excellent 
doctor with superior healing capacities can do in our societies. This con-
tradicts the claim to equality within the group and would create different 
possibilities for the group members to indulge in laziness. Communities, 
therefore, will regulate the value of such services by power. This is the origin 
of the ‘just’ price in any doctrine of moral economy.

Communities or larger groups which follow some communitarian 
principles will define what is fair within the framework of a worldview of 
valuation of behaviour and distinction justified on tradition. The whole 
literature on reciprocity tries to seize such structures and draws from 
them interpretations on the culture of such communities.5 Communities, 
therefore, cannot do without culture.

At the level of the internal structure of communities and their relations 
to other communities, culture appears as a sphere which allows coopera-
tion in those spheres where equal exchange determined by the opportunity 
cost of the service cannot be achieved by unlimited possibilities of choosing 
alternative suppliers.

The innate tendency of community to hierarchy and the incapacity of 
community to organise larger units on the basis of shared communitarian 
identities create the necessity of bringing communities together by means 
of political power on the basis of strengthening overarching and largely 
shared elements of culture. Here, communities are trying to project the 
communitarian principle of agreeing on rules to the outside by developing 
perspectives of a common culture. The projection of reciprocity in relation 
to others is an example. When communities fail to agree on such common 
principles with other communities, they can resort to purely commercial 
relations where differences in monopoly power and use values of their com-
modities determine the terms of trade or to the imposition of their ‘moral’ 
norms through naked power.

Extending the sphere of communitarian structures constitutes a safe-
guard against unforeseeable consequences of the resort to violence. The 
elites of structures based on communitarian rules which have grown into 
larger units such as tributary modes of production will favour the exten-
sion of their culture. This coincides with the interest of the dominant 
‘communities’ of such a structure in increasing the productive base from 
which they can draw surplus. Empire building and the integration of local 
cultures (local gods) into overarching trans-local and trans-regional struc-
tures are complementary.6
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Culture as an Instrument of Domination

An elite, a minority, can dominate a majority by having greater military 
means and institutions such as armies and bureaucrats. The concentra-
tion of naked power in the hands of a minority is, however, shaky, even 
if together with other arrangements such as the disarming of the mass of 
the population. In case of generalised escalation of conflict, the coherence 
of the hierarchically structured ruling minority suffers: Lower ranks and 
more peripheral leaders are always tempted to take sides with the revolting 
majority in order to establish their own minority power against the old apex 
of the power structure. Minority power consists in the minority’s capacity 
to repress a fragmented majority by defeating some elements in originally 
limited regions (Mukhia 1997: 130 f.; Thapar 1979: 191) or in the capac-
ity to isolate the more revolt-prone elements before these have been able to 
raise the whole majority in rebellion (Thapar 1979: 192; Zurndorfer 1983: 
317): This is the old principle of ‘divide et impera’. It implies that minor-
ity power is accepted at least in large parts of the empire. This requires 
legitimacy.

Non-capitalist structures require a mechanism of concentrating repres-
sive resources. This mechanism is the political system. The political system 
comprises mechanisms of ensuring the participation of lower or peripheral 
elements which can command allegiance or docility. Local communities 
can be destroyed but in this case do not supply resources. The alternative 
consists in maintaining them through the creation of bridgeheads in their 
own structures and through their own leaders. The dominating political 
system co-opts within a framework of shared culture (David 2006: 1294; 
Dodgen 1999: 815 f.). Allegiance is embedded in a cultural system. The 
cultural system legitimises the political system and the mechanisms through 
which it mobilises the resources needed to maintain itself. 7

At the economic level, political systems are based on the extraction of 
resources. There are varieties: Trade-based empires rely on the monopolistic 
control of scarce goods, the local communities cannot produce themselves. 8 
Land-based agrarian empires rely on land taxes if sufficiently monetised.9 
If not, they would tend to rely on services transferred to the hierarchical 
apex—the example of European ‘feudalism’.10 Most really existing struc-
tures are mixes of both. In order to appropriate economic surplus other 
than profit, political means are necessary. With the exception of capitalism, 
economic interests are inevitably defended on the basis of a struggle over 
political power. Trade may be propelled by the market, as shown by trading 
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cities surrounded by agriculturally rich areas. Trade can also be promoted 
by the politically powerful as shown by trading cities with rectangular 
streets which are observed in the Indus valley but also in Yoruba kingdoms 
(Mabbett 1977: 145; Ratnagar 2004: 46 f.)

In such a scenario, local culture can be respected provided that it lends 
itself to the process of integration via bridgehead building within the frame-
work of an overarching value system which legitimises the power of the 
centre. Therefore, non-capitalist empires can go with cultural diversity pro-
vided that the ‘local gods’ are not normally utilised for challenging the legit-
imacy of the centre. There is no need of a uniform collective identity, but 
only for ritual supremacy of the representatives of the centre. The notion of 
a nation, a homogeneous body politic which comprises of all members of 
the Empire, is not necessary.11

Some of these tributary structures have organised the political system by 
creating a centralised bureaucracy. Even then they have tolerated local lead-
ers, sub-kings, and most of them comprised areas of one or the other types 
even with varying degrees of autonomy of different ranks of sub-kings, 
the weakest among them being barely more autonomous than bureaucrats 
appointed by the centre.12

There is no doubt that the contents of those worldviews which create 
legitimacy can influence social structures. Ibn Khaldûn’s açabiya (1967: 55) 
of the tribesmen was a permanent challenge to the centre. The notion of the 
mandate of heaven of the son of heaven was the basis of legitimacy which 
underpinned central power in China; it could serve as the basis of revolt if 
orderliness, protection and the basis of the biological reproduction of the 
majority were no longer guaranteed.

Thus, culture, politics and economics are interwoven and this inter-
wovenness distinguishes non-capitalist from capitalist socio-economic 
structures.

The Liberation of Culture by Capitalism

In capitalism the ‘mute constraints’ (Baehr 2002; Marx 1867: 765) of eco-
nomic relations make cultural and political systems much less important 
than in any other socio-economic system, even if there are of course political 
structures and cultural systems also in capitalism. The rise of capitalism is 
linked to the capacity of the economic system to create structures of exploi-
tation and production, which force all its members to pursue primarily 
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economic goals in the economic realm. They pursue these goals within an 
economic system which because of the reckless pursuit of economic goals of 
all its members maintains its stability and marginalises culture and politics 
as subservient systems for its own logic whenever culture and politics come 
in touch with economics. At the same time, the interaction of these systems 
is limited as the appropriation of profit does not require political interven-
tion and political negotiation within worldviews based on culture.

Capitalism is, therefore, estranged from the realm of discussion which 
members of society in capitalism will still entertain in all those types of 
interaction which have nothing to do with economic exchange. There are 
obviously social and political spheres which are not under such direct influ-
ence of capitalism. International relations13 with their focus on security and 
political intervention into the market mechanism is an example of the lim-
ited social dominance of capitalism outside the economic sphere, even if 
there are markets14. Not yet capitalist societies which interact with capitalist 
systems are another case as I demonstrated in my theory of the state-class-
dominated bureaucratic development societies where I have insisted on the 
non-determination of the behaviour of state classes by economic interests.15

Capitalism is an economic organisation which allows a self-sustaining 
process of empowerment of labour on which in turn it depends. This rela-
tion is a frail equilibrium. Cultural factors then may contribute to the emer-
gence and stabilisation of capitalism by strengthening and triggering-off 
mechanisms of empowering labour but it is not culture as such and prob-
ably also not the culture which capitalism generates which stabilise this 
equilibrium. This explains the failure to develop a uniform theory of the 
enabling characteristics of culture on the transition to capitalism as shown 
by the complete change in appreciation of the Buddhist factor on East 
Asian non-development and development in the last 70 years (Chan 1996: 
44; Dirlik 1994: 51).

The Problems of the Cultural Turn

It is doubtful whether the literature which claims to promote a cultural 
turn in the last three decades takes into consideration the relation between 
culture and socio-economic systems. Instead of dealing with this link the 
cultural turn literature rejects the importance of the socio-economic bases 
of social structures, presents a revised idealism and opposes not only the 
North American version of realism in international relations theory but 
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also realism in general in the theory of human action. It privileges the mani-
festations of high culture against the probably much more decisive mass 
cultures. It underestimates those secondary quasi-incidental expressions of 
mass culture such as anxieties and psychological suppression and ultimately 
concentrates on oppositions between rationalised worldviews in elite cul-
tures which, in my view, are of minor importance for social analyses (for 
example, Huntington 1993: 45  f.). This was ultimately the consequence 
of a movement to access cultural phenomena as practised in the literature 
departments and its often close relatives which are contemporary history 
departments, both far removed from cultural sociology and anthropology. 
This was in my view an instrumentalisation of the importance of culture 
and crucially avoided socio-economic analysis with its requirement to com-
prehend political economy.

The theory of a clash of civilisations does not reflect the role of culture 
in the development of societies. It privileges a particular aspect, the instru-
mentalisation of worldviews by ruling classes in order to prevail in the class 
struggles in their societies.

The profile of culture which I describe here as pertinent for the rela-
tion between cultural phenomena and capitalism largely corresponds to a 
reduced role of culture in systems where the market allows to solve such 
problems as equal exchange (hence, the content of reciprocity) and fair 
price (the issue of moral economy). In all other domains, Asian and African 
cultures I became acquainted with in my field work were basically similar to 
the culture in which I had been brought up in Central Europe. The codes 
of communication were obviously very different, as well as the details of the 
worldviews they were based on, but the functions of these divergent codes 
were similar and the dynamics which resulted from their application turned 
out to be not too different. Where there were major differences, they were 
due not to different contents of culture but to different functions of cul-
ture. Where exchange values cannot be checked on the basis of anonymous 
markets, there are specific patterns of engaging communication. Situations 
such as the rejection of protest, discrimination against innovation, a lack 
of accuracy in communication and a lack of orientation among discourses 
about the perceived world in relation to the reality of this world—including 
the rejection of any type of systematic reference as to the appropriateness 
of one’s own perception of the world of real things—served as instruments 
for achieving a common ground and those subjects about which commu-
nication could take place. In rent-dominated socio-economic settings the 
‘perceived’ reality was the result of negotiations between the powerful. 
Truth in the rent-based societies is negotiated in order to preserve social 
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relations by means of which reality is constituted and can be changed 
(Elsenhans 1987: 83 ff.; Phlix 2009: 14).

The difference between intensively culture-dominated non-capitalist 
socio-economic structures and a-cultural capitalism is not to be found in a 
greater homogeneity of capitalist cultures in comparison to non-capitalist 
ones. In both systems, producers of cultural products create items of beauty. 
Cultural items are launched like products for conspicuous consumption. 
Competition for audiences leads to product differentiation on the market 
for cultural products. Cultural items are valued because of their uniqueness.

Cultural items or values are appreciated because they impress. Some pro-
voke positive reactions because they reflect orientations and feelings widely 
shared in the audience, others because they are provocative in relation to 
majority positions. Some reflect social and economic interests. There are, 
therefore, large variations and also cross-cultural identities. Princes in the 
15th-century Italy probably did not read Machiavelli in order to follow 
the principles he suggested and Frederic II of Prussia read him, rejected 
him and behaved very much according to his principles (Meinecke 1963: 
325 ff.). The 4th-century (bc) Kautiliya’s Arthasastra (1987: esp. 556 ff.) 
was written in a totally different social setting of an ancient and centralised 
empire and was nevertheless so close to Machiavelli. Cultural items may 
reflect society, contradict it or sustain it: Many positions followed in the 
cultural realm have survived because minorities adopted them without their 
being socially influential.

The principles of product differentiation make different perceptions of 
one’s own societies in relation to other societies and their cultures equally 
paying, so there is always a competition between those who assert uncom-
promisingly their own superiority and more universally oriented ones. 
Whether the more aggressive stances or the more conciliatory ones prevail 
in any given point of time or place depends on their instrumentalisation in 
the internal dynamics of the conflicts in the respective societies with a lot 
of mediations. Despite very strong racist exclusion and a past of slavery in 
the United States, it was not possible for the United States to achieve the 
national cohesion necessary for a world power without rejecting racism. 
The 15th-century Spanish society drew cohesion from the principle of 
racial solidarity (limpieza de sangre) against Jews and Muslims despite class 
solidarity between the Muslim, Jewish and Christian traders in the newly 
conquered cities of the Spanish South.16 Germany opted for a racial defini-
tion of nationhood against the pro-French leanings in its Western marches 
with a rejection of Western political values but was assimilationist on its 
eastern border.17 Czech nationalism succeeded in marrying pro-Western 
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political orientation and an ethnic definition of nationhood (Boldt 2004: 
18; Sugar 1969: 47). To the difference of the inclusivist definition of nation-
hood in the United States despite a racialist past, France with its universalist 
values in the official discourse consistently rejected equal citizenship for 
its (numerically not so large, especially during the Algerian war) colonial 
population (Dronne 2009: 252; Elsenhans 2010: 33). I agree, therefore, 
with Senghaas (1998: 189) that there is more conflict within civilisations 
than between them.

So also the notion of identity is absurd if it relates to collectivities: The 
multiple bases of nationhood have already been demonstrated by Renan 
(1996: 228 f.). In the realm of international relations, identity, therefore, 
cannot be more than an allegiance to a decision-making centre which in a 
world of states is territorially limited. States are privileged targets in the need 
for identity because they are beacons in the landscape for individuals who 
perceive states as a means to reduce transaction costs. In addition, states are 
identified with a set of legal rules which are parameters for the behaviour of 
all individuals who live together in a space defined by borders. The possibil-
ity of identity creation through the rejection of any specific identity is illus-
trated by a standard dictation for Indian school children where the glory of 
India is praised on the basis of the ‘incredible diversity of cultures, religions, 
languages, etc., living peacefully together in the country’.18 Compare this to 
the practice in Western Europe where immigrants have to prove allegiance 
on the basis of an arbitrarily selected canon of knowledge in history, cul-
ture and geography of a European ‘province’ in order to become eligible 
for citizenship.19 One does not find in the constructivist literature on the 
emerging European identity any suggestion to grant European citizenship 
alternatively on the basis of the knowledge about European history, culture 
or the geography.

Cultural items play important roles in creating political identity when 
the market does not provide equality within ‘national’ societies. National 
societies become national, precisely, because labour is mobile and as such it 
can participate in the whole of the labour market, which is called national, 
because any labour belonging to this nation can participate without dis-
crimination in relation to other labour of the same condition with respect 
to skills and economic characteristics. In cases where there are high levels 
of employment, all participants will interact on markets and consider the 
results as an illustration of equality in exchange. This perception follows 
from high levels of employment, and therefore, equality does not need to 
be negotiated or, that is, mediated through culture.
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Identity is an aspect of the attempt to define oneself. Collective identi-
ties in the form of cultural identities serve the most different purposes. They 
have been instruments of social emancipation (Algerians against France, 20 
Poles against Germans,21 Czechs against Austrians22), but also instruments 
of justifying dominance as in the case of the minority sects and religions 
adopted by trader communities which wanted to maintain exclusiveness of 
their trade routes. 23 Identity formation is always linked to economic inter-
ests which have to be imposed in a struggle over market imperfections, 
either in a struggle against rentiers or in the service of rentiers as all studies 
of large conversion processes demonstrate (for example, the maintenance 
of Buddhism in those areas of India where elephants could not be used for 
conquest as in the upper valleys of the Himalayas or the Ganga delta 24). 
Class is a limitational case as class is the least comprehensive type of col-
lective identity. It addresses only economic interests and reflects, therefore, 
the liberation from community to society as conceived by Marx (1843: 
388) in his argument about the disappearance of pre-capitalist fetters and 
by Tönnies’s (1935: 40–48) distinction between community and society. A 
class, therefore, reflects the fact that in capitalism the sphere for not freely 
chosen cooperation is limited to the economic realm but even here regu-
lated by mechanisms which exclude naked power. In capitalism, in the 
economic realm the rule at arm’s length has to be respected. In all other 
spheres, like the satisfaction of cultural and religious needs we may cooper-
ate with whomever we want to because the ‘blossoming of thousands of 
flowers’ does not disturb the reproduction of the whole and especially not 
the economic process. Liberation in all other spheres can become in capital-
ism an issue of individual perfection provided that labour is empowered on 
the labour market.

Hence, culture does not disappear with capitalism but the generalisa-
tion of capitalism with empowerment of labour delivers culture from the 
functions it performed together with its genuine purposes in pre-capitalist 
societies. In capitalism, culture can limit itself to these functions and satisfy 
our needs of beauty and understanding of the human condition, and finally 
of acquiring consciousness of ourselves.

The relevant problem of a cultural turn consists in the easing of this 
transition to freedom of culture by linking culture to the struggle for the 
embeddedness of capitalism in a society where labour is empowered, with-
out having to own individually the means of production. Under perfect 
competition and where labour is empowered, the rules for the use of pri-
vate property in the means of production are so restrictive that the private 
ownership of the means of production is just a veil for its real socialised 
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character. Under the appearance of private property de facto socialisation 
of the means of production is imposed by competition in perfect markets. 
Joint control of means of production, for example, the German models 
of co-determination were appropriate for improving the relation between 
capital and labour, but could not fundamentally change the growth strate-
gies of the companies under co-determination.

My impression is that, by neglecting the character of the link between 
culture and economic basis in different modes of production, the cultural 
turn in the literature risks a conception of capitalism which blocks it from 
contributing to the dissolution of pre-capitalist power-based socio-economic 
formations by weakening labour in its struggle for empowerment through a 
meaningful appropriation of capitalism. I share with others the fear that the 
rise of the non-governmental organisations (NGOs) at the global level, with 
their principled adherence to neoclassical economics25 and their neglect of 
the question of power, ultimately contributes to the disempowerment of 
labour, whether the NGOs want this or not. The NGOs provide tools for 
a new wave of imperialism.26 The parallel to the missionary societies which 
called for colonial intervention in order to suppress slavery in Africa in the 
late 19th century seems obvious, despite the good intentions in both cases.
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4
The Nature of Capitalism

World system theory debates on the date of emergence of a world 
system. Frank (1993: 38) and others interpret the appearance of 

long-distance trade as proof for their view of a nearly perennial world 
system at least since the neolithical revolution. Wallerstein (1988b: 582) 
defends his 16th century as the incubation period of the capitalist world 
system. In my conception of the importance of a pole of popular industry 
for capitalism, we are just on the way of achieving a capitalist world system, 
without perhaps succeeding in establishing capitalism at the global level.

Indeed, the regionally only limited emergence of capitalist zones was 
linked to the expansion of capitalism into not yet capitalist areas but this 
did not necessarily create capitalism. The normal outcome of capitalist pen-
etration in Africa, Asia or Latin America and even some European regions 
(East Central Europe) was underdevelopment. An only limited penetration 
of capitalism which resulted in underdevelopment triggered off reactions 
which tried to overcome underdevelopment by using rents for industrialisa-
tion. At best they created better conditions for the transition to capitalism 
but not capitalism itself.

Capitalism is expansionary but not contagious and the argument pre-
sented here rejects those theories which claim an inbuilt necessity of capital-
ism to expand in order to maintain itself by exploiting other structures or 
by using the absorptive capacity of non-capitalist markets. In these theories, 
capitalism is expected to transform non-capitalist structures into capitalist 
ones. Capitalism gets into crisis when there is no longer anything non-
capitalist which can be transformed into a capitalist structure and, hence, 
be exploited for the maintenance and reproduction of capitalist structures.
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Suppose, however, that capitalism is self-contained and in principle it 
produces the surplus necessary for its reproduction internally. Provided that 
labour is empowered, the markets for absorbing total production emerge 
inside capitalism. Nonetheless, it may be easier to cream off super profits or 
extra profits (in Marx’s terminology) resulting from production in low-cost 
areas outside the geographic area where capitalism has developed. There 
may be still very rich untapped mineral deposits in non-capitalist areas 
when rich deposits near the traditional centres of industrial production 
are already exhausted. There may be comparative advantage which allows 
for the profitable sales of products manufactured under capitalism to those 
less advanced countries which are not yet capitalist. There may be cheaper 
labour outside capitalism which can be taught to produce manufactured 
goods for the markets in capitalist countries. All this appears to result from 
the search for profit. As capitalists need profit the search for profit, such as 
by the means just outlined, appears as a necessity for capitalism.

The fact that capitalism expands into non-capitalist areas does not, how-
ever, necessarily imply that capitalism needs such areas in order to repro-
duce itself. The fact that capitalism tends to expand into non-capitalist areas 
because of its inherently superior qualities does not imply that capitalism 
transforms these non-capitalist areas into capitalist ones in order to draw 
from them contributions for its own maintenance.

Capitalist expansion can be accidental, with capitalism being attracted 
into these areas without drawing substantial benefit from this expansion 
in terms of its own reproduction. There may even be substantial transfers 
from these areas to the capitalist centre, but they would be important for 
the reproduction of capitalism only if capitalism could not replace these 
additional resources by similar resources, surplus and markets, generated 
inside capitalism. The relativisation of the importance of a periphery for 
capitalism despite the instrumentalisation of any existing periphery through 
capitalism is not a purely theoretical issue. It is of the utmost practical 
importance. In theoretical formulations where the periphery is central 
for the reproduction of capitalism liberation movements can win only if 
they are capable of smashing the capitalist centre. The chances of libera-
tion movements prevailing are much greater if capitalism can reproduce 
itself without any periphery. If capitalism can exist without reliance on the 
periphery, then capitalism will not transform the periphery into a capital-
ist economy. Liberation movements in the periphery may have their social 
bases outside the transformations that a capitalist centre may have imposed 
on them, as well as outside the capitalist ‘counter forces’ which capitalism 
is assumed to produce. The struggle of the periphery for emancipation has, 
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therefore, a very weak link with the rise of capitalism and the creation of 
socialist counter forces in the periphery.

The Pre-capitalist Character of European Expansion

The development of capitalism in some limited regions of the world trig-
gered off expansionary tendencies which were largely linked to previous 
pre-capitalist forms of expansion. They strengthened both non-capitalist 
structures as well as (at least in some places) poles of popular industry in 
contradictory manners.

The expansion of Europe has to be viewed in the perspective of then 
universally existing tendencies of expansion of tributary socio-economic 
structures. Recent research on tributary systems distinguishes between trad-
ing empires and agricultural empires (cf. Chapter 3, note 8) but confirms 
for both types the interests of the ruling classes in products of foreign origin 
to be consumed as luxuries for purposes of distinction (Liu 1988: 5, 115). 
In dealing with sub-Saharan Africa, Hufman and Coquery-Vidrovitch had 
early on insisted on the role of external trade and the control of the prestige 
goods it provided to the privileged for the transition from more egalitarian 
still largely communitarian socio-economic structures in a way of social dif-
ferentiation to early forms of tributary socio-economic structures with state 
formation.1 Such mechanisms have been shown later on also in operation 
in other regions.2

Trade is universal before capitalism. It would be difficult to explain the 
spread of Islam otherwise than on the basis of the control of the traditional 
trade routes of the ancient world and, therefore, by the search to mono-
polise ‘profits’ on long-distance routes and to protect these routes against 
outsiders. The same results would be achieved if the spread of Buddhism 
along the caravan routes from India to Central Asia and China or the sea 
routes from India across the Bay of Bengal and the South China Sea were 
more seriously investigated.3 The European expansion to Asia and America 
was initially nothing else than the attempt to circumvent the routes con-
trolled by the Muslim states of the Near and Middle East. This European 
trade expansion was organised and financed initially by the crowns. When 
it was handed over to private companies, these companies were closely asso-
ciated to the crowns which granted protection and monopoly in exchange 
for incomes accruing to the crowns and members closely associated with the 
political centres of the states which supported them.4
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There was an expansion of Europe in the 16th century, but this was 
not an outgrowth of capitalism nor had it been pushed by those regions of 
Europe which had been leading in the extension of market relations. It has 
been called capitalist later on by the protagonists of the paradigm of capi-
talism originating in external trade. They used it as a proof for their theory 
that external trade was the decisive motor for the growth of capitalism in 
Europe.5

Those who underlined the importance of the contribution of the periph-
ery to the growth of capitalism through the easing of primary accumulation 
emphasised the plunder of the riches of Latin America in the form of the 
inflow of precious metals into Europe. Where the resulting price revolution 
(which also had other causes6) was the strongest, there was no Industrial 
Revolution (Spain, Portugal).7 Those who benefited least from the incom-
ing bullion had to earn bullion by other means than monopoly. They 
increased their exports, that is, had to mobilise additional labour in order 
to produce manufactured goods for exports to countries with easier access 
to this bullion. The imports from the newly discovered overseas countries 
did neither increase the availability of investment goods nor of mass con-
sumption goods at least until the middle of the 18th century. Only then 
increasing shares of the English working class started to drink tropical bev-
erages and to wear cotton cloths.8 The food for the pole of popular industry 
in Britain was produced locally and decisively contributed to revolutionise 
English agriculture, ultimately also strengthening local labour in Britain. 
The productivity increasing innovations in English agriculture were realised 
by large farmers and also by yeomen.9 The raw materials necessary for the 
industrial revolution, coal and iron, were produced in England. The capital 
invested in mines did not come directly from the overseas trade.10

The inflow of bullion from overseas fed the attempt of the Spanish mon-
archy to once more try to establish universal monarchy. All crowns tried to 
participate in the Atlantic slave trade with its monopoly profits in order to 
earn money for their war chests, as money became the sinews of war (Cole 
1939: 3). The London city and its overseas companies stood at the side of 
the monarchical power and to such an extent that even the English East 
India Company lost at least temporarily its monopoly on the Indian trade 
when the would-be absolutist English monarch was overthrown by the 
Glorious Revolution.11 Those segments of business which were in favour of 
the (bourgeois) Glorious Revolution fought constantly against monopoly 
(Dutt 1970: 99; Williamson 1965: 309). Monopolistic trade interests, the 
overseas companies and also the planter interests in the slave-holding plan-
tation colonies tried to limit popular participation in Britain, for example, 
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by buying constituencies, the rotten boroughs which were abolished only in 
the 1832 parliamentary reform.12

There is, however, a contribution of the periphery to the growth of the 
pole of popular industry. When through this growth some of the participat-
ing economies acquired comparative advantages in simple mass consump-
tion goods, these economies were able to conquer the markets for such 
goods all over the world. Their ruling classes may have been as contemp-
tuous of their own masses as all other ruling classes and were interested 
in luxuries to be imported from other tributary modes of production for 
which, due to their comparative advantages, they paid with simple prod-
ucts. The pole of popular industry in their home economies could grow 
disproportionately.13

Such a favourable specialisation was not the objective of traditional 
long-distance trade: The most coveted routes, the control of the intra-
Asiatic trade, were characterised by self-sustained ‘isolation’. The Europeans 
tried to have nothing to supply but only to serve as intermediaries between 
different Asian societies and to send the surplus earned from this trade in 
the form of luxury products to Europe without any European compen-
sation.14 African slave exports during the 18th century were increasingly 
paid by Indian textiles supplied by the English East India Company.15 On 
the other hand such favourable specialisation did not necessarily work in 
favour of the centres of European expansion: Spain and Portugal paid their 
imports—to the extent they paid them at all—with manufactured products 
they received mostly from Northwestern Europe and, thus, contributed to 
early export-oriented industrialisation of that region.16

Such patterns of specialisation did not work only in the relations 
between Europe and the rest of the world but also within Europe. In Britain 
and also in Germany or Switzerland, the poorer regions with higher shares 
of marginal populations had to specialise in manufacturing (Kisch 1959: 
543; Müller 1938). Proto-industry emerged in poor regions: for example, 
in the hilly areas of the Bern and Zurich cantons of Switzerland and also 
in the Jura or the Black Forest with their clock industries or in the Sudeten 
Mountains in Silesia with their weavers. The German hill areas with their 
small-scale manufacturing or the location of English rural industries in the 
midlands and the North show the regionally concentrated development of 
early manufacturing in poorer areas for export to agriculturally richer areas. 
Here peasants had managed to limit their exploitation so that they could 
become markets for these products (Thirsk 1978: esp. 62 ff.).

The access of the European ruling classes to the luxuries of the rest of the 
world on the basis of payment using European mass consumption goods 
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created an additional demand for these small manufacturing sectors. These 
manufacturers did not care for the luxury orientation of their own ruling 
classes, but these ruling classes unintentionally promoted them because 
they had nothing else with which they could pay for their luxuries other 
than the products of these small producers. Europe’s low level of sophisti-
cation in luxury production (which is admitted by those who claim Asia’s 
superiority) implied that the European ruling classes had either to conquer 
foreign lands or to increase their local production of industrial mass con-
sumption goods.

This necessity was incompletely understood even by the protagonists of 
European trade expansion: When England sent a choice of its excellence 
in manufacturing to China at the end of the 18th century, luxuries were 
selected because machine-produced simple products were deemed as not to 
be attractive for the Chinese court (Berg 2006: 271–276).

The Pole of Popular Industry and Free Trade

Unequal specialisation between Europe and Asia resulted in differences in 
interest concerning trade regimes. There is no way to increase earnings from 
sales of mass consumption goods through monopoly because in case of high 
prices local handicrafts remained cost competitive as they continued to be 
until the late 19th century in the more remote areas of China, India and 
Latin America (until the railway revolution).17 In order to be competitive, 
such exports had to be cheap and higher earnings had to come from larger 
quantities sold. Traditional long-distance trade in luxuries, benefits on 
the contrary from quantity restrictions. Price elasticity of demand rapidly 
declines when quantities sold increase because the products lose their distin-
guishing character. Britain relatively early on, therefore, favoured competi-
tion and, hence, quantity over quality. Learning to produce more cheaply 
simple products goes with developing more sophisticated machinery. More 
sophisticated machinery makes new products thinkable. The lineage from 
the bicycle and the sewing machine to the car has been mentioned (p. 16). 
The chemical industry owes its origin to the attempt to get cheaper dye-
stuffs for mass-produced textiles (Headrick 1996; Streb et al. 2007). The 
electrical industry acquired a large market by equipping cities with lighting 
and transport for masses and machines which produced mass consumption 
goods (DuBoff 1966: 431; Newfarmer 1978: 23 ff.). The absence of tram-
ways in many Third World cities because of the preference of the richer 
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strata for individual transport removes collective consumption of transport 
as a market for electrical industry.

The pole of a popular industry produces as a by-product the emergence 
of new products, some of which are initially luxuries (car, aircraft) but the 
consumption of which is democratised,18 some of which are initially rejected 
by the better off (most of the household equipments, such as the vacuum 
cleaner, as the better off had maids; Heßler 2001: 209; Pierenkemper 
1988: 201).

From Luxuries to Raw Materials

By producing new products to capture the demand of the higher income 
brackets, the pole of popular industry renders obsolete many of the luxuries 
in which the more sophisticated tributary socio-economic structures were 
specialised. They could no longer sell these older luxuries and were crowded 
out from the export markets. By imposing a distribution of incomes favour-
able to the lower and middle classes, the growth of the pole of popular 
industry triggered off cheaper substitutes for the luxuries of the more 
sophisticated tributary socio-economic structures, as shown by import sub-
stitution of high-quality textiles, china and silverware in England since the 
18th century (Berg 2004: 87). This continued until the demise of the dis-
tinguishing role of old luxuries in the regions of recent European settlement 
where the import of Asian luxuries seems never to have been as important 
as in Europe.

As well, the new products the pole of popular industry made available 
were increasingly consumed by the privileged in the more sophisticated 
tributary socio-economic structures because they satisfied completely new 
needs. The increasing access of lower income households to car ownership 
or air travelling are good examples.

The original comparative advantage of the more sophisticated tribu-
tary socio-economic structures was no longer sufficient to provide enough 
export earnings for paying the increasing imports of new modern luxuries 
and mass consumption goods. Other items with comparative advantage 
had to be found.

Capitalist economies were characterised by the coexistence of industrial 
poles with growing productivity in manufacturing on the basis of techni-
cal progress in machine production with disembodied technical progress 
(higher increases in productivity than increases in the machine costs). 
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They interacted with a stagnant rest-of-the-world economy where such pro-
gress did not take place. Comparative advantage of this rest of the world 
had to shift to products where the element of nature, the so-called natural 
conditions of production, was important. The higher the share of nature in 
total value creation, the less is the share of those productive operations in 
which innovation in the advanced economies has occurred.

Although technical progress in Europe may have been especially high 
in raw material production (and transferable to non-developed countries), 
there were two supplementary factors for a systematic comparative advan-
tage in the non-developed regions of the world. In the industrially advanced 
regions of the world, natural resources were exhausted and consumption 
became diversified.

The Industrial Revolution started on the basis of the rich mining depo-
sits in Europe, especially in Britain. With the progression of industrial 
production, the richest deposits near the centres of industrial production 
progressively were depleted. More distant, deeper or poorer ore deposits 
had to be developed in order to maintain a continuous flow of mineral 
resources. With the transport revolution of the 19th century, it became 
interesting to exploit the rich deposits of non-ferrous metals outside Europe 
where transport costs mattered less to the difference of coal and iron which 
are more bulky. 19

As well, since the beginning of the 20th century, oil, first discovered in 
North America, was searched for worldwide, first on the grounds of being 
less bulky than coal (this increased the radius of oil-fired battleships),20 then 
as the only fuel for the combustion engine. Oil became the basis of modern 
navies and then of mechanised armies and air forces.21

Many countries without industry acquired comparative cost advantages 
in mineral production with copper and tin as the starters (Chile, Peru, 
Zambia, Zaire, Malaysia, Nigeria). In the new raw material economies, 
those deposits near the coasts were developed with priority. In the leading 
industrial countries, mineral deposits are dotted all over their territories. 
In the non-industrial countries, mining is concentrated in regions near the 
coasts.

Rising mass incomes in Europe and North America implied also an 
increase in the demand for non-mineral raw materials. Output for basic 
foodstuffs did not expand initially with rising mass incomes. This led to 
increasing costs of production with improving terms of trade for agricul-
ture. In Britain the share of industry in the total production had risen so fast 
during the first half of the 19th century that the home production of grain 
was sacrificed (repeal of the Corn Laws 1846; Kindleberger 1975b: 24; 
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Lusztig 1995: 399). In Britain this favoured on balance employment 
because of an increase in real consumption in the wake of cheaper food 
for the working class (Sau 1979: A45). Rapidly rising exports allowed to 
absorb additional labour shed in agriculture. Bairoch (1972b: 228–234) has 
shown that ultimately the only weak agitation of the continental European 
working classes for the liberalisation of food imports can be explained by 
the much larger importance of agriculture as a market for industry and as an 
employment creating sector. In continental Europe, agriculture also indi-
rectly protected the labour markets of industrial labour. In some sectors the 
deficits of European consumption of agricultural raw materials were espe-
cially pronounced: fibres and fats (for soap: Lever’s West African offensive 
for coconut fat production).22

With rising mass incomes the demand for amenities increased: tea, 
coffee and cocoa,23 with tea becoming a mass consumption good already in 
18th century Britain (Devèze 1970: 537; Gilboy 1932: 632).

The increasing demand for tropical goods laid open the existence of 
marginality also in non-European societies. In order to maximise the mar-
ketable surplus, those with property rights of the European capitalist type, 
whether locals or foreigners, shed marginal labour and created a labour 
surplus.24

Visibility of Surplus Labour

A structural labour surplus without the possibility of its absorption through 
demand-driven industrialisation triggered off further demographic growth 
in the non-industrial world. Households wanted to have a satisfactory 
number of children probably also because this was their only instrument 
for economic safety in their old age in pre-capitalist societies. This implied 
demographic growth in case of sufficient resources and medical care which 
limited the precocious loss of human lives.

As long as there are no major crises, pre-capitalist societies grow demo-
graphically as long as famines are not frequent enough to counteract.25 
Because of the already mentioned mechanisms of redistribution in pre-
capitalist societies (p. 21), the level of population in relation to agricultural 
resources seems invariably to lie beyond the level where additional labour in 
food production produces still at least as much as it consumes. Less produc-
tive additional labour can be sustained if there is agricultural surplus. The 
total product is increased by egalitarian structures. Redistribution allows 
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the employment of marginal labour whose product is lower than its needs 
but still positive. Surplus labour does not starve and is higher in the form 
of the so-called ‘hidden unemployment’. Surplus labour is released when 
principles of the maximisation of the surplus are introduced. Both types of 
pre-capitalist socio-economic structures—those rather egalitarian structures 
of communitarian type and the rather inegalitarian structure of a tributary 
type—will face the problem of intensified labour surplus.

In a relatively egalitarian structure, the share of those with a marginal 
product lower than the needs of subsistence is high. The dissolution of 
communitarian bonds is slow but inevitable if newly emerging small farm-
ers opt for market rationality.26 An owner-operated agriculture of small and 
medium farmers emerges and at least medium-scale farmers opt for pro-
duction increasing technical progress, reduce their unit costs, may under-
sell small land-deficient farmers on markets and keep them from having 
access to modern inputs because of their low earnings.27 Ultimately, the 
middle farmers become capable of buying out the smaller ones because of 
the latter’s incapacity to improve production methods. Agriculture tends 
to lose labour if there is no empowerment of shed labour which increases 
the demand for food. This is probably the most visible difference between 
home-grown capitalism as desarrollo adentro (development based on the 
internal market) and capitalist penetration as desarrollo afuera (development 
based on exports) (Furtado 1965: 167). In Europe initially the demand 
for labour in agriculture increased, although at a slower rate than popu-
lation increased.28 In the ‘underdeveloped’ economies labour declined in 
agriculture under the impact of capitalist penetration. It seems that this 
process is actually accelerating in the areas where communitarian structures 
prevailed but are now dissolved under cultural modernisation, especially in 
sub-Saharan Africa.29

When tributary socio-economic structures are opened to the world 
economy on a massive scale with comparative advantages in agricultural 
products, landlords shed labour which produces less than it consumes in 
addition. Share cropping arrangements and labour inputs are ‘rationalised’ 
and ‘adapted’30 to the new possibilities of increasing production with indus-
trial inputs (where chemicals—fertilisers—are less dangerous for employ-
ment than mechanisation).31 Both processes are reflected by the ‘premature’ 
increases in urbanisation, first in Latin America and Asia (since the mid 
20th century) and nowadays in sub-Saharan Africa.

With comparative advantages in agriculture and relatively good 
prices for agricultural products, the industrial sector also declined (de-
industrialisation) especially in places which were well-connected to the 
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increasingly expansionary production system of the capitalist centre. In most 
cases, these are also the places in strategically central positions of the local 
transport systems. Local industrial production was undersold, pushed back 
into the hinterlands or consigned to some sectors where imports remained 
still costly.32 The argument is not that there was general de-industrialisation 
as maintained by the critics of colonialism and neo-colonialism33 but that 
because of the tendencies of shedding labour in primary production and 
world market competition for industry, the employment effect of restruc-
turing became negative so that labour remained disempowered, and this in 
the more inegalitarian and the more egalitarian structures alike.

Under colonial rule measures in favour of labour concerned especially 
health (since the late 19th century) and contributed via demographic 
growth to further disempowerment of labour on the labour market.34

Most sectors which grew through trade did not develop new equip-
ment using technologies because of the continuing low cost of labour or 
the availability of imported inputs and equipment from abroad because 
of comparative advantage. However, the implied dependence from abroad 
was also forced upon the underdeveloped economies by Western enterprises 
through their monopolistic practices (Körner 1963: 473).

New Possibilities of Rent Appropriation in Capitalism

Integration into the world economy on the basis of agricultural raw mate-
rial exports implied the extension of market relations which increased the 
visibility of already existing marginality of labour. Improvements in the 
security from internal wars which colonial powers imposed after initial 
often terrible wars of conquest (which often led to demographic decline: 
Algeria; Elsenhans 2000b: 147; Meynier 2000: 20 f.) increased the already 
existing surplus of labour (Campbell 1991: 419; Chandavarkar 2007: 449). 
Mining did not create much employment. The integration into the capital-
ist world economy, therefore, implied the non-transfer of an essential con-
dition for the transition to capitalism through a pole of popular industry, 
the emergence of scarcity of labour. Where labour was locally scarce, it was 
subject to repressive practices (mine workers in South Africa).

From the demand side there were few incentives to transform available 
surplus into investment and, hence, profit. There was an unprecedented 
degree of globalisation under the colonial system which took over most 
of the non-yet occupied areas of Africa and Asia, and despite the opening 
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up of Latin America to British influence called ‘informal colonialism’ even 
before.35 Capitalism did not impose the conditions of its reproduction on 
not yet capitalised areas, but only tried to draw as much rent as possible, 
often by using non-market forms of exploitation (forced labour, Ahuja 
1999: 176 f.; Nickel 1976; monopoly, Kaplow 1978: 330; Lehmann 1965: 
299). It can be said that capitalism even preserved pre-capitalist power 
structures (Schiel 1992: 78).

From the supply side the tendency to block the emergence of profit 
received additional impetus. In case of agriculture being based on owner-
operated farms as in the case of the second wave of European colonial-
ism in the late 19th century,36 the limited flexibility of small-scale farmers 
implied that such farmers reacted to deteriorating demand conditions on 
the world market. Good prices in the industrial centres due to rapid growth 
in demand in the wake of rising mass incomes triggered off a worldwide 
increase in tropical agricultural production from the late 19th century 
(Chayanov 1966: 235; Mathur & Ezekiel 1961: 399). Overproduction 
became visible after the First World War. Agricultural producers had to 
accept falling prices from the mid-1920s. Hence, this experience pre-dated 
the Great Depression . 37 Financial surpluses were low, leaving little room for 
expanding consumption or engaging resources in productivity increasing 
investment which could have become a market for local investment goods 
production. Where agricultural export production was organised by land-
owners, these landowners tried to adjust to lower prices by cutting the cost 
of labour as there was always a surplus of labour available, without commit-
ting funds to increasing labour productivity through investment. Surpluses 
they earned were not invested in economic diversification as long as there 
were no expanding local markets, especially local mass market for the prod-
ucts where these economies may still have had comparative cost advantages 
or at least very low disadvantages. Surpluses were used for luxury imports or 
exported as financial assets to the financial centres in the developed world.38

Mineral exports implied the possibility of earning differential rents, 
incomes which did not only cover the costs of labour and inputs as well as 
average profit rates for capital employed, but additional incomes, because 
prices were high. These rents were based on the fact that mineral exports 
from the South competed with mineral production in production sites 
with less favourable natural conditions of production, less rich deposits, 
greater difficulties of extraction, lower mineral contents, etc. The takeover 
of mining deposits started in the last third of the 19th century.39 Never 
the South could, however, eliminate mineral production in the North. So, 
rents were based on the fact that the South had no monopoly in the supply 
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of such minerals, but only had better natural conditions of production. 
Until the 1940s, the share of the South in world mineral production was 
high only in copper and tin.40 It increased in crude oil production with 
a high and for security reasons still protected oil production in the US 
and a high share of an increasingly expensive coal production in Europe. 
American oil and European coal kept energy prices high.41 Low production 
cost producers could earn differential rents on markets where prices had still 
to keep high cost production producers economically viable. These differ-
ential rents had been the basis for concentration processes in favour of mul-
tinational raw material enterprises against less internationalised national 
producers in the developed world, for example, the so-called independents 
in the American petroleum industry (Sampson 1975; Shaffer 1968: 13). 
Since the 1930s for political reasons Western companies which owned the 
raw material concessions in the South accepted increasing participation of 
the elites in the South in these rents through royalties and taxes (Hamilton 
1975: 100; Koppes 1982: 72). With political decolonisation this share 
increased (1946, 50/50 agreement in Venezuela; Gardner 1964: 209; sub-
sequently extended to the American sphere of influence in the Middle East, 
Stocking 1970: 145). The struggle over this share constituted the main 
issue leading to the foundation of Organization of the Petroleum Exporting 
Countries (OPEC) in 1960.42

Rents could be appropriated, however, also in the export of those prod-
ucts where the South had a de facto monopoly. The South specialised in 
agricultural and mineral raw materials which had low prices and faced an 
income-inelastic demand, similar to the old luxuries of the sophisticated 
tributary modes of production. Exporters could agree on quotas or export 
taxes and earn higher incomes despite the (slightly) smaller quantities sold. 
Already the colonial powers had established marketing boards in the late 
1930s (Akude 2006: 36 f.; Joseph 1983: 22) in order to get resources for 
their late colonial reform strategies that they deemed necessary in order stop 
the anti-colonialist movements (1929 Colonial Development and Welfare 
Act). 43 Hence, also in those products were the South did not compete with 
high-cost producers from the North on the basis of its lower production 
costs, strategies of state intervention into the market in order to appropriate 
(consumer) rents were followed.

Specialisation of the non-developed world on products with low price 
and income elasticity is the consequence of uneven development at the 
world scale. With rising mass incomes in the industrially developing coun-
tries, the relative share of food and, hence, of those products which are used 
for food production decreases. This applies to such items as sugar, coffee, 
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cocoa, tea and fats which constituted about three quarters of the exports 
of the South since the late 19th century until around 1960. 44 As well, with 
rising mass incomes the share of textiles, another important export item of 
the South (especially cotton) in consumption, decreases. In addition, the 
share of fibres in the value of textiles decreased as fashion became more 
important and natural fibres were replaced by synthetics since the 1940s.45 
The share of minerals in total production decreases as one of the achieve-
ments of capitalist development consists in economising raw materials by 
making their use more efficient (Mommsen 1962: 765; Qu 1992), includ-
ing energy efficiency.46 Under capitalism, the specific consumption of raw 
materials, that is, the consumption of raw materials in relation to produc-
tion decreases. 47 There would be no environmentally sustainable growth if 
raw materials consumption rose in parallel with the total production.

With the thriving of the pole of popular industry in the capitalist 
world new products were discovered. These new products had their more 
dynamic markets in the mass consumption-based capitalist economies but 
enjoyed also increasing demand from the richer strata in the lagging behind 
economies. Innovators from the advanced capitalist economies could cap-
ture these markets. The small amount of dynamism introduced through 
world market integration into the South, that is, expanding demand origi-
nating from the rent-fed privileged strata, contributed to the growth of the 
pole of popular industry in the North. It is normally the banalisation of 
these products which greatly contributes to the transferability of the pro-
duction technology into technically less advanced economies. The lagging 
behind economies may enjoy later on comparative cost advantages in the 
production of mature products as described in the theory of the product 
cycle (Galtung 1980: 189; Vernon 1966: 203), although it can be shown 
that this is not a stable mechanism. It worked over long periods but to 
different degrees in the case of different underdeveloped economies. Even 
if the South acquired comparative cost advantages in industrial products, 
these were once more normally products which enjoyed no longer dynamic 
demand expansion and for whom the demand on the world market was 
characterised by low price and low income elasticity. 48

Because integration into the world economy makes the already existing 
surplus labour in the South visible and transforms it into an additional offer 
of labour, there is no mechanism in the South which renders labour scarce. 
An increasing mass of shed off labour in unstable working conditions keeps 
labour from being empowered. Final demand is, therefore, not dominated 
by expanding mass markets. As the pattern of specialisation implies special-
isation on price and income inelastic products, integration into the world 
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economy does not lead to massive additional increases in the demand for 
labour. The weak position of labour on the labour market is but mildly 
corrected.

Because there is no dynamic employment creation, a dynamic indus-
try for the supply of new products for an increasing mass consumption 
does not emerge. Because rents from raw material exports are available, the 
import of new products is not blocked by scarcity of foreign exchange. The 
structural weakness of the rent receiving economies does not translate into 
pressures on their foreign-exchange markets which would lead to devalua-
tion and higher competitiveness of local suppliers.

The described phenomena are the basic characteristics of underdevelop-
ment: the existence of surplus labour (Fei & Ranis 1964: 13; Lewis 1954: 
171), the disappearance of large parts of what had existed as industrial 
production, generalised poverty, the West became aware of in the 1930s 
(cf. Chapter 4, note 43). From the tendencies to immiserisation only those 
groups were protected which were allies of an external power, or neces-
sary for maintaining political stability locally (bridgeheads) or had access 
to differential rents because they were owners of specific assets. As also the 
appropriation of differential rents depends on the access to those markets 
where the higher prices for raw materials were paid (you cannot eat oil), 
practically all the better off depended on an external power. This explains 
the later association between underdevelopment and dependency in the cri-
tique of capitalist exploitation in the post-1945 theories of imperialism and 
the dependencia theory.

Dependency appeared to the anti-imperialist movements as linked to 
capitalist exploitation often in association with colonialism. It was thought 
to have even been created by the pattern of penetration of capitalism in non-
yet-capitalist societies. But this link is not the result of capitalism having 
been effectively transferred to the underdeveloped world. Quite to the 
contrary, the link between dependency and underdevelopment reflects the 
fact that capitalism has not been transferred (Baran 1952: 67). Exploitation 
was possible without mobilisation of labour to levels where labour became 
scarce. ‘Superexploitation’, that is, productivity increases without wage 
increases was possible because capitalism had not been transferred.49

Classical theories of imperialism before 1914, therefore, had privileged 
quite the opposite perspective of imperialism as a pioneer of capitalism 
(Lenin 1899: 42  f.; Warren 1980), as they assumed that labour also in 
underdeveloped countries was per se surplus producing. If, however, only 
limited sectors of the economies in the underdeveloped world became com-
petitive on the world market, only a small percentage of peripheral labour 
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became surplus producing through its integration into the capitalist world 
economy. Export sectors could serve the transfer of capitalism only to a lim-
ited degree, the so-called bridgeheads or enclaves. The transfer of capitalism 
could occur only if this external impact led to the rise of a local demand for 
products which locally could be produced by means of an appreciable share 
of locally produced equipment. As long as the employment impact of the 
external sector was too weak to achieve this, it could not create a local mass 
market. At best it created a labour aristocracy50 which may have been politi-
cally progressive but not a basis for a domestic industrialisation process. If 
local mass demand was weak, the existing local demand was highly skewed 
in favour of higher incomes.51 This led to imports or relatively inefficient 
and non-dynamic local production based on imported investment goods 
so that demand for locally produced equipment was nearly non-existent 
(Lustig 1982: 368; Singer 1976: 983).

Local bridgeheads of privileged strata and tiny labour aristocracies were 
both created through integration into the capitalist world economy. For 
some time, they were open allies of the external powers. Since the 1930s, 
they were no longer capable of maintaining their hold over the dependent 
economies even with the help of external powers. The general tendency 
towards the immiserisation of the masses in the wake of the extension of 
surplus labour led to political protests, the control of which these bridge-
heads could no longer capture through rent-based clientelistic networks. 
Often the existence of these bridgeheads themselves was threatened. 
The world economic depression of the 1930s with the massive decline in 
raw material prices decisively weakened the old patron client networks of 
these local bridgeheads and led to the weakening of rents available to fuel 
these networks.

The Crisis of the Colonial and Semi-colonial Economies

Whenever capitalist enterprises expand into non-capitalist ones, they try to 
cut costs, and the prime motive for an entrepreneurial decision is the desire 
to have access to products at the lowest possible price. This had an impact 
on the strategies of the colonial powers.

The raison d’être of tributary modes of production consists in extracting 
surplus for the benefit of maintaining a ruling class in glory and luxury. 
Such a ruling class could only be respected by the colonial powers to the 
extent that it reduced the costs of creating a political, economic and social 
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environment, including the physical aspects of production, in order to 
reduce the cost of access to products. Colonial powers have nearly always 
considered that local allies were cheaper than an imported bureaucratic 
structure of their own. Where local allies were not available (especially in 
the case of self-sufficient communitarian socio-economic structures), the 
colonial powers eliminated the unruly local populations they were unable 
to control in order to have access to their natural resources.52 They removed 
such populations to reservations and even imported more docile labour. 
This had been the case of the Atlantic slavery of the 16th–18th centuries 
or of the 19th century migration of Asian labour as coolies to Oceania, the 
Caribbean or South Africa.53 Where they succeeded to strike a deal with 
local allies, the political structure was called indirect rule (Crowder 1964: 
199; Fasseur & Koeff 1996: 38) which indeed comprised very different 
forms: the indirect administration with traditional local chiefs as agents of 
the colonial administration (in the French case in sub-Saharan Africa),54 
delegation of authority to local chiefs who applied customary law (instru-
mentalised often to their own needs and interests, Lentz 2000: 598; Ubah 
1987: 137), nomination of subservient elements as chiefs by fiat of the colo-
nial authorities55, maintaining local pre-existing state structures under the 
supervision of colonial residents, protectorates (which to the difference of 
princely states could still claim to be a subject of international law like the 
trucial states in the Arab Gulf, or Morocco and Tunisia) with more visible 
formal independence when there were rivalries between external powers 
as in China after 190056 or the status of an Empire with the international 
administration of its finances (such as the Ottoman Empire since 188157).

One can argue legitimately that this still important formal independ-
ence of all non-formally colonial countries of the South at the end of the 
19th century was in reality highly limited, if it could not rely on legitimacy 
based on local body politics and international rivalry between major power-
ful nations (Brailey 1999: 514; Brown 1978: 211). The autonomy which, 
however, was provided through rivalry decisively increased since the rise of 
the Soviet Union as a great power, at first in the proximate vicinity of such 
states since 1918 (Iran, Afghanistan) and then worldwide since 1945.

Capitalist powers did not respect the appropriation of rent for just the 
glory of the rent-based ruling classes in countries under their control. Since 
the 18th century they reduced the consumption of the courts in India or 
Indonesia (Gilbert 1977; Remmelinck 1988: 121), in order to increase 
their own share in the available surplus. This did not exclude that they 
justified these policies with the necessity of improving the lot of the poor. 
The decline of the spending of the courts led to a decline of the old luxury 
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goods industries and, hence, disturbances in the old social structures (Dutt 
1992; Gadgil 1971: 39). This plays a role in the increasing but still sporadic 
emergence of resistance movements beyond the attempts of the old ruling 
classes to defend their taxing rights. However, resistance was early on trig-
gered off also by large social reform movements such as the Taiping in 
China 1840–1857.58 The Sepoy movement of the Indian military service-
men in the colonial army in Northern India 1853–1857 shares some of 
these characteristics.59

The Rise of Anti-colonialist Liberation Movements

Although the integration of the non-capitalist economies did not create 
full employment and capitalist development, it created new social groups 
which we may consider in the perspective of their possible contribution for 
creating enabling conditions for capitalist development. Early on the chal-
lenges of penetrating capitalist structures and powers led part of the elites, 
among them especially lower rank members of the service structures of the 
ruling classes, to the conviction that the preservation of their own interests 
and the interests of the socio-economic systems they felt to be members 
of depended on more or less radical reforms. These elites evolved between 
two poles: revolution or innovative restoration.60 They wanted to use state 
power of a re-established and reinforced more centralised state in order to 
correct or abolish the market with the aim of getting hold of their own 
modernities. Some defined them as revolutionising renewal of their socie-
ties, others viewed themselves as following the old attempts to correct the 
exploitative practices of decaying old dynasties according to the practices in 
the processes usually to be observed within the framework of the dynastic 
cycles (cf. Chapter 4, note 68). These lower ranks of the old tributary modes 
of production had for long been oriented to the state as the locus of power 
and reform. This resistance was based on strata close to the old ruling classes 
which could rarely conceive of the transformation of their societies through 
the market. Some imported Western legislation (Horowitz 2004: 459) in 
order to make their entrepreneurs, but in priority their bureaucracies61 and 
their armies,62 more efficient. I do not know of any case where mass demand 
was taken into consideration as an instrument of economic dynamisation.

After the ‘primary resistance’ under the leadership of the old dynasties 
had been crushed by superior Western artillery, naval power and machine 
guns, new groups emerged.63 The colonial rulers and also local traditional 
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classes needed support in order to maintain political order and to ben-
efit from the integration of the respective economies into the capitalist 
world system. These were the educated the French called ‘évolués’ and the 
Portuguese ‘asimilados’ in the bureaucracies, but especially also amongst the 
teachers,64 army officers and non-commissioned officers65 with the leaders 
(also the lower rank leaders) of the emerging trade union movement in the 
modern economy which developed especially in the export sectors and in 
infrastructures related to them (railway workers).66

New strata saw themselves in line with the bourgeoisie as progressive 
promoters of enlightenment and rationalism (Hawthorn 1989: 21  f.). 
The values of the Western bourgeois revolution were never more enthu-
siastically adopted by intellectual elites outside Western civilisation than 
between the late 19th century and the demise of the Third World devel-
opment states in the 1980s. A unique apex could be observed in the years 
immediately following the defeat of fascism in the Second World War. At 
that time only a minority group within the developing world expected sal-
vation from a return to an old idealised past of their societies.67 Its members 
wanted to achieve this return by purifying their cultures and religions from 
obnoxious elements acquired because of the particularistic interests any 
fragmented ruling class of a tributary socio-economic structure acquires. 
They were critical of the permanent threat of moral decay of such classes, 
described brilliantly in the Chinese theory of the dynastic cycle 68 or in the 
work of Ibn Khaldûn (1967: 597–602).

This ‘new middle class’69 was addressed in quite a similar approach by 
the Komintern (Kunze 1979: 663; Mährdel 1967: 1413) since Lenin’s pre-
scription of creating large class alliances (without a predominant role of the 
still numerically weak proletariat; Imam 1969: 279–292; Lowe 1963: 146). 
These new middle classes were vexed by Western racism which increased in 
the colonies since the 1890s as an offshoot of the use of racism as an ideol-
ogy to combat the socialist leanings of labour in the capitalist world.70 The 
new middle class was further activated because it was most hit by the world 
economic crisis of the 1930s.71 The crisis not only reduced the financial 
resources of the politically independent but also that of the dependent state 
structures (the colonial administrations) in the South from which these 
middle classes drew most of their financial means.

These new middle classes explained ‘backwardness’ with the most easily 
visible mechanisms which kept their economies from diversification: the 
drain of resources (in India already in the 19th century),72 the illegitimate 
enrichment of powerful foreign enterprises through monopoly profits from 
raw material exports which were not reinvested,73 the penetration of their 
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markets for industrial products by foreign suppliers,74 the bones of the 
weavers bleaching the fields of Bengal.75 They identified the old ‘feudal’ 
aristocracies as the essential supporters of the external influences (Marx 
1867: 455). The new middle classes rejected Western domination, admired 
the West and asked for independence in order to achieve equality with 
the West in the name of the ideals of the Western bourgeois and socialist 
revolutions.76

The prestige of the West was not really diminished when Japan as 
the first Asian country was able to defeat a European power in the tech-
nically most advanced domain of military technology, the naval battle of 
Tshushima in 1905.77 This battle demonstrated not only that you had to 
learn from Europe but also that by learning from Europe you could catch 
up. But the First World War, when Europe engaged in mutual slaughter-
ing, destroyed the European aura of an also morally superior civilisation 
(Adas 2004: 49). More so, the October Revolution in Russia demonstrated 
the possibility of a development which no longer relied on profit-making 
private enterprises but claimed to put technical progress at the service of the 
general good also of the deprived masses.78

The new middle classes together with the workers in the modern sector 
as well as cash-crop-producing agriculturalists who had engaged in mod-
ernisation were severely hit by the slowdown in the expansion of raw mate-
rial production subsequent to the First World War. This slowdown turned 
into massive decline of the raw materials sector during the world economic 
depression of the 1930s. Raw material earnings were halved in real terms, 
with exported quantities remaining at nearly the same levels. The South was 
hit by deteriorating terms of trade which it could not compensate by a shift 
from imports of manufactures to their local production. Despite a fall of 
world prices for industrial products by one third, very few of the industrial 
capacities of the South were able to grow by substituting their production 
to hitherto imported goods. 79

Because underdevelopment was explained by external causation, the 
leaders of the new middle classes demanded the overcoming of external 
dependency: stopping the outflow of resources through taxes for the colo-
nial powers,80 taxing of monopoly profits in raw material exports of foreign 
companies, protection against unnecessary imports in order to increase the 
local production also through state support from new financial resources to 
be acquired by removing colonial and capitalist dependency.

In the 1930s, major parts of the hegemonic capitalist economics criticised 
the hitherto unquestioned idea of self-regulating markets and became open 
for state intervention into the economy, often adopting ideas expressed by 
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Keynes. The Soviet Union demonstrated that state-led growth was nearly 
unaffected by economic crisis in the West, despite its cooperation with the 
West in order to benefit from its technical advance.

Although the subsistence peasantry was relatively unaffected by the crisis 
(Brown 1986: 1022; Chaudhuri 1975: 117  ff.), the new middle classes 
were able to capture also the support of the peasantries. The new middle 
classes had, however, split into two political orientations on the issue of 
how to deal with those who previously occupied the middle of the society. 
Were the traders and craftsmen as well as the local echelons of the bureau-
cracies the colonisers had inherited from the previous tributary modes of 
production supports of the ‘feudal’ order? Could the servants of the old 
‘aristocracies’ be won over for liberation or were they just part of the old 
order which had to be overthrown? The new middle classes had to decide 
to what extent they wanted to respect the property rights and the status of 
these old middle strata (Sarkar 1983: 241, 274 f.).

This issue was at the basis of the split of the national liberation move-
ments between a communist and a nationalist wing (which also had often 
social-revolutionary aspirations).81 The Chinese and the Vietnamese revolu-
tions stand for the first tendency. The Indian National Congress (founded 
in 1885) is the protagonist of the second.

In China and East Asia, religion was closer to the old natural religions of 
the communitarian modes of production with little focus on very systemati-
cally elaborated belief systems. Here, religious convictions did not contain 
views of world history being governed by the permanent intervention from 
the other world in an unfolding process of the salvation of humankind.82 
Therefore, the strongly secular nationalists based on Marxism and its world 
historical perspectives did not offend religious feelings of the masses. Very 
radical tendencies could, therefore, capture the peasantries.83 These were 
the communists in China and Vietnam. They waged peasant insurrections 
since the 1920s, in Vietnam already in the 1930s.84 In all other countries 
the communists were also those among the new middle classes who were 
ready to follow the Narodniki (Russian populists of the late 19th century) 
strategy of going to the peasants and mobilising them by uplifting their 
political understanding and widening their horizons.85

Others among the new middle classes had less revolutionary leanings for 
the rural world, did not comprehend a quasi-metaphysical historical world-
view which opposed them to the old religions and, therefore, were able to 
capture the support of the economically and culturally most diverse middle 
strata, including important parts of the traders, craftsmen and even lower 
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levels of the bureaucracies, Amin’s third estate (1973: 218, 265), in the 
name of national self-determination (Fitzgerald 1990; Nouschi 2005: 363).

Outside China and Vietnam, these more inclusive nationalists with 
milder revolutionary leanings became the undisputed leaders of the national 
liberation movements.86 They became leaders of large class alliances. They 
normally excluded only the big landlords and the compradors, those busi-
nesses which were active in export–import trade.87

Communists in East Asia (including Korea) and nationalists in the rest 
of Asia won independence in the wake of the Second World War. Britain’s 
war effort in India had been possible only because the Indian nationalists in 
the Congress Party tolerated it.88 In the countries Japan had occupied, the 
Japanese defeat led to the de facto power of the nationalist movements.89 
Those European powers which did not recognise the new power rela-
tions and foolishly tried to reoccupy these countries suffered bitter defeat 
(Netherlands in Indonesia 1946–1949, France in Indochina 1946–1954 
with the defeat of a modern Western army by a national liberation army in 
Dien Bien Phu 8th May 1954).90

A parallel development took place in Latin America where new social 
forces (the young officers) similar to these new middle classes had disestab-
lished the old oligarchies (Wirth 1964).

Development-oriented State Classes: Rise and Failure

The political movements which drew their origins from the new middle 
classes had largely converging views about the requirements of overcoming 
underdevelopment. At the political level, they wanted to concentrate power 
at the political centre, a strong state often yet to be created, by limiting par-
ticularistic interests through a dictatorial exercise of power in various forms, 
military dictatorships, one-party systems, etc., pretending to be an enlight-
ened avant-garde which had to lead the still backward masses.91 The concen-
tration of the state power was meant to allow the concentration of financial 
resources to be channelled into economic diversification in order to reduce 
dependency. The strategy consisted in state-led import-substituting indus-
trialisation which would exclude the import of products which could be 
locally produced in order to save on scarce foreign exchange, would increase 
employment and would allow acquiring technical skills. Cooperation with 
international enterprises was not rejected because it was considered as a 
source of technology and capital.92 In such a state-led industrialisation, 
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available or accessible surplus could be used for investment which otherwise 
would not have been realised because demand conditions did not indicate 
profitability to a private enterprise. As profitability depends on demand 
conditions, a coordinated transformation of the economy can render an 
investment profitable which previously might not have been profitable. 
Complementary investments could create linkages and also final demand 
which would make individual investments profitable in creating an outlet 
for new products. This is described in Rosenstein-Rodan’s (1943) model 
of simultaneous investment in a large variety of branches which provide 
employment and full capacity utilisation for large-scale enterprises after 
short delays. Private entrepreneurs are reluctant to base their expectations 
on expected decisions of others who they cannot decisively influence.

Investments are selected if they fit into an inter-industrial (inter-branch) 
structure of linkages which the leading body wants to realise until a given 
time horizon.93 This can be broken down into steps where due to indivisibil-
ities for some time overcapacities emerge with temporary underutilisation 
of equipment. This implies that microeconomic inefficiencies are bound to 
emerge at least temporarily. The criterion for profitability sent directly by 
the market cannot, therefore, be applied as a yardstick for sanctioning those 
in charge of executing a projected plant. The profitability criterion can only 
be ‘simulated’ and has to be tempered by taking into account the extent to 
which the programmed steps of realisation of this industrial structure have 
already been achieved: Failure or success in the realisation of a project does 
not only depend on the plant where inefficiencies occur. The problem is 
not insurmountable as shown by the methods of sector-wise planning of 
South Korea where overcapacities had been consciously accepted.94

However, there is a problem of asymmetric information. The central 
authority knows only the targets to be achieved.95 It can at maximum avail 
itself of information about the cost-output relations of comparable projects 
in other economies. Its aim is to transform an underdeveloped economy 
which by its own definition and the definitions of all other participants 
lacks that essential factor of productivity increases. There is not yet any 
experience and learning by doing, so that plant-level management has 
always the argument that the specific adversities encountered in its own 
field are incomparable and larger than foreseen. I have described elsewhere 
that this leads to systematic misinformation (Elsenhans 1987: 83–86). 
Plant-level decision-makers influence target setting in production where 
potentials are deliberately underestimated and in financial planning where 
requirements are systematically overestimated.96 This issue is not a technical 
problem of management but a political problem because it leads to alliance 
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formation among the decision-makers. In order to increase their share in 
the total which is targeted for investment, sectoral administrations cover 
the behaviour of their plant managers and replicate it. All managers, at 
plant and at sector level, look for allies in other sectors of the economy in 
order to support their arguments at the central level. They accept and sup-
port deliberate misinformation of their allies in order to be covered in their 
similar attempts by them. Alliances try to protect their own misinformation 
and to unmask the misinformation of the opposing alliances by collecting 
information from all walks of society, which their opponents naturally try 
to manipulate. Rivalries between the alliances within the state classes inevi-
tably cross institutional lines of organisation.

Behind the official organisational charts there is a second reality. The 
state classes appear as centralised, seemingly bureaucratic structures but 
can function in the struggle over rent only if their segments build alliances 
across formal divisions within the political set-up called administration. 
Despite their external appearance as Weberian institutions, the state classes 
appropriate the surplus as rent by political means and arrive at decisions 
by political means. In this process, they distort information deliberately in 
order to increase their political clout (influence) and prestige in order to 
increase their share in the collectively appropriated rent. Own failures are 
interpreted as caused by adverse structures inherited as underdevelopment. 
This ‘clothing’ of reality becomes possible as it increasingly turns out to 
be the essential instrument on which participants in these struggles have 
to rely in case of difficulties. Interpretation grids are tacitly agreed on and 
openly justified on meta-theoretical grounds comparable to the fairy tale 
on the emperor’s new clothes where the capacity to see the clothes and to 
accept misinformation is a proof of intelligence and qualification for the 
job. When the strength of economic sanctions and incentives is weakened 
and made subject to political negotiation, moral principles and ideological 
global views are instrumentalised in order to arrive at decisions.

In the case of rent-based underdeveloped economies, the failure of these 
state classes to efficiently invest resources results from the following biases 
in their concept of economic diversification: The state classes tried to main-
tain national cohesion and were reluctant to engage in divisive social reforms 
with few exceptions (Viola & Mainwairing 1985: 207; Scheffler 1988: 
510). They avoided radical agrarian reforms. When there is a large surplus 
of labour, the only readily available instrument for employing this labour 
productively at least to some extent consists in agrarian reform with redistri-
bution of the cultivable land.97 By endowing a large number of agricultural-
ists rather equally with always scarce land, agricultural production—and, 
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therefore, a decisive element of mass consumption—increases via growing 
in-farm consumption (Elsenhans 1979a: 537 ff.). According to the decline 
of marginal product of labour in line with increasing inputs of labour, the 
owner-operated farms produce already a large amount of food with only a 
small share of their total labour time, but have to commit all their labour 
time to further production in order to make ends meet, even if the addi-
tional returns to their labour are low. They increase production in compari-
son to a surplus maximising agriculture of landlords. With an important 
part of their labour time, households can expect already high yields which 
are, however, too low in order to survive. In order to make ends meet, 
such owner-operated farm households have to increase their labour spent 
on their fields but receive only low additional yields according to the ‘law’ 
of diminishing returns. Agricultural surplus, however, decreases (Furtado 
1966: 8; Ghose & Griffin 1980: 569).

In this sense, an egalitarian distribution of land is indeed a redistribution 
of poverty and does not create dynamic farms which are viable in the long 
term (Minhas 1970: 113; Moene 1992: 59). Peasants deliver the relative 
unproductive labour time as long as they have no better earning opportu-
nities. They may even use their otherwise non-marketable labour time for 
investments in the form of labour intensive improvements which raise pro-
duction.98 If they are economically rational and not capable of preferring 
leisure (because they are poor), they engage in additional investment if the 
additional output is higher than the costs of the inputs to be bought with-
out counting their additional labour time. An egalitarian agrarian reform 
appears costly at the economic levels as it reduces the surplus. At the politi-
cal level, it creates conflict in the countryside because it limits not only the 
earnings of the landlords but also those of middle peasants. The middle 
peasants have often been an important element of the nationalist coali-
tions,99 even in those countries where the national liberation movement was 
under communist leadership (Durau 1983: 77 ff., 243; Wright 1951: 265).

Radical agrarian reforms have, therefore, been undertaken only in the 
communist countries or in countries which were under the threat of com-
munist takeovers (South Korea, Taiwan) which might have been supported 
by the rural poor. Where leftist governments implemented radical agrarian 
reforms, they combined them with a strong orientation against the market 
so that farmers could not reap the benefits they could hope to achieve by 
more efficiently using the land (Elsenhans 1977a: 71–74; MacKintosh 
1987: 249). State-controlled organisations for the commercialisation of the 
marketable surplus were imposed. The full potential of agrarian reforms 
implied a commitment to radical redistribution and at the same time to 
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the principles of market economy. Such a configuration was stable only 
in Taiwan and South Korea, and accepted by the communist regimes only 
in the initial phases of their seizure of power in the countryside and as an 
early step when introducing economic liberalisation.100

The state classes underestimated also the importance of mass consump-
tion because of the necessity of using rent parsimoniously. In most cases 
the bulk of the rent was available in the form of foreign-exchange earnings. 
This rendered plausible the idea that shortcuts in the acquisition of new 
technologies were possible. If technical progress depends on ‘disembodied’ 
‘learning by doing’, then the local construction of even an outmoded technol-
ogy in a backward economy with no experience in technology production is 
relatively expensive if compared to the import of technology. Backwardness 
in the production equipment is higher than average backwardness in rela-
tion to more advanced economies. Productivity in equipment production 
is, hence, comparatively lower than the average productivity in relation to 
more advanced economies. Therefore, any equipment production is rela-
tively expensive in relation to the production of final goods. The local con-
struction of an obsolete technology appears as wasteful in relation to the 
import of a more performing technology which could be paid from the 
receipts of better earning exports. The argument was often made that there is 
no use of inventing the wheel a second time (Emmanuel 1981). The pur-
chase of the new technology will allow increasing production more rapidly 
than the local construction of a less performing equally expensive technol-
ogy. It is, however, not sure that the increase in skills is higher by operating 
the imported technology in comparison to the local construction of an ear-
lier technology. Even by constructing an outmoded technology locally, the 
basis may emerge from which the construction of a better technology can 
be launched at a later date. Especially the richer among the state classes have 
systematically imported technology instead of promoting local equipment 
production as this increased the availability of products.101

Such a choice of technology limited employment especially for the 
mass of the population and, hence, the markets for which dynamic small 
entrepreneurs could produce. Often such enterprises, nevertheless, thrived 
because of the unintended inefficiency of the public industrial sector which 
distributed incomes but did not supply products. The rise of the so-called 
informal sector in highly rent-dependent economies invigorates the long 
standing argument that Keynesianism is not applicable in underdeveloped 
economies. The argument was that there is no idle capacity.102 Unemployed 
factors of production exist only in the form of ‘raw’ labour (Raup 1967a: 275) 
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which could not be brought into production merely by creating additional 
demand.

Scarcity of rent implied that the public sector, just as the modern sector 
built up by foreign enterprises, had to be ‘maintained’ against the devalor-
isation of its capital by more efficient competitors in order to preserve the 
capital goods bought at high expenses for its construction. Hence, com-
petition had to be ‘regulated’, for example, by not admitting potentially 
competing investment projects to government development programs. In 
economies with high custom barriers, this excluded such projects of private 
investors even from the access to imported machinery and made them eco-
nomically impossible.

Inefficient investment led to increasing CORs.103 Further, growth 
required ever increasing amounts of investment. Inefficiency of investment 
implied that the state-promoted industrial sector did not earn the finan-
cial resources for further increasing investment. Employment expansion 
remained limited. State-led industrialisation lost in dynamics.

The hope for ever increasing transfers from the rest of the world through 
an alliance of Third World governments did not materialise: The new 
international economic order launched as economic decolonisation after 
the independence of nearly all the former colonies in the early 1960s could 
not be implemented. The Soviet Union and its allies supported only half-
heartedly higher raw material prices (Knirsch 1978: 106). Western enter-
prises could not be forced to transfer most modern technology at low 
prices.104 The extraordinary success of OPEC in raising oil prices tapered 
off in the early 1980s when technical innovation reduced the cost of alter-
native sources of oil (Blitzer et al. 1985: 296; Champlon et al. 1991: 211). 
Discipline among the petroleum exporting countries could not be main-
tained. Saudi Arabia with the highest reserves considered the American 
military guarantee for its regime as vital. It acted as a swing producer in 
order to limit further price hikes (Cooper 2008: 570; O’Brien 1986: 1313). 
Saudi Arabia and its allies refused to support the extension of cartelisation 
strategies to other raw materials where world demand would have allowed 
price rises as shown by the rise of coffee prices in the wake of frost in Brazil 
during the mid-1970s (Elsenhans 1982; Elsenhans & Olschewski 1976). 
Non-oil exporting countries of the South had expected price rises also for 
other raw materials and engaged in indebtedness for following rent-based 
industrialisation strategies.105 The recycling of the petrodollars had made 
credit internationally cheap (Jayawardena 1983: 54; Lütkenhorst & Minte 
1979: 89).
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In the early 1980s, Great Britain and the United States abandoned 
Keynesian policies of demand expansion which they had previously been 
following in order to maintain high levels of employment, despite inflation. 
They shifted to monetarism with tight money policies. Especially the more 
industrialised underdeveloped economies which had been eligible for bank 
credit had to abandon the strategy of creating a front of the underdeveloped 
‘wretched of the earth’ and to ask for debt rescheduling and debt forgive-
ness (Hojman 1987: 214; Holler 1989: 90). The condition of the West and 
its international institutions consisted in the South accepting a new wave 
of economic liberalisation and the end of ‘inefficient’ state intervention 
into the economy including a downsizing of the loss-making state-owned 
enterprises.106

Against the now universally shared criticisms of the wastefulness of this 
state-led development processes, I have always argued that the state classes 
which were in charge were ambivalent and torn between two poles. They 
struggled between an inclination to strive only for self-privileging and 
the necessity to legitimise themselves with respect to a larger public, their 
national constituencies which at least originally had been mobilised for a 
project of national liberation.107

I add that the contemporary processes of globalisation do not necessarily 
remove rent.108 Quite to the contrary, they lead under certain conditions to 
configurations where still rent-based state classes conform to the Western 
discourse of the inefficiency of state economic activities and at the same 
time just shamelessly pocket rents for the own privileges.109

Rent-financed investment tends to be less efficient in contexts of ‘man-
aged’ competition than investment realised by private enterprises under 
perfect competition. It is, however, still more efficient than no investment 
(Elsenhans 1994b: 410, note 21). Rent-based microeconomically inefficient 
state-led industrialisation can lead to higher growth than economic liberal-
isation if the amount of rent invested is higher than the amount of private 
profit-based investment. Economic growth and diversification in underde-
veloped economies had been blocked under the conditions of underdevel-
opment because there were no internal incentives to invest even if resources 
were available (Bagchi 1972: 20). Under conditions of underdevelopment 
available rents were just used for consumption or transferred to foreign 
economies, as shown by the caricatures of rentiers spending their money 
in Paris nightclubs and lighting their cigars with banknotes in the 1920s. 
Such caricatures reappear today as Saudis and Russians pushing up the 
prices in hillside resorts. Neither prices nor rents appropriated by Western 
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consumers in the form of low raw material prices contribute to overcoming 
underdevelopment in their countries of origin.

Rent-based investment has often blocked private investments because of 
the tight regulations of economic activity it accompanied, but often it cre-
ated also new outlets for private investment. Some but obviously not all pri-
vate investments the state sector encouraged or tolerated, even sometimes 
in the form of a shadow economy, were not ‘distorted’.110 These tolerated 
investments could become the basis for a market-oriented accumulation 
process. Even if inefficient, state-owned enterprises contributed to skill for-
mation (Evaluation 1983: 20 f.; Pasara & Santistevan 1973: 142). Much 
public investment for infrastructures could contribute to industrial devel-
opment. The success of most of these state-class-dominated regimes in put-
ting their youths to school most favourably compares with the failure of the 
previous oligarchies and colonial regimes in this domain. The supporters of 
export-oriented industrialisation often admitted that import-substituting 
industrialisation was a condition for the subsequent opening to the world 
market on the basis of the export of manufactured goods.111

The failure of state-led development consisted in an ideologically deter-
mined pre-Keynesian underestimation of the market and of mass consump-
tion. The market was not seen as an instrument which disciplined those 
who had access to financial surpluses. It was much more considered as an 
arena for power play under conditions of imperfect competition and infor-
mation asymmetries. These representations of the market are not entirely 
different from the views currently put forward by ideological supporters of 
oligopolies and which are presented as natural.

There are reasons for this biased perception of the market. All these 
countries had suffered from exploitative practices of enterprises from the 
colonial metropolises. They got specialised on raw materials where foreign 
companies with economic alternatives could appropriate rents, whereas 
the underdeveloped countries had no alternatives because their economies 
had been distorted by the pattern of penetration of market relations. The 
lopsided development (Issawi 1961) was caused by the capitalist enclaves, 
so that market imperfections which allowed rent-seeking were attributed 
to the dominance of markets, although ultimately they were the result of 
the pattern of market penetration. It was not market penetration but the 
absence of local mass empowerment. This absence of local mass empow-
erment created distorted market structures which led to structural unem-
ployment so that labour could not share in the fruits of technical progress 
through higher mass incomes.
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Because of the denunciation of the outflow of resources (colonial super 
profits and declining terms of trade for price-inelastic products) as the 
primary cause of underdevelopment, the benefits of declining the terms 
of trade and even ‘superexploitation’ in case of specialisation on price-
elastic products could not be conceived. The possibility of growth by 
‘being exploited’ in the specialisation in products that lead to higher rates 
of growth was discarded as long as there was hope of increasing rents in the 
export of traditional products.

The neglect of this possibility is tightly linked to the classical and the 
Marxist theories of growth. Both theoretical approaches consider that 
growth depends on increasing amounts of the value of investment. Any 
decline in export prices and any rising consumption imply a reduction of 
investible resources and lead to a loss in possible growth. The neglect of 
mass markets has to be seen in parallel to the disregard for the develop-
ment of internal mass markets. To the neglect of the internal mass market 
austerity policies correspond. They were imposed on the whole population 
by those state classes which considered themselves more committed to the 
improvement of the weaker sections.112 Obviously, the less committed and 
less disciplined state classes provided even more of this medicine but espe-
cially for the poorer sections of the population. So poles of popular industry 
could not emerge on the basis of market incentives even in cases of com-
mitment of the state classes to the improvement of the plight of the poor. 
In no case the state classes could reach an understanding of the market 
which instrumentalised its disciplining function as a means of imposing 
parsimoniousness and mass orientation on those who managed the surplus. 
Nothing demonstrates this failure more than the rise and demise of real 
socialism.

The Rise and Demise of Real Socialism

Real socialism was a mode of production established by political forces 
which claimed to represent mass interests, the working class, and replaced 
market regulations by central planning. Invariably, real socialism created 
a ‘bureaucracy’, a state class, even if it tried to limit its tendencies to self-
privileging by powerful avant-garde parties with egalitarian ideologies and 
carefully selected memberships.113

Also here, there was no automatism comparable to the market which 
sanctioned inefficiency in the choice of technical processes, investments, 
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managerial shortcomings and mistakes in the choice of new products. There 
were certainly efforts to improve technology and search for innovation but 
no automatic sanctions for those who were less committed to them.

Real socialism became attractive at the world level during the great 
depression of the 1930s (Elsenhans 2000c). With high levels of investment, 
real socialism was able to grow, even to grow faster than capitalism. Lower 
efficiency of new investment in real socialism than in capitalism did not 
matter. The growth rate can be defined by the capital productivity (b) (the 
inverse of the ICOR) and the rate of growth of investment (i). Capitalism is 
assumed to be more efficient than socialism in using scarce resources. This 
is described by definition (1):

b (cap) > b (realsoc) (1)

Despite lower capital productivity, real socialism can grow more rapidly 
than capitalism if it devotes more resources to investment. This is described 
by the two definitions:

b (cap) > b (realsoc) (2)

i (cap) < i (realsoc) (3)

Provided that the rate of growth of investment is higher in real socialism 
than in capitalism, real socialism can grow more rapidly than capitalism 
despite its lower efficiency. This will be the case, especially, during crisis 
in capitalism when the rate of accumulation may even become negative. In 
this case, real socialism may appear to be efficient. If capitalism, however, 
returns to full employment with the rate of growth of investment corre-
sponding to the rate of possible technical progress in full employment capi-
talism (so that growth rates correspond to the golden rule: the rate of capital 
accumulation converging to the rate of growth of net national product114), 
then the following holds:

i (cap) = y (cap) and b (const) (4)

In that case, real socialism can keep up with capitalism only if it raises 
the growth of investment i (realsoc) above the rate of growth of national 
income, so that

y (realsoc) = y (cap); i (realsoc) > i (cap); c (realsoc) < c (cap). (5)
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A higher rate of growth of investment implies a lower growth of consump-
tion, also in relation to the rate of growth of income. This will lead to a 
declining share of consumption. The rate of growth of consumption (c) in 
capitalism equals the rate of growth of income if the golden rule assump-
tions are fulfilled, so that the rate of growth of consumption in real social-
ism must be lower. Consumption grows in real socialism less rapidly than 
national income. With increasing shares of investment in national produc-
tion, this configuration may even lead to stagnating consumption.

The planners of the Comecon interpreted the low efficiency of invest-
ment as the result of historically determined backwardness due to the fact 
that the October revolution took place in the ‘weakest’ chain of impe-
rialism. They, therefore, resorted to massive technology imports since 
the Conference on Security and Cooperation in Europe (1974) and its 
basket 2.115 In order to finance these imports, they further restrained con-
sumption and contracted debts in the West. Both ultimately led to the 
downfall of real socialism.116

State-led Development in the Periphery: An Element of 
Stability of Capitalism

The shift of major areas of the world to state-led development despite glo-
balisation which precedes the actual globalisation discourse had been nearly 
unconstrained in the colonially dependent economies. This shows that the 
resistance of capitalist socio-economic structures against rising state inter-
vention is rather limited. Although capitalism is expansionary, it does not 
seriously attempt to pull down barriers to its expansion which countervail-
ing social forces may erect. Capitalist enterprises could well accept also the 
emergence of real socialism and even cooperate with these systems. The 
Cold War was not a consequence of the withdrawal of about one third 
of the surface of the globe from capitalist expansion, but the result of the 
rivalry between two superpowers which tried to increase their influence in 
the world by exporting their socio-economic models. Capitalism can go 
along very well with structures which restrict the operation of the market 
mechanism. We are far from the classical theories of imperialism. Lenin’s 
(1916: 245) forecast of an inevitable shortage of surplus in relation to capital 
did not materialise and so imperialistic expansion was not imposed on capi-
talism but resulted from other causes. Luxemburg (1912: 115 ff.) deduced 
a similar scenario of decay on the basis of an inbuilt under-consumptionist 
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threat which according to her for political reasons could not be overcome 
under capitalism through increasing real wages. It was Hobson (1938: 88) 
who initially showed the possibility of a reformist solution. He was reviled 
by Lenin and subsequently by all leftists and ignored by the Keynesians.

The critics of state-led development under real socialism, often com-
mitted leftist intellectuals, have argued that state-led development did not 
really challenge capitalism and even supported it.117 Indeed, according to 
my argument, socialism can but create the conditions for mass-income-
based capitalist development. This is the argument developed by Barone  
(1935: 269) and Lerner  (1935: 60) which becomes important today because 
business itself seems to be less and less able to maintain the conditions of 
capitalist development. In this perspective the question of the readiness of 
real socialist economies to cooperate with capitalist ones is not even perti-
nent. Socialism does not consist in the overcoming of the microeconomic 
rationality of capitalism but of its lack of macroeconomic rationality, that 
is, its neglect for maintaining the bases for high levels of employment and, 
hence, empowerment of labour.

Indeed, also the state classes of the South cooperated intensively with 
multinational enterprises in order to buy technology and to attract for-
eign direct investment. They were a nuisance as they tried to cream off 
super profits at largely above average profit rates. They respected, however, 
profits and constituted increasingly important new markets for capitalist 
enterprises as did the countries of real socialism.118 This was, however, not 
the reason for their failure. But this demonstrates that rent-based state-
led industrialisation was no challenge for capitalism in the centre and was 
viable as long as the state classes were able to extract resources from the 
West (higher raw material prices) and to serve their debts. Capitalism 
thrives not only internally on the basis of rising mass demand with power-
ful labour because of full employment but also internationally if there are 
countervailing forces.

In the absence of such state-led strategies, there was no important devel-
opment of capitalism in not yet capitalist economies. Examples are czarist 
Russia with an insufficiently dynamic capitalist development despite high 
government support for modern industries119 or the South despite its open-
ness to foreign direct investment and trade during the colonial period and 
also until the 1930s in the politically independent countries. The absence of 
economic dynamism in all these cases demonstrates that capitalists cannot 
create themselves the conditions for capitalist development. Only in the 
case of favourable structures which capitalists often do not even contribute 
to bring into existence, high levels of employment create the conditions for 
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capitalist development. Where these conditions are created, perhaps even 
by other forces, labour or substitutes such as high government spending on 
the basis of the appropriation of rents, capitalism can grow and structures 
favourable to capitalist development can emerge even inside the initially 
rent-dominated structures.

The final outcome of the new expansion of capitalism under the con-
ditions of the late 20th century globalisation depends, therefore, on the 
impact of this new capitalist expansion on the social structures which it 
draws into its orbit. Can the empowerment of labour with high levels of 
employment be achieved or promoted by complementary measures which 
would include appropriate state intervention? The state-classes-dominated 
model in the South and real socialism in the East have shown that they 
rarely achieve the empowerment of labour but rather the emergence of a 
‘bureaucracy’ which inefficiently represses labour in the name of acceler-
ated accumulation. The worldviews of the capitalists and their academic 
supporters stabilise the privileged classes in these state-dominated systems 
as they share with them the despise for the masses and their consumption as 
well as the glorification of spending on investment.

The crisis of the state-based growth models of the ‘periphery’ and the 
shift of these socio-economic structures to market regulation under the 
pressure of the new wave of globalisation will not solve the dilemma of 
the absence of the conditions for capitalist growth by just spontaneously 
establishing these conditions. These processes will not necessarily lead to 
growing mass consumption. They will not overcome the inability of the 
ruling classes of capitalism and of the would-be capitalist structures to realise 
these conditions.

In arguing that capitalism can survive along with resistance against the 
exploitation it engenders, I certainly do not want to deny the crimes com-
mitted by European colonial powers, the slave trade, forced labour, popula-
tion displacements and political regimes based on violence. Furthermore, 
the extent of these cruelties was magnified significantly in the 20th century 
by the increasing technical capabilities which capitalist technical develop-
ment was able to put at the disposal of colonial powers.

The undeniable reality of these crimes is, however, no argument for the 
inevitability of their existence in the case of capitalist regulation of the econ-
omy. Capitalism depends on checks and balances as do other social systems. 
In capitalism, these checks are depersonalised, there is a scarcity of labour 
and the collective organisation of wage labour, but there is no systematic 
structure of ethical responsibility among the ruling class implied by capital-
ist relations because this ruling class is fragmented with ethics belonging to 
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the sphere of private life. As a fragmented class where each member com-
petes with each and all other members in an anonymous market, capitalists 
have difficulty developing collective responsibilities. If ethical discourses 
become important, there is a clear sign that capitalists seek to avoid struc-
tural change, as is the case today. The previous inflation of valueless finan-
cial assets requires a cut, not so much for deficit governments, but for the 
speculators, in order to preserve the savings of households, who acquired 
their financial assets through work.

Wherever the underprivileged do not dispose of empowerment because 
of their not being scarce, they have only very limited possibilities for resist-
ance. This applies to the immense mine of cheap labour outside the regions 
of capitalist development.

Those who suffered in the periphery of the world system had little or 
no possibility to effectively resist capitalism until the success of the national 
liberation movements. The national liberation movements lost hundreds of 
thousands of their fighters in order to win independence from the Western 
rule. Wars of liberation have been at least as bloody as the Second World 
War in terms of the size of the populations which participated and the 
number of lives lost.

The people in the periphery have suffered terribly from European coloni-
alism, but the real scandal is that this suffering did not contribute to capital-
ist development. Some historians argue that the development of capitalism 
is a contribution to human civilisation and ultimately to human happi-
ness. Even if such arguments are admitted, they cannot serve to justify any 
suffering which was caused by capitalism in the periphery. Unfortunately, 
the exploitation of the masses in the colonialised world, the violence and 
human rights violations against the people in the colonised countries were 
just meaningless for the development of capitalism. Capitalism did not 
require external surplus nor external markets, although it was utilising both, 
if and where they existed.

The human suffering caused by capitalism in non-capitalist regions 
belongs to the realm of useless suffering, of meaningless history. It is a 
Newtonian idea that the ‘macro’ is the sum of all ‘micros’ but in reality very 
few events in the ‘quarry of life’ become stones which contribute to build 
a story. Most of it is discarded and left by the wayside. Most of human 
history, including colonial exploitation and violence among it, belongs 
to the realm of useless sufferings. So the injustices linked to capitalism. 
Superexploitation and the violence connected to it are just a threat to capi-
talism, not a support for its development.
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5
Globalisation and Its Contradictions

Globalisation is the name given to a new wave of capitalist expansion, 
following many other waves, such as colonialism in the 19th century. 

It became possible because those non-capitalist forces described in the pre-
vious chapter failed to deliver economic growth. The colonialist extensions 
from the 16th century until the end of the 19th century were all intimately 
linked with superior Western military power. The new wave, which is called 
globalisation, is no longer linked to the use of military power. It develops 
and takes place at the invitation of local elites. It is ultra-imperialist in the 
sense of Kautsky (1914). In all participating countries, it is based on those 
who benefit from the market against those who need empowerment in 
order to correct the effects of the market. Globalisation does not create 
lines of resistance for those who need them in order to form counterweights 
against individualistic capitalist strategies.

Globalisation is, therefore, ambiguous. The economic and social conse-
quences of globalisation are controversial. Where opportunities for resist-
ance exist or are established accidentally through increasing employment, 
globalisation promotes the transition to development and welfare style 
capitalism. Wherever such opportunities for resistance do not exist for 
large numbers of people, globalisation leads to increased rent-seeking and 
inequality.

China has managed its transition to development through globalisa-
tion. It has become the second economic power next to the United States 
and the world’s most important exporter of manufactures. Critiques argue 
that China has become a deeply inegalitarian society. With an underval-
ued currency and a high share of imports in the consumption patterns of 
upper income households, the statistical distribution of income becomes 
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distorted through currency parities. High-income households consume 
products priced at international prices. Low-income households consume 
locally produced products which, in comparison to other economies, are 
underpriced because of currency undervaluation. In China, mass hunger 
seems to have largely been overcome. This distinguishes China favourably 
from some less globalised highly populated economies in Asia, especially 
South Asia.

China’s economy is now flexible enough to allow for a redirection of 
production. In addition to exports the development of the Western prov-
inces has become a major motor of growth.

Together with some other export-oriented industrialising countries, 
more than one third of the underdeveloped world benefits from globalisa-
tion. Hence, the link between globalisation and development in the interest 
of masses is mixed.

A major part of the underdeveloped world benefits from globalisation 
because of two mechanisms: internal reforms, especially land redistribution, 
which has created a minimum of real income, and the pattern of liberalisa-
tion which has favoured labour-intensive manufacturing.

The effects of globalisation are independent from the extension of capi-
talism and depend more on internal structures and their impact on the 
empowerment of labour. Even with a better negotiating position, labour 
can avail itself of the additional demand for its services, increase its income 
and contribute to the emergence of an internal market. Such an internal 
market for mass goods becomes the basis for accumulation and self-sus-
tained growth.

I argue, however, that the impact of globalisation is too weak to ensure 
that these positive tendencies prevail. My argument is that the contempo-
rary wave of globalisation will not lead to a capitalist world system. I will 
break this down into five propositions:

1. The success of the catching-up economies which grow with export-
oriented manufacturing is based on their increase in performance 
not only in world-market-oriented activities but also in the local-
market-oriented wage goods production which allows them to sup-
port their exports with an implicit subsidy. These achievements in 
the wage goods production will not necessarily lead to a parallel 
expansion of their home consumption capacity.

2. There is no assured possibility of leading countries to maintain lead-
ing positions. In defending their leading positions they might be 
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tempted to resort to industrial policy and state-subsidised strategic 
trade behaviour.

3. Catching-up economies accelerate the process of catching up by 
industrial policies which are based on rent.

4. Leading economies develop tendencies of rent-seeking in order to 
protect social equilibriums and thus weaken their own capitalist 
structures.

5. Underconsumptionist tendencies in many areas of the world econ-
omy lead to the dominance of finance capital which reinforces rent-
based structures.

Export-oriented Growth in the Underdeveloped World: 
A Dependency on Cheap Labour?

Mainstream interpretations of the push of (some, but major) hitherto 
underdeveloped and technically lagging behind economies insists on the 
emergence of a world labour market with large supplies of cheap labour 
which is ready to work at very low real wages because of the lack of other 
earning opportunities.1 This labour can be employed with modern tech-
nology which has become available in production sites outside the indus-
trialised economies because technology has become mobile: Transnational 
corporations can use cheap labour in countries by bringing their technol-
ogy. Local private and public enterprises have access to foreign technology 
on commercial bases and are able to manage these technologies at high 
levels of efficiency and productivity.

These possibilities do not lead to increases in real wages as long as this 
labour is not scarce in line with my argument that it is not productivity 
but scarcity of labour which determines real wages quite in line with the 
neoclassical wage drift.

Cost competitiveness and, hence, specialisation is based on compara-
tive advantages, and never on absolute advantages. Absolute advantages are 
difficult to define and in any case are irrelevant. China has many absolute 
advantages in tropical products in relation to Europe, but export manu-
factures. Ricardo (1951: 135–149) shows that an economy which leads in 
productivity in the production of all tradable goods has still an interest 
to specialise, provided that its advances are higher in the production of 
some goods than in the production of other goods. Comparative advantage 
is transformed into cost competitiveness by adjusting the labour cost of 
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production, in Ricardo’s demonstration by adjustments in the relative price 
levels between the respective economies in relation to gold through move-
ments of bullion, under the contemporary conditions of scriptural money 
through adjustments of the exchange rates. The actual drive for export-
oriented manufacturing is not based on low real wages but on the capacity 
of the hitherto underdeveloped economies to devalue their currencies below 
purchasing power parity (Elsenhans 2000a, 2002, 2004, 2005). Labour in 
catching-up economies is cheap because of the exchange rate (Gala 2008; 
Suntum 1986: 502). The real wage rate influences the exchange rate only 
in so far as imports matter for the real consumption of the wage earners.

The role of the exchange rate has been belittled in the Latin American 
discussion during the 1960s as it had been argued that the share of imports 
in mass consumption was high so that devaluation of the currency could 
not lead to improved international competitiveness: Higher prices for 
imported products in the wake of devaluation would lead to local infla-
tion.2 The share of imported goods in the consumption of poorer people in 
most of the population-rich countries of Asia seems, however, to be limited 
today not only because of their poverty but also because of the success of 
import-substituting industrialisation in these simple goods.

There is broad evidence that real wages in export-oriented economies of 
the South are much higher if measured in the products which can be pur-
chased locally in comparison to the basket of goods which can be bought 
abroad on the world market if their income is converted into international 
purchasing power. Already at first sight, it is obvious that labour paid less than 
1/50th of the average wage in an industrial country could not survive there. 
Cheap labour paid in international currency at the rate reported from the 
catching-up economies of the South has to have access to the basic-needs 
goods at cheaper prices than practiced in the industrially advanced world. 
The World Bank regularly compares per capita income not only at the 
exchange rate but also on the basis of purchasing parity. Purchasing power 
parity is for most of the Asian countries four times higher. Twenty years 
ago, a Chinese household could buy for its income in Beijing up to 10 
times as much as in Canada after converting its earnings into Canadian 
dollars, depending on the definition of its basket of consumption goods, 
including housing and services, or not (Chen et  al. 1994). Our students 
who travel to Asia are well aware of the differences in purchasing power 
parity: For them India is cheap and the Gulf emirates are expensive. Not 
poverty stricken sub-Saharan countries, but Asian countries where poverty 
is less blatant, have succeeded in export-oriented growth. The lengthy dis-
cussion on the Chinese exchange rate and the ever increasing pressures of 
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the West on China to put an end to the ‘undervaluation’ of the Yuan3 are 
an ultimate proof for the argument that the new competitiveness of Third 
World industrial production sites is the result not of low real wages but of 
currency parities. Third World labour is cheap because of the low exchange 
rate for their national currency. There is a race between currencies for low 
labour costs—rather than between labours in various regions of the world 
for the lowest real wages.4 The real wages are often not known to investors 
who care only for the cost of this labour in international currency (Kenney 
& Florida 1994: 31).

Higher real wages than purchasing power of these wages in international 
currency imply that there has to be a supply of products which are not 
imported but are locally supplied in the exchange for the local currency 
income of the workers in the export sector. This additional supply of prod-
ucts can only come from the local economy. In order to increase exports 
on the basis of additional workers whose share in the receipts of the export 
sector (their wages) does not pay for the import of goods which cover their 
additional consumption requires that this difference in real consumption is 
supplied by the local economy. The local wage goods production has to be 
able to react flexibly to the additional purchasing power which accrues to 
these additional export sector workers.

At low levels of real income, the bulk of household expenditure goes 
to food, up to 70%. The share of food remains nearly constant around 
50% until real incomes reach the double of bare subsistence. The additional 
items are to nearly equal shares clothing, housing and shelter, household 
equipment (furniture, dishes, pots, cutlery) and ‘various items’ (transport, 
some amenities).5 Most of these items, but also modern products, amongst 
them household equipment (priority: refrigerator, then TV),6 are produced 
locally in most Latin American and Asian countries or in neighbouring 
countries showing similar signs of low levels of development. Feeding addi-
tional export sector workers in an export-oriented manufacturing sector 
in order to make it competitive on the basis of an undervalued currency 
depends on the production of a surplus of the local agriculture. Devaluation 
depends on the availability of a locally produced agricultural surplus. The 
requirements for successful export-oriented manufacturing are quite identi-
cal to the requirements for the so-called self-centred development.

The Green Revolution is at the origin of this surplus of food produc-
tion. By reducing the growth period of some cereals, especially rice, it has 
increased not only yields per surface but also useful surface.7 It is, therefore, 
no accident that the rice growing economies of East and South East Asia 
where the Green Revolution has had its greatest impact are at the forefront of 
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export-oriented manufacturing. Those regions where the Green Revolution 
has not really worked, sub-Saharan Africa (Masters 2005: 43–51) and the 
Arab world, have not succeeded in adopting this development path. All 
countries which were successful in export-oriented manufacturing were at 
least initially self-sufficient in food production.

Where the Green Revolution was complemented with agrarian reforms, 
an additional effect was achieved. Farm households directly mobilised agri-
cultural surplus for subsidising industrial labour and keeping wage rates 
low even in the local currency. Agrarian reforms have been shown to force 
owner-operators to supply additional labour for only low increases in pro-
duction. Whenever industry offers higher wages than the declining mar-
ginal returns in owner-operated farms, the households will offer labour. 
The wage rates which trigger off this supply can be lower than the wages 
that industry would have to offer to workers without links to agriculture. 
Workers without any link to agricultural production have to cover the 
whole of their subsistence from industrial employment. Off-farm labour 
still has access to the income provided by the most productive ‘hours’ spent 
by themselves or by members of their family on the farm (Dasgupta & Ray 
1987: 177; Elsenhans 1996a: 96). Workers without some link to agricul-
ture have to earn at or above the average wages per hour which cover the 
cost of living. Workers with access to some form of agricultural production 
need only earn above the marginal earnings they would achieve on their 
farms. Hence, the young females work for some time in export industries in 
Korea or Taiwan until their marriage: They need to cover only their costs 
of their on-going subsistence, but not their costs of reproduction which 
have to cover child rearing and old age.8 The same applies to many migrant 
workers in today’s Mainland China (Croll & Ping 1997: 128).

If cheapness of labour is based on devaluation, the more advanced indus-
trial countries cannot get protection from competitive pressures from low-
cost economies by cutting their own wages. The cost difference to low-cost 
labour countries with self-sufficiency in mass consumption goods can be 
maintained unilaterally by the low-cost economy by simply further devalu-
ing, and this is quite in line with neoclassical economics (Suntum 1986: 
504). This will not be perceived as illegal as the Bretton Woods institutions 
constantly favour devaluation if an economically backward country experi-
ences difficulties in its external equilibriums. As well, wage cuts in the lead-
ing economies do not decisively affect their comparative cost advantages.

By devaluation-driven growth, catching-up economies put on the world 
market additional quantities of products without providing additional 
demand by themselves. The additional demand has to come from the more 
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advanced economies. These economies experience already difficulties in 
keeping their wage increases in line with the neoclassical textbook prescrip-
tion where real wages should follow increases in productivity. Neoclassical 
authors now argue that this rate should be calculated not on the basis of 
the observed productivity increases but on the basis of the average which 
includes the productivity of the increasing number of unemployed.9 Their 
productivity is assumed to be near zero. Taken as a whole, this demon-
strates the confusion of mainstream economics and the tendency to no 
longer follow this yardstick in the West.10 The theoretical mess reflects the 
fact that capitalism does not work without empowerment of labour here 
because of the disempowerment of labour in the low-labour-cost econ-
omies. Correctly, formulated within the framework of an open economy, 
the productivity orientation of wage increases implies that wages should 
rise not only according to increases in productivity but also in line with 
the improvement of the terms of trade. Obviously, in cases of competition 
and interaction with economies which systematically engage in devalua-
tion, the terms of trade of the non-devaluing economies have to improve. 
The hitherto expensive products produced by high cost, high wage labour 
in the advanced economies are replaced by imports produced by low cost 
(and not necessarily by low real wage) labour in the catching-up economies. 
The prices of the products which are de-localised decrease in relation to the 
prices of the products which continue to be produced in the high-income 
economy. A deterioration of the prices for one category of products in rela-
tion to others constitutes a deterioration of the terms of trade for the prod-
ucts with falling prices and an improvement of the terms of trade for the 
products with stable prices.11 In order to absorb the rise in production avail-
able without additional demand from the newly industrialising countries, 
the more advanced economies would have to increase their consumption 
and their real wages more rapidly than the increase of their own productiv-
ity. This in turn would intensify the tendencies of industry to migrate to 
low-cost economies (and increase their employment, that is, contribute to 
the empowerment of labour).

Even catching-up economies with balance of trade deficits may produce 
less than they consume. The balance of trade deficits result primarily from 
declining prices for industrial exports which in turn translate into improv-
ing terms of trade of the industrially leading economies.

More rapid growth of production from low labour cost areas has the same 
consequences as productivity increases. More imports from low-cost areas 
combined with the slow expansion of production in the advanced econ-
omies increases the availability of goods in relation to factors of production 
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employed, hence productivity but not income. This is the standard defini-
tion of underconsumption.12

There are two limits to devaluation-driven growth: the exhaustion of 
the local surplus of wage goods, ultimately of the surplus of agricultural 
production on the one hand, and full employment on the other hand. 
We can disregard the first limit for our issue of how to get catching-up 
economies to contribute to increased world consumption. Nobody would 
dare to fall behind the achievements of the Green Revolution and to once 
more risk dangerous famines in the South. Hence, the achievement of high 
levels of employment is primordial in order to transform export-oriented 
catching-up economies into capitalist ones. The more equal the distribution 
of incomes, the higher the multiplier of additional employment in export-
oriented manufacturing. Agrarian reforms, therefore, not only contribute to 
ease the entry into export-oriented manufacturing but also accelerate their 
transition to capitalism. There is no need to discuss here the old issue 
whether the import share of low-income households is really lower than 
the import share of high-income households (who consume services and 
local luxuries).13 Without a low share of imports in low-income household 
consumption, devaluation-driven growth with export-oriented industriali-
sation would just not have taken place.

Additional exports in case of high levels of employment lead to scarcity 
of labour. Nominal wages increase. An economy with undervalued cur-
rency imports inflation in case of high levels of employment and the rise 
of its cost advantage if it rejects currency appreciation. Germany in the late 
1950s and Japan in the late 1960s provide the examples.14 When Korea 
reached high levels of employment through export-oriented manufacturing, 
wages no longer increased only in the export branches but also in the rest 
of the economy. Korean economists call this the turning point.15 In addi-
tion, after 10 years of high levels of employment, a Korean working-class 
movement had emerged which later, after initially violent strikes, turned 
into a reformist movement which contributed to stabilise democracy and a 
capitalist market economy.16 China shows similar developments which are 
encouraging:17 Even a large economy may reach rapidly employment levels 
through appropriate combination of export-oriented manufacturing and 
poverty eradication18 which empower labour.

The essential question is therefore: Can we complement the drive to 
globalisation based on trade and foreign direct investments by the imple-
mentation of the empowerment of labour before we can rely only on the 
mechanism of empowerment constituted by high employment levels, and 
this under conditions where more and more still underdeveloped economies 
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acquire the capacity to devalue as a result of development efforts even 
reactionary governments cannot avoid to implement?

Established Leading Economies Risk to Be Overtaken

Processes of de-localisation on the basis of changes in comparative advan-
tages are inextricably linked to the relation of a growing capitalist centre 
and an at least previously less dynamic periphery. Productivity growth 
rates differ from branch to branch in the capitalist economy. This leads to 
changes in the relative prices between branches and ipso facto to changes 
in comparative cost advantages of any periphery, even if there has been 
no productivity increase at all. Often such processes undermine the power 
relations in the capitalist centre. Already in the middle of the 19th century, 
Marx reported that the English entrepreneurs threatened their English 
workers with the argument that Belgian workers were ready to accept lower 
wages and harsher work conditions (Marx 1867: 700). Bismarck is quoted 
for having argued: ‘A normal work day could be established by Germany 
alone, if Germany was surrounded by a Chinese wall and was economically 
self-sufficient’ (Huberman & Meissner 2010: 665). At that time (in the 
last quarter of the 19th century) Germany was considered as a new threat: 
the label ‘Made in Germany’ was introduced against the German low-
quality products19 as today everybody warns against the shoddy products 
from China.

As the hope to block this competition through wage cuts is unrealistic, 
a rational reaction of a leading economy could consist in intensifying spe-
cialisation in technically more demanding products. A large spectrum of 
theories of growth, including the theory of the product cycle,20 the theory 
of endogenous growth,21 the theory of imperialism22 and the theory of 
dependency,23 considers technical progress as path dependent. Hence, the 
technically leading country is not only best placed for technical innovation 
but has also comparative advantages in the newest and technically most 
demanding products. Such a protection through specialisation on high 
technology branches is, however, not possible if we assume it to go together 
with the new endogenous growth theory,24 the post-Keynesian theory of 
a stable COR (cf. Chapter 2, note 13), the theory of the importance of 
disembodied technical progress,25 the theory of learning by doing26 and the 
strategic trade theory.27 These theories assume that technical progress is not 
only the result of better investment goods, but also of an invisible element 
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which is mainly produced without additional costs through the process of 
improvement discovered and implemented in the production process itself. 
If an economy acquires productivity increases by its experience in produc-
ing a product or a family of products, it is most implausible that it will 
enjoy the same advance in productivity when it engages in production of a 
new product or family of products at the same time as an economy which 
has not yet been active in both families of products. The theory of the 
product cycle and all other theories of a path-dependent technical progress 
have argued that learning by doing in a high-technology product allows 
reducing the cost of discovery and exploiting new technologies. Here, tech-
nical progress is viewed as a discovery process which incrementally shows 
new possibilities at the frontier of technical knowledge and skills based on 
the ‘acquis’ acquired in already practiced production processes. This incre-
mental character of technical progress and this dependence of innovation 
and productivity on acquired skills and knowledge are not denied. But it is 
highly improbable that a leading economy has the same advances in pro-
ductivity in a new production process, it has not yet been active in before, 
as in old processes where it has already acquired experience in relation to 
an economy which has not been active in neither of the two production 
processes. The essential term is ‘same’. The more advanced economy is 
more productive also in the new production process, but its advance is not 
equally important but smaller. It has, therefore, comparative advantages in 
the old production process although it is also more productive in the new 
one. It is not ‘competitive advantage’, a very unclear notion, but ‘compara-
tive advantage’ which shapes specialisation.

The mechanism can easily be illustrated by the division of labour 
between two students coming to Europe from Asia. We assume the first has 
already passed a year of studies in Amsterdam. He dislikes the plains and 
goes to Austria where he is able to have his girlfriend from his home coun-
try joining him. They have to work for their living by filling forms where 
Dutch and German language is needed. Although the boy, having already 
started to learn Dutch is rapidly much better than his girlfriend in German, 
so that he is able to fill more rapidly both the Dutch and the German forms, 
the boy would first fill the Dutch forms, leaving the German ones to his 
girlfriend and only filling German forms if he has time left.

The specialisation on old products despite higher productivity in new 
products has often occurred in history. It has allowed catching-up econ-
omies to overtake former leaders especially in branches with new tech-
nologies (Dormois & Bardini 1995: 100). France was very advanced 
scientifically and technically in the 18th century but left the production of 
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mass consumption industrial products to Britain.28 The inventions of the 
second industrial revolution (electricity, chemistry) were all made simulta-
neously in Britain and Germany.29 Britain was earning so well with the old 
products (textiles) that it did not care for developing electrical machinery 
and chemical industries which were left to Germany and the United States.30 
Both countries overtook Britain in industrial production in productivity 
during the interwar period.31 The complaint that nowadays Germany is 
specialised on old industries (machine building, vehicles, chemistry) and 
has ignored the microelectronics revolution has been largely advanced in 
the last decades.32 The fax machine has been invented in Germany but has 
been developed and produced in Asia as it seemed not to be profitable in 
Germany (Kremendahl 1995: 971).

The increasing transferability of technology makes this danger more 
threatening as it reduces the importance of immobile elements in produc-
tivity increases and makes productivity increases less path dependent.

Threat of being overtaken becomes more relevant in an underconsump-
tionist situation. Let us assume a truly capitalist world economy where all 
participating economies achieve high levels of employment. Assume now 
that there is an innovation in one of these economies, we may call ‘A’. Its 
balance of trade improves. The new branch attracts capital from other walks 
inside the own economy but also from outside. Its exchange rate appreci-
ates. The exchange rate of the rest of the world falls. Branches without 
innovation lose their competitiveness to producers in the rest of the world 
which I call ‘B’. The amount of depreciation depends on the relative back-
wardness of the non-innovative branches in ‘B’ in relation to ‘A’, as the fall-
ing exchange rate of ‘B’ makes branches competitive in ‘B’ which previously 
could not sell abroad (Elsenhans 2001a: 62 ff.).

If ‘B’ is a capitalist economy, devaluation will lead to increases in its 
production for its home market and for the world market in those branches 
where its lag in physical productivity is lowest. ‘B’ will increase its exports 
rapidly in those branches where there was no innovation in ‘A’. As ‘B’ is 
a capitalist economy, there will be wage increases because of increases in 
production, also in the ‘old’ branches. Italy captured large part of the world 
market for labour-intensive shoes and textiles produced by its small-scale 
industries of the Third Italy, Emilia Romagna with high wages by Italian 
standards.33 This is a good example for high levels of employment with 
low levels of productivity increase in old industries. High levels of employ-
ment will in addition favour productivity-increasing innovation even in 
old industries as the entry of information technology in many of these old 
industries in the last three decades has shown (Elsenhans 1990: 15). High 
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levels of employment on the basis of still well-earning workers maintain 
internal demand on which further innovation can be based.

If ‘B’ is a capitalist economy, the tendency to full employment triggers off 
adjustments between relative prices as described in Chapter 2 (on the capi-
talist mechanism homogeneous factor productivities created through com-
petition on factor markets (p. 21). The expanding production in branches 
with low productivity lags leads to more employment and competition for 
labour: Wage rates increase also in the non-affected branches. The capitalist 
mechanism of growth on the basis of high mass incomes is maintained with 
some shifts of employment to the ‘non-innovative’ branches of produc-
tion and a continued pressure for reducing labour costs through innova-
tion because of the continued scarcity of labour. Branch wise productivities 
converge through changes in relative prices of products. Productivity dif-
ferences in monetary terms in relation to the economy ‘A’ tend to become 
identical. In case of further innovation in ‘A’, ‘B’ becomes competitive in 
new branches with new employment effects and new export possibilities. 
If ‘B’ maintains high levels of employment, any new even unfavourable 
specialisation allows new specialisations with new employment possibili-
ties. There may be (limited) losses in export earnings but no threat to high 
levels of employment. As ‘A’ enjoys improving terms of trade in the wake 
of its innovativeness, the lower levels of international costs of production 
in ‘B’ may result in ‘B’ having lower costs in exploiting the next generation 
of innovations. ‘B’ catches up with ‘A’. ‘B’ has lower international costs for 
its immobile factors of production, maintains its possibilities for growth 
via the internal market, remains a flexible economy because the capitalist 
mechanism of productivity convergence continues to work and maintains 
its possibilities for participating in the exploitation of the next generation 
of innovations.

Let us now assume that the ‘rest of the world’ is no longer a relatively 
homogeneous economy ‘B’, but divided between a capitalist area with high 
levels of employment and a non-capitalist area which I call ‘C’. Because of 
a large amount of workers who are unable to produce at least their subsist-
ence in agriculture, there is structural unemployment. ‘C’ is able to com-
pete with ‘B’ after ‘B’ has to focus more on older products with higher 
wages as assumed in the benign model without the existence of ‘C’. ‘B’ will 
not be able to expand its employment on the basis of old industries in case 
‘A’ innovates and destroys the competing productions of the innovative 
sector in ‘B’. ‘C’ will be able to supply the non-innovative products on the 
basis of its cheap labour and reduce their price so that ‘B’ can no longer 
compete in non-innovative products on the basis of its to high labour costs.
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If there are high levels of employment in the whole world economy, the 
danger of being outpaced or overtaken in productivity is not seriously felt 
because the falling behind economy can maintain high levels of employ-
ment on the basis of its specialisation on ‘non-innovative’ products. It can 
even hope to acquire later on comparative advantage in new branches on 
the basis of still high levels of economic activity which are supported by its 
own home market.

The emergence of a C-world has no influence on this configuration 
between advancing, falling behind and once more catching up and overtak-
ing economies as long as one of the two following conditions is fulfilled:

1. The C-world has comparative cost advantages in a very limited spec-
trum of products on the basis of high productivity levels in com-
parison to the advanced industrial countries. The market-based 
exchange rate reflects this high productivity (low-productivity dif-
ferentials) and renders all other productions of the tradable goods 
in the C-countries uncompetitive. This was the case when Third 
World countries specialised in mineral and tropical raw materials.

2. The C-world has comparative advantages in some manufacturing 
products, but its productivity lags are still high so that the costs nec-
essary for the transformation of comparative cost advantages into 
cost competitiveness cannot be covered. Causes may be high trans-
port costs which are not affected by devaluation or a low surplus of 
the local production of wage goods which does not allow supply-
ing the local labour in the export sector with locally produced wage 
goods. This corresponds to the actual situation of the internationally 
marginalised areas of the Third World, for example, sub-Saharan 
Africa or landlocked countries in Asia.

The challenge of actual globalisation consists in the weakening of these 
barriers: transport costs have decreased; raw material prices have fallen until 
the recent import drive of the threshold countries so that high raw material 
prices do no longer keep exchange rates high for the C-world (this means 
the end of Dutch disease); the Green Revolution has worked in large parts 
of Asia and Latin America.

It is the danger of being overtaken in also very modern products which 
keeps the most advanced countries from playing the game of continued 
adjustments in their specialisation with the catching-up world. As long as 
the most advanced economies have their comparative advantages in the 
most modern products (and hence also technologies), they can maintain 
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high levels of employment by pushing the expansion of their internal 
demand. The demand for the newest products is highly demand elastic and 
benefits the home industry. This is the configuration on which the product 
cycle theory was based. Rising mass incomes in the leading economies lead 
to the de-localisation of the production of older products to technically less 
advanced economies which are catching up without endangering the capi-
talist growth mechanism in the technically more advanced economies. If, 
however, catching-up economies early on acquire comparative advantages 
in the most innovative products, leading economies with their higher wage 
costs due to high real wages and high exchange rates feel threatened from 
competition of low-labour-cost countries: the ‘ugly ants’ working without 
interruption first in Japan than in China.

The reaction consists in strategic trade (Krugman 1979: 479, 1986) and 
industrial policy.34 Independently from the initial comparative cost advan-
tages, lasting comparative cost advantages can be acquired on the basis of 
early entry into the production of a new product, the early capture of the 
world market and the development of economies of scale on the basis of 
this capture. The followers can enter the production of this product only 
by overcoming high barriers to entry with initially high costs. They have 
to pay for initially sub-optimal sizes of plants and high degrees of underu-
tilisation of plant and equipment, as initially their production capacities 
are oversized in relation to the share of the market which they can achieve 
at an early phase of entry into the production of the new good.35 Strategic 
trade requires industrial policy. Industrial policy implies investment, the 
profitability of which can neither be foreseen nor be guaranteed. On a large 
scale, industrial policy requires protection of those industrialists who invest 
in uncertain industries of the future. This does not necessarily mean state 
planning, as governments in leading economies do not know better than 
industrialists which are the industries of the future.

As well, non-governments also do not: Half of the predictions of the 
institutes of futurology of the second half of the 20th century have been 
wrong.36 But even if industrial policies are applied with restraint in not 
putting one’s eggs in only one basket, industrial policy implies rent. The 
necessary government guarantees for early risk takers have to be paid 
by somebody who does not benefit from their success of promoted new 
branches. Burdens have to be limited and so has to be the number of pro-
moted projects. There has to be a rationing process which is not based 
on an anonymous market but on political negotiation processes. Industrial 
policies, therefore, cannot avoid bureaucratic target setting whatever the 
attempts to limit bureaucracy. Because of the difficulties in forecasting, the 
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inevitable infringements on competition may not only endanger technical 
leadership but may also lead to intensified rent-seeking (Amsden & Singh 
1994: 654; Weiss 2005: 732).

One way of guaranteeing competitive advantage consists in concentrat-
ing on quality. This was the solution of the old tributary modes of produc-
tion. It is adopted now by some leading industrial countries. The pattern 
of specialisation of the German motor industry illustrates such an attempt 
(Abelshauser 2001: 522). The technical sophistication of cars is increased. 
Gadgets are added. Germany even keeps major motorways from speed limits 
in order to increase the interest in high-powered high-speed cars. Many of 
the characteristics on which the attractiveness of such cars is based are not 
due to special skills of German workers. The production can be realised 
in a less advanced economy, in the German case in the Central European 
countries (Dudenhöffer 2005). The car is only assembled in the technically 
leading country in order to convey to it the image of the high-technology 
trade mark. Price formation is linked to distinction like in old luxury 
products. Sinn’s (2005b: esp. 26) argument about of the development of a 
bazaar economy in Germany reflects this increasing share of a luxury rent in 
German export earnings. The threat of being overtaken by low-income but 
rapidly growing markets is normally not perceived. Continued superiority 
in luxuries appears as a guarantee of good earnings (Kuntz 2007). This is 
quite similar to the late 19th-century British belief that the new industries 
of the second industrial revolution of the 19th century did not matter.37

Luxury orientation implies unequal distribution of incomes in major 
markets. In the technically advanced world sales of still leading enterprises 
increasingly depend on higher degrees of inequality of distribution.38 The 
technically leading world develops a luxury pole of industry whereas mass 
production is transferred to less developed world without creating there 
necessarily high levels of employment. The West is happy to sell luxuries to 
a tiny minority in China, but China develops the new mass-consumption-
oriented industries.

The tendencies to infringe on the principles of market competition 
because comparative cost advantages are not being distributed along the 
hierarchy in productivity growth can best be limited if the hitherto under-
developed economies achieve rapidly a high level of employment. As the 
possibilities of enlarging their own internal markets are limited until mar-
ginality is overcome or at least decisively reduced, the advanced industrial 
countries are the main resort for providing a rising world demand in order 
to ease the transition to a global capitalist system.
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Rent-seeking in Export-oriented Industrialisation of 
Catching-up Economies

Devaluation is not cheap. The critics of devaluation have often insisted 
on the high losses in foreign exchange.39 Industrial policy is less risky for 
a catching-up economy as the task is to imitate more advanced economies 
(Leff 1985: 347). Upgrading exports is possible by promoting the acquisi-
tion of known skills and to gauge the success on the basis of achievements 
elsewhere. The money required for subsidies can be obtained by taxing 
export products which are already competitive at a higher exchange rate. 
This corresponds in substance to the pattern of industrialisation based on 
taxing raw material exports in order to launch import-substituting industri-
alisation. Such rent appropriation is also possible on the basis of specialisa-
tion in price-inelastic and income-inelastic manufactured goods.

South Korea had been so successful in exporting textiles and cloth-
ing that its exports became price and income inelastic. Further increases 
in quantities exported could be achieved only with deteriorating terms of 
trade (by further devaluating the currency). Instead, South Korea blocked 
textile machinery imports.40 South Korean textile exporters had to turn 
to the local producers of spare parts and ask them to produce complete 
machines obviously at an initially higher cost than the machinery until 
then imported. The textile exports had low price elasticities of demand. 
Their higher international prices because of higher machine costs did not 
lead to compensatory decreases in quantities. The import content in export 
earnings decreased and overall employment increased. The South Korean 
share in value formation increased. In addition, the local construction of 
textile machinery increased the local skills in machine-making and contrib-
uted to the emergence of a South Korean machinery production, for other 
branches. Any machine is an assembly of metal parts conceived for execut-
ing repetitive movements and power transmission in order to work on a 
workpiece. Learning in textile-machinery-making improved the capabilities 
in any machine-making.

In strictly economic terms, the solution adopted by South Korea was 
only slightly different from the policies of oil countries to appropriate rent 
in oil exports from which to finance programs of industrial development. 
Financial support was given to undertakings which were expected to con-
tribute to the diversification of the economy. In the South Korean case, 
the rent was incorporated in the higher export prices which followed the 
‘artificial’ increase in the cost of the machinery. The rent was directly paid 
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to the diversifying industry in the form of the prices for the equipment the 
new machine makers had to charge. Competition was maintained amongst 
the machine makers as they were protected only from foreign competition, 
not from local competition. There was no moral hazard between the fund-
ing agency and the promoted enterprises because all machine producers 
had access to the rent in the form of market prices under competition. 
The customers of the machine shops were themselves businesspeople with a 
clear knowledge of the technologies required. They knew the cost effective-
ness of different choices of substitution of labour and equipment in their 
plants. They were probably better extension agents for the machine produc-
ers than government officers and remote from corrupt practices. The rent 
was appropriated with a minimum of administrative costs and channelled 
into a subsidy for diversification of industrial production with practically 
no moral hazard.

Such practices of diversifying the local industrial apparatus on the basis 
of export charges are most varied. Singapore (Holtgrave 1987: 59–81) has 
levied special payments on its low-skill industries. Enterprises which paid 
low wages were taxed on the basis of their declared wage bills. The pro-
ceeds were used to finance training programs for labour to be employed 
in technically more demanding industries. Many export-oriented countries 
adopt the mechanism already applied in import-substituting industrialisa-
tion of requiring foreign investors to gradually raise the local content of 
their production.41 Affiliates of foreign enterprises will address local pro-
ducers to start the production of new inputs and even equipment. In order 
to limit their own costs they will provide these producers with knowledge 
they own themselves. The strategy is acceptable to foreign investors as long 
as they achieve the same profit rate they would get elsewhere. In the foreign 
enclave normally high profit rates (extra profits) are achieved because of 
structural heterogeneity, a major characteristic of underdevelopment.42 In 
these enclaves, multinational enterprises produce with their own technol-
ogy at productivity levels close to their home countries, but with cheap local 
factors of production. As long as prices stay high, they earn extra profits.

Even when having to pay additional burdens, the investors still earn 
ordinary profits so that they do not run away. It may be difficult for such 
companies to find equally yielding investment opportunities in the under-
developed economy. As long as the companies dispose of these extra profits, 
they might be tempted to export them. With import content rules which 
link the further access to profit to new investment in less profitable activi-
ties, the average profit rate goes down in the original line to ordinary profit 
rates because of at least initially higher cost inputs. The local production 
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of these inputs may contribute to industrial diversification and can help to 
improve the overall efficiency of the local economic environment. Brazil’s 
automotive supplier industry is a good example.43 Taiwan has used the same 
mechanism early on.44

Raw material rents have not played such a role because especially oil 
countries were hampered in two ways from benefiting from such a diver-
sification strategy. High rents led to high exchange rates which made all 
other exports and despite protection many import-substituting industries 
uncompetitive. These countries suffered from the ‘Dutch disease’.45 In 
addition, raw material production, especially oil production, is character-
ised by specifically sophisticated and very costly equipment. The cost of 
starting production of this type of equipment is comparatively high (Sid 
Ahmed 1995: 77 f.) in relation to the cost of production of equipment for 
manufacturing, especially for technically less demanding labour-intensive 
products with which export-oriented manufacturing normally starts.

Where competitiveness of the leading industrial countries depends on 
the employment of special-purpose machinery, simpler substitutes can nor-
mally be used in economies with lower labour costs. The higher quality of 
the manufactured goods precludes the employment of lower quality invest-
ment goods, but the expansion of the market for lower quality final products 
through the catching up of the less developed world creates new markets 
also for lower quality machinery and the resulting products. China’s export 
offensive in the underdeveloped world is a good example. In India or Africa, 
Chinese products have become competitive despite their very low quality 
because of their price.46 The concentration of the leading machinery pro-
ducers of the world—Germany, the United States and Japan—on special-
purpose machinery leads to the emergence of a local machinery production 
in the more advanced of the still technically backward economies. The lead-
ing machinery producers give up these less sophisticated production lines.

This modification of the international division of labour in technol-
ogy production will probably not put an end of the overall hierarchies of 
unequal development in technology production. This is in opposition to 
my argument that because of comparative cost advantages, the long-time 
assumed tendencies to stable hierarchies in the international pattern of spe-
cialisation cannot persist. There are special mechanisms in technology pro-
duction which make this sector resistant to overcoming inequalities in the 
international division of labour. They provide at the level of theory a good 
example for the paradigms of continued inequality at a world scale. This is 
due to the fact that productivity increases in equipment production affect 
productivity in the production lines which use this equipment.
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A machinery producer can introduce new machinery if it reduces costs 
by saving on inputs, labour or machinery costs. Most machinery achieves 
this effect by reducing the amount of labour directly used in the produc-
tion process. It substitutes direct labour by more intelligent labour used in 
the design and production of the machinery. This use of higher quality of 
labour may be the empirical background for the usual prediction of a rising 
capital intensity of production. The net effect of these cost changes (reduc-
tions in the cost of direct labour, higher costs of machinery and, hence, 
higher costs of labour in the production of the machinery) may lead at 
constant labour remunerations to savings. In that case, it is a rationalisation 
investment (Bonhoeffer 1967: 25; Bourlès & Lorenzi 1998: 240). It may 
be that the new machine saves quantities of direct labour by expending high 
amounts of indirect labour so that overall labour does not decrease. It can, 
however, still reduce costs if the cost of less skilled direct labour employed 
in using the machine increases during the lifespan of the machine in rela-
tion to the cost of highly skilled labour in the production of machinery 
at the time of its production. This is a defensive investment. This type 
of equipment is, therefore, competitive only in economies with rising real 
labour costs and should be less attractive in economies where real labour 
costs stagnate because of stagnating real wages.47

An innovating machinery producer is normally unable to capture the 
benefits that the new technology provides to the user. He has to trans-
fer the economic benefit of the innovation to the user of the machinery 
through a lower price of the machinery. He can sell his new machinery 
only if he reduces its price to the level where the user receives a benefit 
from opting for the new technology (Cohen & Levinthal 1990: 135  f.; 
Elsenhans 1984: 552). The producer of the technology is ready to lower 
the price of his product as long as they earn average profit rate including 
the cost of development for the next generation of machines, otherwise 
he would compromise his future chances for growth and disappear from 
the market. If he undersells competitors by not charging these costs in the 
sales price of the machines actually produced, he jeopardises the future of 
his business.

The innovative machine producer confers a benefit to the machine user. 
Any user of the new machine realises an increase in his productivity and has 
lower unit costs of his production, in principle without having acquired any 
new skills himself. The producer of the machine, and only he, has acquired 
the skills of not only using this better technology but also of producing the 
next generation of machines. He has earned an invisible resource that he 
no longer has to pay for but which reduces the cost of conceiving a new 
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generation of machines in comparison to a competitor who newly engages 
in machine production.48 As machine costs are only a share of the machine 
user’s total cost of production, these invisible cost reductions in machi-
nery production have a greater impact on productivity in machine produc-
tion than in the branches that apply the machines. Productivity increases 
due to these invisible gains in machinery production are higher in machine 
production than in the machinery using branches.49

If a machine user in a technically less advanced economy is able to oper-
ate the new technology at the same level of efficiency as the users of the 
new technology in the technically more advanced economy, the technically 
less advanced economy acquires comparative advantages in the machine-
using branch. The productivity advance in the technically more advanced 
economy is higher in machine building (no productivity advance in the less 
advanced economy) than in machine using (same productivity advance in 
the less advanced economy).

The possibility of catching up in new industries without having enjoyed 
learning by doing and the tendency to stabilise leaderships positions in 
most advanced investment goods production have an important conse-
quence for the promotion of technical learning. In the Korean example it 
was shown that machine users could become competitive to such degrees 
that they faced declining earnings because of low price elasticity. Declining 
prices through worsening terms of trade did not change comparative advan-
tages. In such a situation, total earnings can increase through the strategy of 
climbing up the ladder from final good to machinery production. Earnings 
can increase despite comparative disadvantages in machinery production 
because a further decline in prices for final products is avoided. Perhaps 
in the case of further devaluation, local machinery production would have 
become competitive, but only in the wake of losses of foreign exchange 
earnings.50 Climbing the ladder before competitiveness is achieved may, 
therefore, be rational. The best solution for a technically less advanced 
economy would then consist in looking for export opportunities on the 
basis of comparative advantages and promoting the local capacities in tech-
nology production against the rules of comparative advantage.

The conflict about World Trade Organisation (WTO) rules is a direct 
emanation of these possibilities. The protection of national innovation sys-
tems which always combine competition and government promotion is a 
consequence and manifestation of this contradiction.51 This can include the 
protection of national enterprises which specialise in the development of 
technologies. Catching-up economies which engage in devaluation and the 
promotion of their internal mass markets are better placed in this race than 
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the leading economies which seek shelter in the excellence of their technol-
ogy and of their final consumption goods. Catching-up economies have 
only to learn about the latest knowledge and skills from elsewhere. Even if 
this knowledge is protected, they know what to learn and what to search 
for. Leading economies do not know what they should learn: They have to 
discover what they could learn.

The Export of Rent-seeking into the Capitalist World

If the capitalist world is not able to transform the non-capitalist world into 
a capitalist one, the limited expansion of capitalism into the non-capitalist 
world hits back unto the capitalist world. The capitalist world develops 
itself as rent-based structures and imports social structures of the non-
capitalist world and this despite the appearance of globalisation of its own 
social and political structures. Market relations can go with many social 
and economic structures, not only the ones which had preceded the emer-
gence of capitalism, but also the ones which we may become acquainted 
with in the future. We may perhaps be not even aware of the change in the 
quality of market relations from perfect markets to markets based on a mul-
titude of rent situations. The same is true with participation: Non-capitalist 
structures were not devoid of participation as claimed by the theorists of 
Oriental despotism (cf. Chapter 2, note 47). ‘Defective democracies’ 
(Herbst 2001: 358; Merkel et al. 2003) of the third wave of democratisa-
tion mostly have formally free electoral regimes. We may live in political 
and economic systems also in the West which continue to exhibit formally 
many elements that we are accustomed to associate with bourgeois demo-
cracy and capitalism. It can, however, not be excluded that in reality we 
have already lost the social contents of capitalism and democracy because of 
the disempowerment of labour.

The leading industrial countries cannot apply the strategy of devaluation 
cum rising mass incomes to any a large degree, because any devaluation will 
lead to further devaluations by the catching-up economies as long as they 
have not achieved high levels of employment. The leading industrial econo-
mies, therefore, try to keep their costs low by reducing real consumption. 
They contribute by this way to the intensification of the underconsump-
tionist tendencies triggered off at the global level by devaluation-driven 
export-oriented industrialisation of the catching-up economies.52 It is 
misleading to attribute these problems of maintaining employment and 
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international competitiveness in the West to wage levels which are too high 
as the developing economies rely on devaluation-driven growth and shifting 
comparative cost advantages. The new competitiveness of low labour-cost 
economies is, however, used by business in the West for imposing wage 
restraint. Such wage restraint is, however, economically inefficient as it does 
not decrease Third World competitiveness. It further intensifies the ten-
dency to underconsumption in the technically leading economies as well as 
in the world economy and further reinforces the emergence of rents.

If the new competitiveness of emerging countries was due to too high 
wages in the technically leading countries, then wages in the export sec-
tors and the import competing sectors would have to be low in relation to 
wages in the non-tradable sector.53 In fact, in technically leading countries 
like Germany, wages especially in the export sector are high in relation to 
the average wage level. In these sectors of the leading economies there is 
no competition from low-labour-cost production sites. The pressure for 
wage restraint is high not where there is worldwide competition, but where 
there is no competition at all such as in non-tradable services. 54 Hence, it 
cannot be argued that the pressure for wage restraint is triggered off directly 
by international competition but only indirectly. The transmission belt is 
created by the interpretation of joblessness by the powerful ones, the ruling 
class, in the technically leading countries. It is argued that lower wages 
would lead to more jobs, and the isolated cases of plants migrating to low-
labour-cost areas are highlighted in support of this argument.

The loss of jobs in the technically leading economies to the periphery 
is much less due to a running away of industries to low-labour-cost coun-
tries than to a higher increase in productivity in relation to the increase 
of production in the developed world. Productivity outpaces production 
(cf. Chapter 5, note 12). The resulting underconsumptionist tendency may 
have various aspects, but the essential characteristic consists in real wages 
not growing in line with productivity increases. This lower rise of real wages 
in relation to productivity cannot be explained by the neoclassical criticism 
of Keynesianism as also according to neoclassical economics, wages have to 
increase in line with productivity increases plus/minus changes in terms of 
trade and the ICOR.

I have already referred to the tendency of neoclassical economists to 
abandon their own theory of the wage drift arguing that shed off work-
ers have zero productivity (cf. p. 120). The production of an unemployed 
worker has, however, to be evaluated also within the framework of neoclas-
sical economics on the basis of a full employment level of demand. In a 
Keynesian world, the level of full employment demand is itself a function 
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of the wage rate. Only in the case of full employment the neoclassical cal-
culation of the marginal product can avoid the tautology that the wage 
rate enters both the right and the left side of the equation which compares 
marginal product and marginal cost of labour (Irsch 1979: 47). The issue 
of unemployment in the leading industrial economies has, therefore, to be 
dealt with in the light of the causes for unemployment and not vice versa, 
especially if the economy is characterised by a balance of trade surplus as in 
the case of Germany. This balance of trade surplus clearly indicates that the 
economy is so competitive that it sells more to the rest of the world than it 
buys from it. An increase of its consumption and, hence, its wage bill with a 
reduction of its exports are compatible with overall equilibrium.

This issue is of central importance: It shows that under globalisation 
the neoclassical (not the Keynesian) model can no longer be maintained 
because, to the difference of Say’s world, the partial disequilibria on national 
labour markets are an aspect of disequilibria on a transnational market with 
adjustment processes elsewhere, but not within the same national econo-
mies. At a given exchange rate, wages for one industrial sector ‘B’ may be 
too high in relation to a foreign competitor. Labour in this sector is shed 
when due to increases in average productivity either the average wage rate 
increases (and this leads to an increase of the wage rate also in sector ‘B’) 
or if the exchange rate appreciates due to productivity increases in a more 
dynamic sector ‘A’. Only in the case of rapid growth it can be hoped that 
the innovative sector ‘A’ can absorb this additional labour. The demand for 
‘A’ cannot, however, come from sector ‘B’ in the own economy because this 
sector is under competition from the catching-up world. Demand for sector 
‘B’ from the catching-up world may, however, also be insufficient due to 
the strategy of devaluation. In a Keynesian world, it can be shown that full 
employment can be maintained if the advanced economies grow because 
also the less advanced economies increase their demand for the products 
of the dynamic sector ‘A’ and their own internal mass consumption so that 
even competitive pressure on sector ‘B’ is reduced.

We are not at the end of Keynesianism, but at the end of national 
Keynesianism and need a worldwide Keynesianism. In order to prepare 
worldwide Keynesianism, we have to behave at national levels in ways 
in which we do not intensify the challenges to be solved at the interna-
tional level. Each country should avoid aggravating underconsumptionist 
tendencies.

It is not a lack of productivity which keeps real wages from rising at 
national levels. Other causes have to be looked after in order to explain 
why the neoclassical wage drift is disestablished. They are to be found in 
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the general Keynesian argument about a lack of demand. The link between 
globalisation and the disempowerment of labour focuses on the question 
that how globalisation disempowers labour, although it is not a lack of pro-
ductivity and competitiveness which are the causes. Why does globalisation 
disempower labour and does globalisation only complement other tenden-
cies to the disempowerment of labour?

In the Keynesian framework, capitalism is always unstable because 
the neoclassical wage drift only operates in case of full employment. 
Globalisation in its form of intensified de-localisation of production to low-
labour-cost production sites could cause by itself a lower level of employ-
ment in the leading industrial countries only if it would lead to balance 
of trade deficits. Such balance of trade deficits cannot be observed for the 
already industrialised world in its overall relations with the catching-up 
economies. The argument of an increasing share of imports in the export 
of leading industrial economies which Sinn criticizes as a bazaar economy 
is empirically valid only if there is an overall balance of trade deficit, not 
if exports are characterised by an increasing share of imports. There is no 
such increasing balance of trade deficit in Germany’s relations with the rest 
of the world.

With respect to possible internal causes for unemployment in the lead-
ing industrial countries, I see three main causes:

1. Investment necessary for the expansion of production is reduced due 
to the composition of production and the nature of the technical 
progress.

2. An increasing heterogeneity of labour reduces not only its stability 
but also its solidarity.

3. An increasing propensity to save out of workers’ household incomes 
which constitutes a claim on the profit earnings of capitalism 
entrepreneurs.

These three mechanisms disempower labour and lead to new arrange-
ments which weaken the capitalist growth mechanism. Globalisation 
reinforces but does not create these tendencies.

There is a shift in the mix of production in technically advanced indus-
trial countries and a shift in the composition of value formation. With 
increasing services,55 the amount of capital needed for increasing produc-
tion tends to decrease. Services are not capital intensive.56 The share of 
industrial employment in total employment decreases. Industry has been 
hitherto the main outlet for the use of financial resources for investment.
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With less investment required for the extension of production, the share 
of profit in the real economy would have to decrease. If financial markets 
existed only for the provision of finance to the real economy, their volume 
would also have to shrink. This functionally based requirement for a shift 
in the distribution of income stands across the claims of social groups for 
maintaining their share in income distribution. The redefinition of the rela-
tion between financial wealth and the real economy is resisted by the ‘pow-
erful’ and successfully resisted if they are able to appropriate ‘profits’ on the 
basis of oligopolistic market structures which allow mark-up pricing.

Despite rapid innovation, the new technical wave of microelectronics 
has not yet led to massive investment outlays in the economy, especially 
in industry (Bryson 2001: 183 f.). The information revolution contributes 
to productivity increases but does not lead to a sizeable even temporary 
increase in investment spending. The COR does not increase, to the dif-
ference of other major innovations in history such as the steam engine, 
the railway or the car with the infrastructures connected to it (Fagerberg 
2000: 409; Gordon 1999b: 8, 1999a: 21–23). With a decreasing rate of 
growth of investment spending, new investment is increasingly financed by 
amortisation. In the 1960s, amortisation accounted for about one third of 
the gross investment, in the last decade in Germany for more than 75%.57 
This implies that the net profit in the real economy had to decrease and so 
also the net rate of profit as the relation between the net investment and the 
net capital stock. The parallel increase in low-capital-intensive services and 
relatively low-capital-intensive industrial branches indicates new causes of 
productivity growth which are independent from accumulation of physi-
cal capital. Physical capital could be easily owned as an asset in a balance 
sheet despite the inflation of assets through the incorporation of immaterial 
assets. Human capital is difficult to organise in ways which allow its appro-
priation by individuals other than the person who applies the skills called 
human capital. When fixed capital becomes less important for the growth 
of production, the share of profit would have to decline. As long as high 
profit rates are, however, the mechanism on which the privileged position 
of the capital owning class is based, the capital owning class interprets such 
developments in the real economy as a disadvantage imposed on it by the 
powerful position of labour. It will interpret objectively favourable condi-
tions for growth as seemingly unfavourable conditions. Indeed, high pro-
duction increases per unit of the additional capital invested are favourable 
for growth, but unfavourable conditions for the class position of the owners 
of capital. As a result, the capital-owning class will be reluctant to invest. 
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This further contributes to low investment spending even if this does not 
disempower only labour but also the owners of the capital.

Labour has achieved in technically leading economies a position of 
material well-being where material needs decrease in importance in rela-
tion to non-material needs. One aspect is largely discussed under the head-
ing of post-materialist value orientations (Block 1985: 157 f.; Inglehart & 
Baker 2000: esp. 49). It is not the pursuit of non-materialist values which 
constitutes the challenge, but the implications which this new orientation 
triggers off.

Public goods become important, such as the environment. If these goods 
are consumed as publicly owned goods, especially also if they are produced 
as publicly owned goods, the share of publicly owned fixed assets increases 
(Block 1985: 95; Kamieniecki 1991). This constitutes a reduction of the 
areas where profit-yielding assets can be owned and reduces the possibility 
of using profit and, hence, privately owned assets as part of the portfolio of 
private capitalists.

As well, with an increasingly post-materialist orientation, material bene-
fits from selling one’s labour power become less important. The flexibility 
of the labour market in capitalist economies is based on the interests of 
workers in such material benefits. Either labour is deprived of such benefits 
and this intensifies the underconsumptionist threat or it participates in such 
benefits. As they become less attractive, their amount has to be higher in 
order to have a microeconomical effect, especially in the domains of labour 
mobility and flexibility.58

Labour markets become inefficient or demand becomes insufficient for 
provoking growth and in addition structurally growth impeding because of 
diversification. New forms of labour management may emerge: Hierarchical 
structures develop with a boss who controls the resources to be distributed 
and logic of ‘divide et impera’. Not only there is an opposition between 
those in relatively protected jobs and those with increasingly precarious 
employment, but also a hierarchy of grades of skills inside the plant. This 
hierarchy is often artificially engrossed.

Labour loses its homogeneity and more so the overarching conscious-
ness of its solidarity.59 The majority of labour explains its economic success 
increasingly not in terms of class relations and collective organisation but 
in terms of individual efficiency.60 Business first sheds unskilled workers 
in times of low activity. Skilled workers move increasingly into jobs with 
low-skill requirements and relatively low incomes.61 The preference of busi-
ness for highly skilled workers even in jobs with relatively low-skill require-
ments results in unskilled workers being particularly hit by unemployment 
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(Bloom & Freeman 1992: 544; Feenstra 1998: 32). A low-income sector of 
workers emerges which suffers from casualisation of work.62 An opposition 
between the still protected sector and the workers with casual work emerges. 
Joblessness, especially long-term joblessness is increasingly explained as 
being caused by a lack of skills and commitment to hard work.

This is different from an economy with high levels of employment 
where unskilled workers earn relatively high incomes if their job is painful. 
The example of rising haircutter wages (1950–1959 by 86%) in relation to 
metalworker wages (only by 60%) when levels of employment increased 
and labour became scarce in West Germany can be quoted as the empirical 
demonstration of the existence of negotiating power of unskilled workers 
if there is full employment.63 The interaction of a tendency of levelling 
worker incomes and periodical pushes of incomes of some workers with 
scarce skills (for example, the microelectronics sector until the crisis of the 
new economy) and casualisation of employment for all those with plenti-
fully available skills is at the basis of the shift from Schelsky’s64 levelled 
middle-class society to the two tier society (Glotz 1999). Here, all those 
without scarce skills and without integration into units which require firm 
specific learning by doing, often in reality ‘loyalty’, that is, discipline, are 
marginalised in the economic sphere.

Capitalism becomes socially disembedded but not in the perspective of 
Schumpeter (1950: 180). Capitalism does not suffer from a lack of entre-
preneurial talents and increasing bureaucratisation, but from the lack of the 
countervailing power of a working class which can no longer exercise such 
a role when it becomes more heterogeneous with less shared perception of 
values, interests and worldviews.

Organisational structures and inherited ideologies and values may delay 
the demise of the Western working class, but not prevent it: Labour had 
been complaining of being exploited, hence producing a surplus and, there-
fore, being politically powerful. It now becomes fragmented (Döring 1989: 
267  ff.). Some of its better-off parts engage in corporatist participation 
in distribution, its majority turns to the state from which guarantees for 
its survival are expected, not so different from the attitudes labour devel-
oped in tributary modes of production in relation to the ‘good emperors’. 
Employers are no longer considered as exploiters but perceived as provid-
ers of jobs to whom labour has to be grateful (Boyer 1990: 30; Yamamura 
2008: 84). Labour aristocracies are no longer the avant-garde within a 
labour movement which struggles for the emancipation of the working 
class as this had been the case in the 19th century.65 Labour aristocracies 
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become a privileged stratum which is rather fearful of violent action of the 
less well-off masses.66 They assume a similar function in the power structure 
as the better off in the fragmented communities of the tributary modes of 
production.

Labour in the most advanced countries is still confident to benefit from 
this benign, in relation to the ancient tributary modes of production demo-
cratically much more controlled ‘emperor’: When the financial crisis broke 
out in 2008, labour in Germany did not react with restraining its consump-
tion, because at least the more skilled parts of it still believed in the corp-
oratist arrangement that the state would not let them down.67

Nevertheless, labour in many countries, among them Japan and 
Germany (since the 1960s), has adopted an alternative of seeking shelter in 
the market economy by increasing household savings. Household savings 
of workers in Germany grew of from next to nothing (2%–3%) to about 
15% in the 1970s and remain at such a high level.68 The savings of private 
households destroy capitalism. Savings of average private households are 
primarily the costs paid as part of the wages by enterprises to workers, for 
which they do not get demand. Quite comparable to a shift of the working 
class to imported products, there is a lack of demand.

On the basis of the link between profits and workers’ incomes, profits 
were shown to be dependent on the demand for consumption goods in 
excess to the wages paid in consumption goods production (cf. pp. 7–10). 
A decrease in the demand of households because of savings implies that 
the total amount of profits earned in consumption goods production 
decreases by the amount of household savings.69 Household savings cannot 
push up the rate of growth of investment, as investment is financed either 
by retained profits or by credits from the banking system (Pasinetti 1974: 
109–132). Savings may ease the liquidity of the bank system, but will not 
decisively create it. Decreasing profits in the consumption goods produc-
tion implies a decreasing rate of profit in this department which impacts on 
the profit rates achieved elsewhere. Liquidity preference increases. Other 
things being equal, the rate of accumulation decreases in case of higher 
household savings.

Western capitalist economies have reacted to such decreases of the pro-
pensity to invest by policies of cheap money. Enterprises were expected 
to increase their propensity to invest when bank credits became cheap. 
However, at no level of non-negative returns on liquidity, an entrepreneur 
will invest in other projects than rationalisation, if there is no expanding 
demand (Patnaik 2009: 8; Siebert 2000: 235). The rationalisation investment 
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decreases the income paid out in relation to production. An increase of 
final demand in the wake of such investment spending in relation to pro-
ductive capacity can be expected only if there is ‘herding’ of investment—
many investors simultaneously spending money on expansion of future 
capacity. Cheap money policies may turn inflationary before they reach this 
critical level where simultaneous investment becomes so important that a 
scarcity of labour emerges in the labour markets. Only then will real wages 
rise. Only then an investment boom would lead to a longer term demand-
led growth process and a demand-led boom would emerge.

Private savings threaten business profits as the latter are more diffi-
cult to achieve if overall household demand decreases as a result of pri-
vate household savings (Elsenhans 1999: 116–128). In case of real savings 
of households, the equality of investment on the one side and profits on 
the other side is modified. Investment has to equal the sum of profits and 
real household savings (demand foregone). In an economy where workers 
save, full employment equilibrium requires investment spending in excess 
of expected profits, hence a rising share of debt-financed investment in the 
case of a rising propensity to private savings, especially among the house-
holds of workers. With a rising share of savings in national income, the 
Keynesian macroeconomic equilibria can only be achieved at the price of 
high inflation which would destroy liquidity and devalue financial assets in 
relation to fixed capital. Such a solution is, therefore, rejected. The prob-
lem, however, is that there is no other solution except for mildly combining 
expansionary monetary policies while trying to limit inflation. This implies 
stagflation, that is, stagnation with some inflation where neither growth nor 
stability is achieved.70

Inflation is also rejected because with a higher propensity to save the 
better-off part of working, population rejects inflation. The principle of 
prefering 5% of inflation over of 5% of unemployment proposed in 1972 
by federal chancellor Helmut Schmidt (1972) is not supported by labour 
when only one part of it, the last tier, suffers from casualisation of employ-
ment. The development of productivity under capitalism on the basis of the 
increasing importance of labour leads to its differentiation. This definitely 
removes the basis for labour’s idealisation by Marx and Engels (1969: 69) 
as a general class which has nothing to lose but its fetters.

Within the framework of this integration-fragmentation position in a 
new power configuration, labour does not develop a comprehensive con-
cept of how to manage the capitalist economy in a Keynesian manner. 
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Labour accepts the ideological hegemony of the existing structures of power 
and shares with them the ideological dominance of a microeconomically 
determined perspective, close to the view of business, as the background for 
a corporatist deal with the ‘providers of jobs’, at best. (Bergman 2011: 24; 
Boggs 1997: 747). The fundamental separation between ideology and 
real socio-economic processes through which capitalism has achieved the 
empowerment of labour despite opposing ideologies and through which 
capitalism was able to dissolve tributary modes of production is removed. 
The relation between ideology and real social process is reversed.

In the transition to capitalism, labour could tolerate any ideology of the 
organicist type which stressed the social functions of the privileged strata. 
Ideology did not matter because rising mass incomes reduced the amount 
of surplus available to the amount effectively spent on investment. Labour 
had not have to care for ideological hegemony if free competition, scarcity 
of labour, free labour markets and the absence of political power to force 
labour to work were guaranteed.

If, however, labour loses this power because of changes in its social 
and economic position, in its internal structure, and the structures in the 
demand for labour, labour would have to gain ideological hegemony. 
Cultural theorists of the prevailing version of constructivism would prob-
ably link this requirement to some process of learning and getting access 
to an appropriate understanding of the conditions for full employment. 
Marxists have dealt with this issue long before in their analysis of the forma-
tion of class consciousness. 71 They followed the obvious aim to establish 
the conditions for the emergence of a revolutionary conscience which did 
not take place except in severe crises of capitalism. Marxists had to accept 
with disappointment that mass revolutionary conscience was not produced 
on the basis of class positions. Keynesians in turn have to accept that voters 
will not develop a macropolitical view on how to maintain the conditions of 
capitalism. Voters are a-cultural and ultimately accept ‘fetishised’ positions 
according to which further growth and employment depend on a pattern 
of distribution of national income which favours capital, a view which is 
ultimately the particularistic view of business.

Capitalism could thrive in the interest of the masses as long as ideo-
logical hegemony was irrelevant for maintaining capitalist growth.72 When 
the automatisms of capitalism are weakened, labour is unable to develop 
a hegemonic ideological position for preserving its negotiating power and 
with this, capitalism declines politically and economically.
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In the case of the disestablishment of the capitalist growth mechanism 
through lack of demand, capital is sanctioned in the real economy under 
perfect competition. In case of open crisis, net profits become negative 
(Kreps 1935: 594; Levadoux 1980: 968). Under perfect competition, capi-
tal has to lower prices or to stop production because of lack of demand. 
There are two mechanisms to fight this challenge, increasing market imper-
fections and the shift to financialisation.

By eliminating weaker enterprises, those who can still hold on can sur-
vive even on the basis of lower demand. As long as gross profits are still 
positive, existing enterprises have the competitive advantage of disposing 
of financial resources from amortisations, which new entrants do not have. 
Concentration of production increases (cf. Chapter 6, note 57). Permanent 
tendencies to oligopoly develop on the basis of product differentiation in 
boom and crisis because of the growing complexity of products in the wake 
of higher levels and greater diversification of consumption (Rauch 1999; 
Wright 1978: 631). Market power increases and allows mark-up pricing 
(Choudhary & Orszag 2007; Vickrey 1995).

The actual drive to globalisation is characterised by concentration at 
the world level. The number of groups at the world level producing cars 
from industrial countries is today not significantly higher than before the 
opening of the German economy in Germany.73 In many other branches 
the degree of concentration is similar and only moderately lower due to the 
emergence of new transnational enterprises from the emerging countries 
(Nolan & Zhang 2002: 8). Oligopolistic groups follow mark-up pricing 
and are only marginally affected by changes in their cost structures. Major 
changes in exchange rates lead to pricing through,74 that is, fixing the prices 
in the importing economies in function of the now higher cost in their local 
currencies of the goods sent to them.

Oligopolistic groups exhibit profit margins out of proportion with the 
rate of growth of real world capital, the national capital stock or their own 
capital stocks. The rate of growth in profit is disconnected from such ele-
ments contrary to the expectations of the neoclassical golden rule of accumu-
lation75 which Keynesians would, in principle, accept as a yardstick. There 
is no growth rate of 10% of the world capital stock, but many enterprises 
in the oligopolistic sector of Western economies want to achieve profit rates 
of more than that. This can be achieved only by market imperfections, by 
accumulation to the detriment of other capitalists (the Mittelstand with its 
weak capital basis) and financialisation, the possibility to shift assets from 
the real economy to the financial markets (accumulation by dispossession).76
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Rise of Financial Markets and the Weakening 
of Capitalism

Financial markets are a necessary element of any capitalist economy. 
Capitalist economies are money economies. It would be very burdensome 
to transfer by direct contact a saving of an enterprise or a household to an 
enterprise which wants to invest without having accumulated savings in a 
bank account. Credit and money creation are mechanisms which emerge 
much earlier than capitalism in order to reduce transaction costs in market 
exchange. Without state intermediation, paper money or token money was 
invented not only in Europe but also elsewhere (China, West Africa) in 
order to settle operations.77 Signs which document exchanges are invented 
in the form of token money, so that at the end of the day only the balances 
of all the operations have to be cleared in the form of commodity money. 
Only commodity money has itself a labour value on the basis of its cost of 
production. Traders on Asian fairs even before the European expansion 
inscribed their debits and credits on documents sanctioned by the market 
authority and received at the end of the market period their balances (Juk 
1984: 60  f.; Ray 1987: 213). Token or paper money is a paper in itself 
without value, which provides its holder with purchasing power inside the 
community which adheres to common legal rules on the basis of trust. The 
bill of exchange78 is the promise to pay at an agreed date and place. It is 
accepted as a means of payment by all those who trust the emitter of the 
bill of exchange. If a public institution, for example, the state, issues a bank-
note, the state is responsible for its purchasing power. Where there is a state 
which can impose taxes and which accepts to be paid for its taxes with the 
banknotes it has issued, these bank notes are generally accepted as a means 
of payment. Anybody can use the banknotes for paying taxes so that even 
non-taxpayers can settle payments if somebody at the end of the line of 
exchange has to settle taxes (Mosler 1995: 5, 1998: 8).

Whenever there are banks which have access to paper money, they can 
create money. Banks accept deposits in order to lend them. Any lending 
to a debtor will lead to payments of this debtor to other market partici-
pants who once more give the money they receive as a deposit to banks 
which in turn will lend it out. Each credit handed out becomes afterwards 
a new deposit within the banking system. As credit can be produced in an 
economy with paper money at nearly no cost and is produced as long as 
there are market participants ready to take loans, control of money creation 
is necessary. If the banks create money which enjoys public trust because 
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this money is accepted by the state, ultimately the state is responsible. If 
the banks created money on their own, for example, in offshore banking 
places, which the hard currency states would not accept as a means of pay-
ment for their taxes on their own territory, an exchange rate between this 
bank-created money and the hard-currency area would have to develop and 
reflect the trust of the public in the solvency of these banks. Control could 
be private, if the money is not directly public money. This had been the 
case of the bill of exchange. It could also apply to the case of means of 
payment nominated in a currency guaranteed only by banks in offshore 
banking places.

The privilege of the banks to create money which the state accepts as 
taxes led to the creation of central banks since the mid-19th century. Such 
central banks intervene in the economic freedom of banks in order to influ-
ence the volume of money created (discount rate, minimum reserves). The 
goal is the adjustment of the volume of money to the need of the means 
of payments for transactions and the solvency of the emitting institutions, 
banks and the state. Money circulates in transactions outside the real 
economy. In case of transactions in the real economy there are always real 
assets behind the transactions. In transactions outside the real economy, 
assets which cover the circulating credit money are ultimately financial 
assets, hence financial claims of the emitting institutions. If the volume 
of money expands, more money may enter the exchanges in the real econ-
omy, triggering off inflation. If the money remains in the financial circuits, 
the relation between such financial assets and volume of money decreases 
with rising prices for assets but not for goods and services. 79 There may be 
interlinkages between the financial markets and the real economy. In the 
real economy these linkages need not to be very direct or automatic, for 
example, through demand for real products out of gains from speculation 
for goods and services. Expanding financial markets do not lead to infla-
tion in the real economy, but may even raise effective demand in case of 
a too low expansion of demand from incomes more directly linked to the 
real economy, such as wages, state demand or enterprise demand for real 
investment.80

The expansion of financial markets may, therefore, be welcomed by the 
real economy if the expansion of demand from other types of incomes does 
not clear the markets for goods and services at stable prices. Therefore, the 
expansion of financial markets often appears as a palliative for an already 
existing disequilibrium between productive capacity and mass demand. 
As the deteriorating relation between assets of the emitting institutions of 
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financial titles and the volume of money is not revealed immediately as long 
as speculators on financial markets believe that there is no such disequilib-
rium, the expansion of financial markets may aggravate disequilibria in the 
real economy.

Central banks may follow different goals (price stability, high levels of 
employment, stability of the external accounts, stability of the exchange 
rate) but until now have never interpreted rising values of financial titles on 
the stock markets as inflation, if such increases in values caused worry at all. 
They were interpreted as speculative bubbles. Price stability is interpreted 
on the basis of the prices for goods and services in the real economy. Rising 
prices for financial titles, especially shares, normally are interpreted as a sign 
of good health of the economy.81

Those who buy shares are not only considering the actually paid divi-
dends. They buy in expectation of future rises of the values. Rising prices of 
shares may reflect the expectation of rising dividends in the future and this 
on the basis of the expectation of a high growth potential of the respective 
firm. But the ‘investor’, a word never used for speculators as long as the real 
economy was in the focus of interest, can realise a higher future price of the 
share already, if many believe that the price of the share will rise. The earn-
ing potential of the firm whose share is traded may in reality not have risen; 
it is sufficient that the course of the share rises because a sufficient number 
of speculators believe that it will rise. Who expect rising courses may adjust 
on the basis of these expectations of rising value and assume that they 
are able to sell them before the prices fall when it will become clear that the 
firm has lower earning capacities. They must only expect that they are able 
to forecast the development of values more accurately than others, similar 
to a poker game. The expansion of the financial markets is, therefore, called 
casino capitalism (Paula & Alves 1998: 11; Strange 1986).

On financial markets expectations are traded. Banks can provide credits 
for such operations. Who correctly predicts the future is able to repay. If 
the banking system keeps credit expanding, all speculators correctly pre-
dict rising values because all titles traded in the financial markets rise when 
additional liquidity is supplied and their expectations do not change. If the 
expectation that financial titles will continue to increase in value ultimately 
collapses, then it immediately becomes visible that the financial wealth 
which was recorded in stock markets was just a bubble—literally an illu-
sion, a fiction. The wealth which was registered on the stock market was 
nothing more than a fictive wealth. It was only paper money for which no 
value had been created in the real economy. In this respect, everything is 
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merely psychology. The over expansion of money is inevitable if financial 
markets are left unregulated. Nevertheless, the necessary destruction of fake 
money is difficult because social groups have believed in this illusion and 
the destruction of this illusion hurts these social groups (Crotty 2009: 577).

The expansion of financial markets in capitalism corresponds to a large 
interest coalition. An active monetary policy which reduces the interest rate 
in periods of low economic activity is advocated by Keynesians because 
it helps to reduce liquidity preference of potential investors in the real 
economy (Keynes 1930: esp. 182). The true liberals, such as Hayek (1941: 
34), have argued against Keynes that this creation of artificial money ulti-
mately only aggravates the crises it tried to avoid. For Hayek, crises result 
from excessive or ill-directed accumulation in the wake of which the profit 
rate decreases. The destruction of capital serves to clean up the market and 
restores profitability. For Keynes profit and, hence, the average profit rate 
will not depend on productivity of investment, but on the amount of net 
investment in relation to the capital accumulated and not yet amortised. 
High investment spending, therefore, can improve the profit rate.

An expansive monetary policy corresponds to those variants of social 
democratic reform policies which hoped to reach sufficient final demand 
without social conflicts and without curbing the expansion of artificial 
wealth. They may be called monetary Keynesians.82

Obviously, earnings on financial markets in the wake of speculation 
benefited the finance industry. As any other branch of industry it welcomed 
higher rates of growth provided by measures of the state. There was no 
reason for the finance industry to warn against such measures. The experts 
of the banks and the intellectuals who believed in non-Keynesian neoclassi-
cal economics could all the more loudly express their support. Neoclassical 
economists and bank experts have no reason to doubt the viability of a 
mere expansion of financial markets as long as the money illusion is not 
challenged. The context for such a challenge would require that econom-
ics realise that money is merely a fictive value which becomes a real value 
only when the entitlement it provides over goods in the real economy is 
translated into an act of purchasing a produced good with the result of the 
creation of the corresponding value.

Criticising the bankers with moral indignation as greedy and demanding 
of them to return to the principles of the honourable merchant is, therefore, 
a fake struggle and not only an illusion but an instrument to maintain illu-
sions. It dispenses from accepting both the principle of the merely regula-
tory function of money and the decisive foundation of capitalist economies 
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in their labour value basis. The Marxian attempt of deriving prices directly 
from labour values has obviously failed but his sociological insight that 
goods are either free (without price) or are produced, and hence based on 
those costs of production that an average producer has to incur in their 
production, ultimately direct and indirect (investment) labour, is however 
pertinent.83 There may have been excesses of financial market institutions 
in their ingenuity in expanding the volume of book money with little 
amounts of own capital and, hence, high leverage (like derivatives). Even 
the arguments against hedge funds (locusts) are misplaced that they may 
not be interested in the long-term viability of enterprises they acquire and 
resell, but they are interested in the long-term viability of their own hedge 
funds (Guttmann 1998: 647; Welzk 2007: 59 f.). It is this ongoing viability 
for which they have been formed.

The money illusion on which the activities of bankers are based cannot 
be put to their discredit as long as they do not pretend that they are experts 
not only in speculation and in evaluation of debtors and their projects but 
also in macroeconomics, which they are not. The great advantage of capi-
talism to the difference of non-capitalist socio-economic systems lies in the 
fact that the only partial rationality of any social group with necessarily 
partial interests in principle is not dangerous in capitalism. For its operation 
as a system, capitalism does not depend on the predominant influence of 
any particularistic group but on some equilibria which are brought about 
by the struggle of contending social and economic forces. These groups 
can either block the system with negative consequences on themselves or 
achieve, if they are successful, nothing else than full employment and profit 
rates depending on the propensity of entrepreneurs to net investment.

The money illusion has, however, been increasingly shared by other 
social groups. Because of the increasing welfare of workers’ households, 
workers at least started to share in the financial markets. Better-off workers 
believed that the finance of the future consumption, especially in their old 
age was possible on the basis of financial assets (for example, capital-based 
pension funds).84 They hoped to avoid the transfer of income implied in 
contribution-based solidarity funds which financed the consumption of the 
elderly with their actual contributions and their own old age consumption 
from contributions of the next generation. They feared that they might 
not get their own money back, not only if in the future there were too 
few to contribute. They feared that such openly redistributive mechanisms 
would entail not only intergenerational redistribution but also some intra-
generational redistribution in favour of those who had not contributed 
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enough during their working time.85 Time and again, it was argued that the 
taxing of contributions for the old today kept the actual working genera-
tion from benefiting from the increase of financial titles they would be able 
to enjoy if they could use their contributions to social security for capital-
based old age pension funds. No saving produces today the pro ducts the old 
person will have to consume in the future. The real value of such financial 
assets on the future markets for goods and services does not depend on 
their actual purchasing power but on the share of such titles in the global 
purchasing power of means of payment in relation to the output of the 
real economy in the future. Like in a contribution-based system, it is ulti-
mately the productive capacity of the economy of the future which deter-
mines the value of financial means (Elsenhans 1999: 140 f.). An expansion 
of the financial markets for feeding the balances of pension funds reduces 
the actual purchasing power through withheld consumption. In the future 
the purchasing power of the funds may be reduced because of an oversupply 
of dis-savings in relation to the productive capacity of the economy. Such a 
reduction is predicted by those who criticise the unfavourable age structure 
of the population.86

The counterargument that the increasing volume of financial assets sup-
ports the growth of productivity can be turned down as investment in the 
real economy does not depend on financial markets but on liquidity which 
the central bank can provide even in crisis as shown by the 2009–2010 
management of the Western economies (Stolz & Wedow 2010; Wagner 
2008: 29). Quite to the contrary, rapidly growing financial markets are 
characterised by high rates of return in excess of the rate of profit which can 
be achieved in the real economy. This tends to crowd out real investment. 
Holders of liquidity prefer to place their money on the financial markets 
in order to avoid lower rates of return on investment in the real economy 
(Behr 2000; Frank 1991: 215 f.).

The growth of the financial markets has eased the conflicts which 
emerged from a deceleration of effective demand in relation to productive 
potential. The growth of financial markets pushed the inevitable conflict 
into the future when the bubble broke down. The growth of the financial 
markets did not remove the disequilibria between the growth of productive 
capacity and consumptive capacity. When the bubble collapsed, the con-
flict over the character of the money emerged: Had it been only artificially 
created? Either those who held this money had to get now real titles or their 
(until then only fictive) values had to be adjusted to what they could really 
claim. As the banks are an integral part of the mechanism of regulation of 
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a capitalist economy, their breakdown could be accepted only if part of the 
banking system could be maintained in order to supply the real economy 
with means of payment in order to ensure the continuity of activity. If such 
banks are identifiable and can be protected from the repercussions of the 
collapse of other banks, this is a viable solution which explains that some 
economies with tighter regulations for their banks have been more or less 
largely protected from the impact of the world financial crisis.

If such an isolation is not possible, the banks have to be sheltered from 
having to pay for the expansion of the financial markets. This is the purpose 
of government policies, not only since 2008 but already during the Third 
World debt crisis of the 1980s (Elsenhans 2003: 332–333). At that time, 
the banks were allowed to proceed with rescheduling debt. Rescheduling 
allowed an increase in the amount of the principal (the amount of money 
rented out) of the debt to high levels without further fresh money by adding 
to the principal new credits to cover the interest which debtors (practically 
in default) were no longer able to pay. Indebtedness rose through book-
keeping operations. Interest which was not paid was not only foregone 
income but a loss of the principal. As a part of the principal they became 
losses which could be deducted from other bank earnings. Interest for 
the new money provided by rescheduling was high because of the low qual-
ity of the debtors, although the principal goal of the operation was to secure 
the principal by guarantees from the governments of the industrial coun-
tries. By transforming unearned income into losses the banks succeeded in 
reducing their tax burden from other operations. As a result, inflated provi-
sions for losses shifted the real losses from the banks’ foregone income to 
the taxpayers in the West. By such procedures fictive money was converted 
into real values by means of state interventions.

If the state is able to tax the banking system, the state can subsequently 
recover its means. If by globalisation this capacity of the state or a group 
of states is rendered inoperative, the holders of financial means succeed in 
a real redistribution of wealth by the political instrument of their systemic 
importance. This is why the actors on financial markets can be called a new 
rentier class (Elsenhans 2000d). They make money on the basis of power 
without being exposed to the disciplining mechanisms of the market as 
other holders of surplus in capitalism. They are not exposed to the dis-
ciplining mechanisms of the real economy as shown in the dependence 
of profit on real investment spending. They create fictive money they can 
transform into real value on the basis of the power relations.
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The Financial Crisis: An Opportunity for Strengthening 
Capitalism

The main issue of the current financial crisis is whether this pattern of 
recovery by increasing fictive money will succeed. It would imply the crea-
tion of an immense overhang of financial assets. Due to the limited amount 
of real assets it would result either in an increase of public debt or private 
debt of households or just deflation through compression of demand for 
the real economy. Both increases in debt imply the readiness of the state 
and private households to live on debt on which they would have to pay a 
permanent tribute to the holders of financial assets. If they refuse to do so, 
they would have to reduce spending and trigger off deflationary processes 
in the real economy which in an extreme scenario would further increase 
the debt as the nominal principal would not decrease despite a decrease in 
price level. The result would be a serious breakdown of the real capitalist 
economy. Globalisation would lead to a simple underconsumptionist crisis.

In order to keep capitalism alive, the two patterns of crisis resolution 
until now experienced should be avoided: The purifying crisis and military 
Keynesianism. The classical solution is the purifying crisis:87 the financial 
assets are massively devalued, even destroyed, the deflationary process with 
prices declining more rapidly than wages so that ultimately consumption 
becomes resistant in relation to production despite a period of high unem-
ployment.88 The share of consumption in national spending increases ulti-
mately and this provides the basis for a new process of accumulation after a 
longer period of disinvestment.

The Keynesian solution was made possible in a perverse form during 
the 1930s: the fascist preparation89 for war pulled also the non-fascist 
economies, including the US economy after the American entry into the 
war, from unemployment. Military spending created demand and finally 
also destroyed the monetary overhang (Brown 1956: 869; Jensen 1989: 
574). This solution proved that the restructuring of the major elements of 
national income utilisation in favour of ‘wasteful’ demand is economically 
viable. Politically, it could be realised only under the condition of national 
danger. It could be implemented only in favour of a goal accepted, if not 
actively promoted by the holders of financial assets, in the German case ter-
ritorial expansion through war, in the American case the resistance against 
this German attempt to hegemony.

Can the then economically successful and not only viable solution 
be applied in favour of social goals? Has globalisation provided political 
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structures which allow a solution of the crisis in favour of the subalterns 
even if the negotiating power of labour is severely constrained in times of 
crisis? Can capitalism be saved even if the spontaneous economic processes 
at its foundation—the empowerment of the subalterns—have been hol-
lowed out? The transition to capitalism was possible because it did not 
depend on ‘culture’, ‘norms’ or a process of ‘civilising’. We have not yet 
experienced the capacity of social transformation of capitalism with its tre-
mendous increase in productive forces and material well-being even in poor 
countries. We have seen its disastrous consequences wherever it has only 
partially penetrated, with the motor of growth being the capitalist centre. 
Does the intensification of this capitalist penetration into the as-yet non-
capitalist world today lead to new perceptions and new experiences? Can 
these changes create the possibility today to build world-wide alliances in 
order to create the political structures from which the countervailing power 
to capital can be built by launching investment and consumption and ulti-
mately the empowerment of labour, now on a worldwide basis? Or does the 
new wealth primarily benefit the emergence of new rentiers in the North 
and in the South?
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6
Alliances for Imposing Capitalism: 
The Globalisation of Profit Against 
the Globalisation of Rent

There is a threat of erosion of the capitalist model of regulation in our 
times. New varieties of needs in the developed world do not support the 

capitalist mechanism of demand expansion. The control of surplus within 
the capitalist system of regulation becomes weaker. With this the realm of 
rent grows. In the periphery there are blockages to the implementation of 
capitalism. Between major political forces in different regions of the world, 
there are political and ideological distances which make alliance building 
difficult. Governments have a clear advantage in relation to other forces 
in alliance building because they concentrate on the balance of power in 
order to preserve security. From this concern for security they deduce state 
responsibility for preserving the core areas of innovation in the economy. 
The current tendency to a multipolar state system with conservative state 
elites playing the dominant role works against the creation of opportunities 
for transnational alliances between social and political forces. The scenario 
which hopes for the rise of a world civil society seems unrealistic in these 
circumstances.
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The Rise of Collective Needs, the Struggle Against 
the Money Illusion and the Importance of Democratic 
Management of Rents

The transition to capitalism depends on a configuration of power in the 
socio-economic structures which makes culture quite irrelevant. The main-
tenance of capitalism, especially when the rise of mass incomes is achieved, 
does, however, not depend on culture. The privileged strata may prefer to 
create structures which allow them to appropriate surplus by social, politi-
cal and economic power also for consumption and not for investment. 
However, they can be hindered in this endeavour if the scarcity of average 
skilled labour raises wages to levels where they can appropriate only that 
part of the surplus which is invested in profitable projects. Investment pro-
jects are profitable when they allow for a reduction in the cost of produc-
tion of products for which there is demand on the market under perfect 
competition. This constraint on the access to surplus implies that incomes 
paid to labour are used for products produced by the capitalist economy. 
If this simple reciprocal empowerment of labour and capital is wrecked by 
the behaviour of labour, the owners of capital suffer because they do not 
make profit under perfect competition. Either the socio-economic structure 
suffers from underemployment of resources or finds a way of channelling 
resources by other means into demand for the real economy. Such other 
means invariably imply a weakening of competition as a mode of regula-
tion of the utilisation of economic surplus. Such other modes of regulation 
imply by necessity political or social power and, hence, rent.

As long as real incomes of labour were low, a low propensity to save 
made the maintenance of capitalist competition dependent only on the 
fight against open collusion between private enterprises. If there is surplus 
for which there is no demand from investors, labour or the state, labour 
and the privileged strata have either to accept an under-consumptionist 
crisis or to collude in order to find another mechanism of bringing effective 
production to the level of potential production. In this collusion, political 
and social powers matter. Both depend on belief systems of the interacting 
players. The views of the protagonists influence their capacity to present 
their solutions as conforming to the overall collective interest. Those views 
which society believes to be correct influence the capacity of protagonists 
to mobilise their own political bases and to win credibility among those 
elements of society which are not directly concerned. Such views and belief 
systems as well as the fears and anxieties they can be linked to constitute the 
realm of culture.
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The uneven development of capitalism at the global level creates new 
sources of rent, even if some rents disappear. The increasing demand for 
final products has increased regularly the demand for raw materials despite 
decreasing raw material consumption per unit of the output produced (cf. 
Chapter 3, note 20). New deposits had to be discovered with rising costs of 
production. This created rents for the owners of the new, less costly deposits. 
The rising demand for raw materials quickly led, however, to overcapacity 
in production which could not react to limits in demand expansion. At 
least in the ‘periphery’ of the system where the only limited penetration 
of the dominant capitalist system had not led to the overall productivity 
increases including technical progress in other branches of production than 
raw materials, the capacity to adjustment remained limited. Rent-seeking 
was preferred to losses in incomes in the wake of this shift to branches 
where productivity lags were higher. Often this shift to rent-seeking was 
justified by the requirements of implementing new productive capacities in 
order to become more flexible. Such a preference was shown to be relevant 
in the context of specialisation on manufactured goods where price elasti-
city of world demand also was low.

The increasing satisfaction of needs in the technically most developed 
regions of the world was shown to erode the consumptive behaviour of 
labour which guaranteed profit. New needs implied political regulation as in 
the case of collective goods (environment) and even delayed material needs 
(saving for the future). The economic adjustment to new situations presents 
additional challenges for the disempowerment of labour which work in the 
same direction. Once the mechanism at the centre which empowers labour 
is weakened, competition from low-cost labour—which is low cost because 
of devaluation-driven growth—increases the gap between consumptive and 
productive potential. The dominance of finance capital is, initially, just a 
mechanism for dealing with the threat of under-consumption.

Capitalism continuously produces new possibilities for the appropria-
tion of rent. It does so increasingly when productivity rises but capitalism is 
unable to create of its own accord the necessary countervailing demand or 
capacity to consume the new output. Capitalism does not produce the con-
ditions for its own reproduction in the decisions regarding private invest-
ment made by those in command of the actual or potential surplus (because 
of the existing lack of demand). This leads to the permanent emergence 
of opportunities, both old and new, to shift from the logic of profit to 
the logic of rent. These possibilities are seized by those whose capacity to 
earn profit is threatened. They perceive in these possibilities new opportu-
nities of being saved by their relatively better access to resources, political 
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decision-making processes, audience in society and even cultural definition 
power, which they use to defend their rents. The greater the achievements 
of capitalism in raising productivity and in expanding its clout territorially 
over societies where labour has not yet succeeded in achieving empower-
ment, the greater the possibilities for rent-seeking.

Under which conditions can labour re-establish its empowerment? This 
comprises two problems. Under which conditions can labour maintain its 
negotiating power in developed economies as economically homogeneous 
labour? This implies that labour can avoid to be fragmented into small 
groups which are tied in clientelistic dependence as ‘sectional’ interests, who 
benefit from specific market failures regarding their scarce skills. Under 
which conditions can marginality in technically backward economies be 
overcome?

The first problem needs an extension of Keynesianism: How can a full 
employment demand be guaranteed if non-individual needs become more 
important? The success of capitalism in freeing ever increasing parts of the 
population from immediate needs has led to the emergence of new needs. 
Some of them do not lead to direct demand for goods and services. These 
needs cannot be fulfilled within the proper functioning of the capitalist 
mechanism of demand which triggers off investment spending. This can be 
shown with the example of two types of needs, provisions for the future and 
the protection of the environment.

The products an old age person will consume can only be produced 
when this person has reached old age. Savings today cannot serve to pro-
duce these products but can only reserve production for the elderly today. 
The actual lack of demand through savings benefits the actually elderly 
provided they enjoy entitlement. The future demand the saver is entitled to 
can be served only by the production of future workers, often not yet born. 
If there are no producers in the future due to demographic decline, the 
savings realised today will not allow buying anything in the future. Savings 
are not values, but only claims. As any system of old age provision depends 
on redistribution in the actual economy, its actual impact on the growth of 
demand is decisive. The build-up of claims to be transformed into demand 
only in the future cannot launch actual growth. An increasing importance 
of such future needs has to be dealt with in a way which does not decelerate 
actual growth. Hence, the claims for the future production have to be estab-
lished today on a basis which does not negatively affect the actual demand. 
Contributions for the upkeep of the actual elderly, as in non-capital-based 
compulsory systems have this effect. Also, in a capital-based system the only 
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guarantee of the last resort for claims for future production can be the ‘state’ 
which credibly commits itself to look for old age provision.

Saving is just a lack of demand. It creates safe entitlement only when 
there is somebody who is prepared to take on debt. If private households 
reduce their overall level of indebtedness due to higher incomes and their 
increasing preference for future consumption, then the state has to increase 
its indebtedness. This is certainly a major element in the recent increases in 
public debt. As private household savings increased, governments had 
to resort to deficit spending in order to maintain employment through 
demand management. Due to their increasing material wealth, more people 
may want to save for the future compared with people who want to take on 
debt. Therefore, increasingly the real economy does not provide any coun-
terpart for this increase in savings, as we have seen in the current financial 
crisis. The options are: We either create disincentives to save or we have 
to extend the financialisation of the economy. One disincentive would be 
to ration the right to save and would consist in fixing an upper limit to 
which governments and the banking system guarantee private savings. To 
this extent, money continues to have the quality of preserving ‘value’ for the 
future. Extended financialisation with subsequent banking crises which are, 
at best, overcome through government money creation and inflation will 
not preserve even this limited protection for ordinary savers with limited 
financial resources.

The state becomes central in the provisions for the future in rationing 
the right to provisions in a manner that the actual economy does not suffer. 
Under such conditions, capitalism can be preserved only if the fragmented 
individual households succeed in complementing it not only by full-scale 
participation in the form of democracy but also by ideological hegemony 
of the masses. This implies the democratisation of also the non-economic 
spheres. This demand was formulated as the necessity of real democracy 
which extends beyond merely electoral democracy.1 Capitalism would have 
to be understood as based on delegated property rights, and not on natural 
property rights. Delegation implies the possibility of limiting such rights 
with a view to overall balances. Extent and orientation of such interventions 
can be determined either by power of the few or by equal participation of 
the many. In case of the intervention of the many, a new view of capitalism 
is necessary, practically a sort of Cultural Revolution. This implies ideologi-
cal hegemony and intervention from other spheres of social regulation. As 
these other spheres are characterised by different logics, for example, in the 
cultural sphere by mechanisms described in the economics of star earnings 
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(Bourg 2008: 377) where the winner takes all, democratisation of some of 
these other spheres to extents and in patterns still to be determined requires 
a restriction of the pure play of the market.

Another major area is environment. The protection of the environment 
is obviously in the interest of the masses, but gives rise to two mechanisms 
of their empowerment. The search for environmental improvement and 
protection implies measures for which there is no demand of decentral-
ised agents like households or enterprises on competitive markets, although 
these agents may desire improvements in the environment.

This has an international and a national dimension. There are many 
mechanisms which can be employed in order to create incentives through 
the market for an environment-friendly behaviour of enterprises, but the 
ultimate decision to create this demand, its direction and its volume, is 
a political one and has to be formulated by political alliances and imple-
mented through political action.2 This action may take the form of bureau-
cratic or participatory action and has to follow the logic of these types of 
regulation. Some groups which are better placed and can get better earnings 
for their services may receive an exceptional share of the fruits of the realisa-
tion or the absence of actions for their own privileged consumption. In that 
case, they appropriate a rent. In case of optimal democratic processes, the 
additional resources are used for the benefit of all.

Due to the power to be transferred to the required collective actor, there 
is the possibility of moral hazard like in the tributary modes of production 
where the protective and managerial services of the ruling class implied the 
simultaneous emergence of the possibility of rent appropriation in favour 
of the ruling class.

At the international level, the necessarily global framework for protect-
ing the environment creates possibilities for rent appropriation for all those 
ruling groups which are in control of the attributes of state sovereignty 
and which are less under the pressure of local environmentalist movements. 
Environmental rules have a similar impact as differences in the quality of 
raw material deposits. Some governments will prefer to have weaker regula-
tions in order to have lower costs. They can appropriate these cost differen-
tials as rents and use them as subsidies for their local industries. In countries 
with stricter rules, environment-dangerous products will no longer be pro-
duced but be imported.3 More lax rules may be an instrument of employ-
ment creation via higher exports and be supported by local business and 
labour.



Alliances for Imposing Capitalism 165

Globally operating environmentalist groups have difficulties in creating 
mass-based coalitions at the world level as long as standards of living do not 
converge. They have to face the argument widely shared in less advanced 
economies that the more advanced economies are able to apply stricter rules 
because they are not only richer, but because they owe their higher levels 
of income to the exploitation of poorer countries in the past (Chen 2008: 
148  ff.; Pataki et  al. 2008: 69). The poorer countries ask for compensa-
tory financing which are rents of sovereignty.4 They can be linked to per-
formance but at first contribute to the financial resources of governments 
which are not necessarily controlled by their constituencies to which they 
should be accountable.

Whenever the capitalist mechanism cannot work, the alternative con-
sists of either the emergence of rent structures or of non-market-operated 
empowerment of the many. This second alternative can be called the con-
scious appropriation of society by itself. Given the international dimension, 
the ultimate aim would be the achievement of the society appropriating 
itself at the global level. I have argued that the capacity of the society to 
appropriate itself has been greatly facilitated by the a-cultural character of 
capitalism. Capitalism freed vast areas of individual consumption from 
social regulation. Historically, capitalism has provided the society with 
the breathing space to create the conditions for the society to appropri-
ate society itself by liberating the economic sphere from the influence and 
permanent intervention of other spheres which were still characterised by 
hierarchies of power. The autonomy of the economy made it possible to lib-
erate these other spheres from the permanent colonisation by the privileged. 
Such colonisation is useless for correcting the results of the market (but not 
necessarily of new oligopolistic structures). Capitalism, therefore, was and 
continues to be an instrument to combat rent. It works as long as individual 
consumption prevails in the hierarchies of the needs of the many.

When the structure of needs changes, capitalism has to be comple-
mented by democracy as a principle of organising all spheres of society and 
this historically, to the difference of the real socialism of the East European 
countries, has been originally defined as socialism (Marx 1843: 370). It 
can be argued that both mechanisms of regulation, market and democratic 
participation, are twin sisters. Capitalism is a means of establishing equal-
ity in the reign of individual consumption. It has to be complemented by 
democratic and participative socialism when more and more needs emerge 
which cannot be satisfied within the capitalist framework of priority to mass 
consumption.
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The Threats to Capitalism at the Centre

A tension emerges in capitalism’s modes of economic regulation such as 
between actual needs and actual production, on the one hand, and the pro-
vision for future needs, on the other. These needs ultimately cannot be sat-
isfied by goods actually produced and purchased out of the income actually 
earned. As long as money is considered as a means of preserving value, it can 
be used as an instrument for protecting against future risks and providing 
for future needs. But saving is possible only if there are debtors. Preserving 
against future risks by accumulating wealth in the form of money requires 
state indebtedness or a state guarantee for the provision of services required 
in case such future risks eventuate.

Where many households become wealthy enough to privilege security 
and other future needs, there need to be either private households which 
enter into the obligation to provide for these future needs or the state must 
provide this guarantee to supply services for such future needs. Property as 
a means of guaranteeing against future risks is also of limited value as there 
are limits to the amount of property which will have economic value in the 
future and from which a liquid supply of income can be drawn to pay for 
the mitigation of these risks and future needs.

With an increase of the share of those needs which are scheduled to be 
fulfilled only in the future, a cultural change in the perception between 
the private and the public is required which runs against property indi-
vidualism and the focus on social struggles related to distributional issues 
about the actually achieved national income. Instead, the development of a 
democratic consensus on how to manage the appropriation of the potential 
of society is required as this consensus is the basis of trust. It is this trust 
in the future which allows the households to understand that they cannot 
use their monetary income which they achieve actually for providing goods 
of the future. Without such trust, the mechanism of transformation of actu-
ally received incomes into demand for products which, in turn, triggers off 
investment, is suspended and, with it, the auto-regulation of capitalism.

Capitalism is an arrangement which empowers the mass of individual 
independent households without their cooperation on the basis of the scar-
city of labour and actually consumable products. Households need other 
systems of regulation than capitalism if they aspire to other goals. If these 
goals require production in the future and, hence, entitlements for future 
products, households can get such entitlements only insofar as other actors 
are ready to consume or invest now in exchange for payments to be realised 
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only in the future. Capital investments now have been considered as such a 
form of spending to counterbalance the increased savings of the households.

The actual financial requirements of the capitalists for financing invest-
ment tend to become limited in relation to the future needs the households 
perceive as priorities over expenditure for currently consumed products. 
On the one hand, the process of development of productive forces is not 
particularly capital absorbing; on the other hand, the role of these future 
needs in the preferences of the households increases. There are two alterna-
tive scenarios: By not taking seriously this tension, households will wreck 
the actually existing capitalism by oversaving and under-consumption. The 
foreseeable reaction is the development of rentiers who provide the neces-
sary demand for economic activity in exchange for shelter behind market 
imperfections, ultimately monopoly or oligopoly situations to the benefit 
of private entities outside any market or democratic control. They will fight 
against democratic control by arguing that they enjoy property rights in 
these situations and that the criticised market imperfections are just natural. 
The alternative scenario consists of a clear distinction of what the capitalist 
structure can do and the development of comparably democratic structures 
in all other spheres of the social, economic and political system which take 
care of these newly important future needs and goals. In this context, prop-
erty as a basis of guarantees has to be complemented by other institutions 
which can enjoy trust because of their being embedded in structures based 
on social forces which the members of the society consider as counting also 
in the future.

Connecting capitalism to these other spheres on the basis of the prin-
ciples of capitalism, equality, fairness and freedom of options implies 
democratic socialism, the democratic appropriation of the society by itself. 
By cutting down the issue of socialism or capitalism to questions of pro-
perty relations and by rejecting the market in an undifferentiated manner, 
neglecting its role as an instrument to fight inequality, the political left in 
the West is not well placed to contribute to the cultural change I assume to 
be necessary. By focusing on technical problems of demand management, 
Keynesian macrotheory has not contributed to distinguishing between the 
realm where market competition of private enterprises is efficient and the 
realm where other regulations have to be established.

If democratic structures for these other spheres cannot be established 
because of the simple fact that these areas are not even defined, non- or 
less democratic structures will emerge. Society even unconsciously will 
respond to the new challenges, following the principle of the lowest degrees 
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of change. With this principle, those who are better placed for creating 
these structures will be those who are the earliest to develop them and to 
shape them according to their interests. The actual financial crisis provides 
a wonderful example: When the banks wanted to draw on public resources, 
they focussed on their systemic relevance and behaved as if they were public 
institutions nearly like elements of the constitutional order of the West. 
When the possibilities of enrichment re-emerged because of state support, 
the bankers argued that they earned disproportionately because they were 
private entrepreneurs. There are non-market institutions which the actual 
system pushes into emergence in order to digest new challenges in a nearly 
‘natural’ manner. There will be, therefore, many ‘innovating groups’ which 
want to participate in this nearly spontaneous process. The ‘better-placed’ 
ones will draw advantage from their relatively close access to the respective 
issue areas and create arrangements where they are sheltered by a common 
consensus from perfect competition so that they can build rentier situations.

Two visions of capitalism will confront each other in this struggle for cul-
tural change: There are those who defend economic freedom for all opera-
tions which take the form of exchange. This comprises also the exchanges 
which do not only concern the formally interacting partners but also for-
mally unrelated third parties. Take, for example, the expansion of financial 
markets. Deals between formally private speculators who are completely 
free of links to the real economy may threaten the viability of the mon-
etary flows in this latter sphere. This example can be compared to a parallel 
situation where the adoption of an environmentally dangerous process of 
production has important effects beyond the immediate sphere or branch 
of production. Most people in the West nowadays consider that such deci-
sions can no longer be an affair simply between the investing enterprise and 
the supplier of the technology. Therefore, the state intervenes in the name 
of the public interest in private property rights. In the case of regulation of 
the embeddedness of capitalism into other spheres, such a group of sup-
porters of only the market form (with unlimited property rights) will stand 
against those who admit non-intervention from the political and social 
spheres only in those areas where there are ‘free’ markets with low barriers 
to entry and equal access for all concerned in addition to an imperative 
process which guarantees that all are responsible for the costs the occasion 
to others and all having their costs paid by the contracting parties.

Such a transition of capitalism to a new relationship between a further 
restricted capitalist realm and a realm regulated by the struggle between 
rent-seeking and participation occurs in a phase where not yet capitalist 
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economies enter into the international division of labour on the basis of 
devaluation-driven growth. The state-led import-substituting industrialisa-
tion models collapsed because of the exhaustion of rent. Export-oriented 
manufacturing which has replaced them may be characterised by lower 
amounts of rent. But rent may become even more pervasive: It is directly 
associated through rent-based market imperfections in the form of subsidies 
and policies of technology promotion with the competitiveness of branches 
which operate on international markets.

It can be argued that the mechanisms of the market are fundamentally 
restricted at the international level through the embeddedness of labour in 
national settings and that these restrictions will not be overcome in the fore-
seeable future. Despite a decrease in transaction costs for transborder opera-
tions we are far away from the law of one price for most products (Goldberg 
& Knetter 1997: 1270) and naturally also from uniform wage rates for 
equally skilled labour (D’Costa 2003: 218; Erber & Sayed-Ahmed 2005: 
108 ff.). There would be no possibility of devaluation-driven growth if the 
rule of one price prevailed: In that case, cheap subsistence goods in devalu-
ing countries would be just exported. An essential aspect of and cause to this 
limited convergence of prices is the limited mobility of even high skilled, 
but especially average skilled and unskilled labour. Even if all administra-
tive barriers were removed, barriers of language and habits would continue 
to exist. The discourse on the importance of culture reflects these barriers. 
The Samuelson (1948: 183) argument that international specialisation is a 
substitute to international migration has some empirical basis but only little 
impact even in the sphere of highly skilled labour. The massive outsourcing 
of software production has reduced wages in this speciality in the United 
States but has not led to the rise of Indian wages in software production to 
the US level (Chaganti 2004: 2222 ff.; Lakha 1994).

As long as there is no uniform worldwide labour market with uniform 
wage rates, the mechanism of empowering labour through employment will 
work only in an imperfect manner. Where markets are imperfect, capital-
ism needs additional, mostly political embeddedness. This embeddedness 
is all the more difficult as there are still many not yet capitalist structures, 
especially but not only in the catching-up economies of the South. In non-
capitalist structures the relationship between the economic sphere and other 
spheres, especially politics and culture, differs from capitalist ones without 
any worldwide agreement on the precise character of these differences and 
their implications for the transfer of capitalism, hence development.
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‘Development’ and Achieving Worldwide Capitalism

The worldwide expansion of capitalism has not led to the transfer of the 
basics of political and social power relations to the economies which are 
newly participating in the international division of labour in manufactur-
ing organised by capitalism. This applies to those socio-economic structures 
which attempted to overcome underdevelopment by state-led import-
substituting industrialisation financed from rents and to those economies 
which tried to reach high levels of employment by devaluation-driven 
exports of manufactured products. Success in the second strategy depends 
on the readiness of the already capitalist world to accept increasing exports 
of the catching-up world (even if the catching-up world enjoys already 
export surpluses). Both strategies imply increasing risks of rent-seeking 
either internally or through their impacts on the disempowerment of labour 
in the West. Both are more successful with respect to the goal of limiting 
the emergence of rent, if they give importance to the internal mass markets 
in the newly competitive countries. This is facilitated in the absence of 
scarcity of labour if, within the framework of these strategies, redistributive 
mechanisms in favour of the poor are put in place.

Given the limits of both strategies in achieving high levels of employ-
ment, governments remain important for collecting revenue in order to 
promote measures for improving employment, growth and some sort of 
social security for the poor in different combination of measures. These 
‘assortment of measures’ are designed according to the economic philos-
ophies that governments follow in the context of their internal political 
power relations and the desires of foreign partners, donors, multinational 
enterprises, etc., they may consider as relevant. Without transformation of 
the world into an integrated capitalist world system, where the rule of one 
price for products prevails, there are large varieties of rent, not only in case of 
state-led import-substituting industrialisation but also in case of export-led 
growth5 and large varieties of philosophies which govern the struggle over 
rent and the justification of their utilisation for politically chosen purposes.

Under which conditions can it be expected that those with access to 
these rents spend them in priority on overcoming underdevelopment. 
In a nutshell, this is the question of how capitalism based on rising mass 
incomes and the empowerment of labour can be brought about in underde-
veloped economies where labour is disempowered. This has been the realm 
of development theory since its inception.6 How can surplus which private 
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investors cannot appropriate through sales on competitive markets be trans-
formed into investment? Underdeveloped economies have a low marginal 
product of labour. This leads to openly visible surplus of labour in the 
form of structural unemployment if market regulations are imposed and 
pre-capitalist structures are dissolved. The introduction of market relations 
often negates the obligation of those with access to rent to redistribute it 
along clientalist lines.

I immediately admit that development theory tends to concentrate 
on the way on how to succeed in the transition to capitalism (Mattick 
1969: 341). This is in line with my interpretation of democratic social-
ism as the completion of capitalism through the embedding of the other 
social spheres into structures governed by the principles of capitalism, that 
is, empowerment of the many. Many of the political movements which 
were most committed to the endeavour of overcoming underdevelopment 
called themselves socialist and claimed to promote socialism in the name of 
development: This reflects the fact that the basics which led to the spon-
taneous emergence of capitalism are absent in underdeveloped economies. 
Where these basics are absent, the transition to capitalism needs support 
from other spheres of economic and social regulation. As long as there is 
scarcity of goods in relation to wants, there is no more rational regulation 
of exchange of value and labour than can be achieved by full employment 
capitalism with perfectly competitive markets (Barone 1935: 269; Lerner 
1935: 60). Development theory is no playing ground for romantics who 
oppose the rationality of the market. The market has to be corrected only 
in those areas where the empowerment of labour does not take place due to 
structural deficiencies in underdeveloped economies.

Development theory became victim of two oppositions. On the left it 
was accused of neglecting dependency and imperialism. The argument said 
that because of dependency and imperialist exploitation markets cannot 
lead to development. The fact that many economies became capitalist with 
high growth rates and ‘shared growth’7 because of dependency and even 
‘imperialist’ penetration has relativised this criticism and led to a culturalist 
condemnation of capitalism which was said to dissolve and destroy pre-
capitalist settings and their (more humane) cultures (Chakrabarty 2005: 
4814). Capitalism was opposed in the name of identity, but where the poor 
got better incomes and the advantage of full employment, often even before 
these achievements were fully provided but existed only as a certain hope, 
identity was a minor preoccupation of the poor. The rich associational life 
in the American society demonstrates the compatibility between capitalism 
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and community. But, to the difference of pre-capitalist societies, capitalism 
leaves the individual free to choose. Sociology of modernisation has since 
long described the importance of achieved roles, in opposition to ascribed 
roles for individual freedom and self-realisation. The praise of community 
is rarely a topic developed by authors who have lived as ordinary members 
in such communities.

On the right, complementary but especially compensatory non-market 
measures were discredited as inefficient. Rent per se does not exclude its 
use in for promoting economic structures on which capitalism can be based 
(cf. Chapter 4, note 44). It is simplistic to attribute to improving terms of 
trade, rent appropriation and Dutch disease the absence of economic diver-
sification and development. Rent is an income which is managed by non-
market, political means and actors. Its reasonable employment depends on 
the preferences and capabilities of these actors, that is, preferences outside 
any imposed by market forces. State classes adopted wasteful policies and 
created often repressive political structures but in some places consciously 
or unconsciously under social pressures adopted industrial policies and 
structural reforms which allowed to use the market in order to increase 
employment via the production for mass needs.

There are different paths by which development policy can create the 
conditions for self-sustained capitalist growth via mass production for mass 
needs. Some basic issues of development theory can, however, be restated. 
Where the endowment with technology and investment goods is limited, 
agrarian reforms are an essential element of incorporation of marginal 
labour into the production process so that gainful activity, agricultural 
output and the share of low-income household demand in the total demand 
increase. More low-quality products can be produced. More products can 
be produced in larger series. More simple technology can be used and a 
higher share of such technology can be produced locally.8

The local informal sector is the true capitalist sector. Its performance 
depends on the environment it is embedded in. If the demand for its prod-
ucts expands, it improves, modernises and triggers off the demand for the 
investment goods of low-quality type. Exchange rates should be low enough 
to keep it competitive (Baldwin 1961: 603; Broda 2006: 53).

Export orientation is a support for development if it creates mass 
employment, especially of low-skilled labour. Specialisation on products 
where there is comparative advantage promotes development. Low technol-
ogy specialisation may not directly promote skill acquisition but contrib-
utes to employment and, therefore, to the expansion of the internal market. 
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In case of specialisation on rent-generating products which imply the 
danger of Dutch disease, compensatory measures are indicated like keeping 
the exchange rate low by (intelligently, see p. 129) taxing these exports or 
by protecting emerging new activities.9 Exploitation by foreign trade and 
investment partners is preferable to marginalisation.10 Exploitation should 
be preferred to the defence of the terms of trade in case of export-oriented 
branches with high multiplier effects and linkages. Exploitation should, 
however, be controlled in case of low multiplier industries by means of 
government appropriation of rents, especially in the case of mineral raw 
materials, but as a second-best option.

Industrial policies should aim at the promotion of local technology pro-
duction by concentrating on branches where an expanding local mass con-
sumption and increasing export orientation provide expanding demand.11

On the supply side, priority should be given to the capacity to produce 
mass consumption goods and employment creating exports as well as the 
technologies required for these sectors. On the demand side, mass demand 
and employment which generates mass demand should be the central focus. 
In the case of technical dependence, there may be a trade-off between aus-
terity cum investment versus mass consumption. But austerity for the 
masses promotes rent-generating political structures, as austerity has to be 
politically imposed: Those who impose it become able to impose a cost for 
their services in the form of high incomes for them, which normally lead to 
higher imports and inefficient local luxury production.

This is not a plea for basing a theory of development on criteria as dis-
sociation from or integration into the market. Market and state should be 
used in an instrumental manner in order to promote mass employment and 
mass consumption. The choice of the relationship to the world economy is 
not an art as believed in some benign West German development discus-
sion (Senghaas 1989: 59) but can be determined on the basis of the oppor-
tunities provided by the world market for employment creation, preferably 
directly through exports, or at least through rents which can be used for 
employment creation.

Development strategies have to be formulated today in a world where 
the possibilities of devaluation-driven growth increase the danger of reac-
tion in technically leading, already capitalist economies which threaten cap-
italism worldwide. Insufficient demand expansion in the leading economies 
not only threatens capitalist growth in these leading economies but also the 
transition to capitalism via devaluation-driven growth in the catching-up 
not yet capitalist world.
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The Political Crisis of the Development State and 
the Emergence of New Political Forces in the South: 
New Cultural Identitarian Movements

The counterweight in the capitalist world has tapered off because the subal-
terns became increasingly better off and increasingly heterogeneous. It was 
not replaced by an empowerment of labour in the South. The defence of 
capitalism against an increasing influence of the privileged which have inev-
itably turned and continue to turn into rentiers, hence the struggle for capi-
talism against the pursuit of rent-seeking requires new political resources.

Therefore, the impact of the actual drive to globalisation on political 
structures and attitudes in the South becomes crucial with two aspects: 
On the one hand, the emergence of new political forces which I call the 
new cultural identitarian movements and, on the other hand, the end of 
serious efforts of achieving development through development policies 
are conceived as supporting the transition to capitalism by restructuring 
the deformed but not yet capitalist structures in order to promote mass 
consumption.12

The a-cultural character of capitalism implies large varieties of political 
utopias on which subalterns base their political activities. Internationalist 
cosmopolitanism within the framework of the priority of class solidarity 
was one version. This version was important in the emergence of modern 
Western nations. Many demands of labour have been realised in the strug-
gle over the wage bargain in class against class patterns of interaction. Many 
others were realised by political pressure and action which addressed the 
legislative process within the framework of institutions the subalterns found 
in place, the states, which created identities on the basis of invented his-
tories, mostly together with shared languages and the belief of common 
ethnic descent.13 Within these structures the body politic was, however, 
organised on the basis of conflicts which emerged between social classes 
even if trans-class identities mattered. Western political structures are 
shaped largely by class struggles (Badie & Hermet 2001: 332) and com-
munication for mobilisation in such struggles. This is the basic reason for 
the importance of language in identity formation as shown by the European 
way of nation-building (Hayes 1927; Sayer 1996: 175 ff.). The forces of 
the established order who defended in European constitutional history the 
royal prerogative and, subsequently, the status quo moral order against 
change (the famous distinction of Goguel between the ‘parti de l’ordre’ 
(the party of conservation of the existing order) and the ‘parti du progrès’ 
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(the party of changing the existing order) in France; Goguel 1946: 553) 
were opposed by the liberals. The liberals wanted to open the non-
economic domains of the society to the innovations which originated from 
the revolutions in the economic realm, rationality, enlightenment, rule 
of law and constitutionalism, human rights. The deepening of capitalism 
transformed the resistance of labour based on its scarcity into the emergence 
of labour movements which demanded certain restrictions on discretionary 
power to form contracts in order to defend the ‘true’ liberty of those who 
had nothing else to sell but their labour power.

In the South there were not always large-scale pre-capitalist states and 
often rarely sufficiently large ethnical groups for the emergence of markets 
capable of supporting the division of labour and industrialisation. Where 
such large ethnic groups existed there were low degrees of mobilisation 
along class lines so that parochial, communal and other outlooks remained 
important. So the structuring solidarities of class and shared economic 
interest could rarely constitute the mould into which social struggles could 
be embedded in the pre-capitalist ‘periphery’. Such a mould had to be cre-
ated in the non-Western world by instrumentalising structures which had 
survived from ancient times, the old tributary states as in most parts of 
Asia, the colonial administrative structures of the second wave of colonial-
ism such as in South Asia (India) or in sub-Saharan Africa, or even pro-
vincial administrations such as in Latin America. The Western class-based 
configuration of political camps could not apply to structures where the 
main opposition lay between an external prospering world and a local world 
where economic and social conditions were deteriorating often absolutely 
for the great mass and in any case relatively. As tributary modes of produc-
tion comprise many identities with at the apex a respected sacralised top, 
the king in command of a centralised structure of exploitation and repres-
sion, there were no other centralising institutions comparable to market or 
class. The ‘nationalisation’ of identities such as ethnic descent had been an 
important element of nation-building in Europe in destroying really exist-
ing ethnic units (in France: Brittany, the conflict between the [southern 
French] Occitan and the [dominant and Northern French] Oïl languages; 
Boulard 1999: 47). Such a nationalisation of identities was totally inappli-
cable in societies which, in their nation-building, were decisively shaped by 
the imperialist expansion (tributary modes of production of Asia; Oommen 
1997: 151 f.; Mukherji 2009: 7) or migrations and linguistic diversity (sub-
Saharan Africa).14 The (re-)creation or adaptation of statehood in the South 

in order to manage the new socio-economic structures had either to be 
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considered as impossible as the diehards of colonialism maintained (Indians 
cannot govern themselves15, Algeria has never been a state16) or be accompa-
nied by a new concept of nationhood.

The new states had to be multiethnic empires. They could not base their 
‘national’ identities on ethnic criteria. The identities on which the national 
liberation movements could organise themselves in this supra-ethnic mould 
could draw on two criteria, the solidarity of Fanon’s (1965) ‘wretched of 
the earth’17 and religion.18

Those who wanted to recover identity and autonomy by primarily mod-
ernising their societies in order to stop exploitation are called the secular 
nationalists.19 They were opposed by those who expected the end of exploi-
tation by the removal of the ‘corruption’ of their societies caused by the 
intrusion of the Western culture. They call themselves cultural national-
ists.20 Mobilisation against the West was achieved by secular nationalists 
who affirmed the opposition between the exploited class in the colonies 
and semi-colonies against the West. The West was perceived as largely 
owing its technical advance to this very exploitation, such as the ‘drain of 
India’ (Ferguson 2002: 47; Majumdar et al. 1978: 800), the ‘black ebony’ 
of Africa (Canu 1951: 81), the deteriorating terms of trade of Singer (1950: 
esp. 482), Prebisch (1962: 6, and others) and dependencia with the extra 
profits of multinational enterprises.21

The cultural nationalists defined the communities they tried to repre-
sent and to mobilise on the basis of cultural otherness from the West. This 
appears as a return to the past, as the only model of the good society avail-
able to them had to be identified in some historical past, a paradise of an 
uncorrupted social live in a period before the contact with the West. All 
these cultural nationalists initiated, however, important steps to remove the 
cultural dimensions of pre-capitalist social hierarchy. In India they tried to 
remove the barriers created by the caste system (Jaffrelot 1998: 22 f.; Lohda 
2004: 5461). In the Islamic world they fought against superstition and the 
clannish structures under the label of removing superstition (Bayat 1998: 
160; Chikh 2003: 95).

Secular nationalism comprises basically two tendencies: those who saw 
in the existing local structures the main cause of foreign exploitation and 
those who were more accommodative with respect to their local societies in 
which, however, they also wanted reform.22 Both drew their main followers 
from among new social strata which had emerged through the contact of 
their societies with the West, hence from the ‘modern sectors’ of their socie-
ties (Bhattacharya 1979: 19; Chandra 1976: 82). These were especially the 
Western-educated intellectuals, a modern either openly colonial bridgehead 
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or indirectly but still dependent bridgehead created in their societies in order 
to allow colonial exploitation: teachers, clerks, modern sector manual and 
white collar workers, but also cash crop farmers. Those among them who 
were able to rally behind them the large class coalitions of workers and the 
property-owning middle strata became moderate nationalists, flirted with 
Marxism and rejected the principle of class struggle as shown by the political 
theories of Arab socialists,23 African socialists (Hopwood 1982: 99; Nicolas 
1981: 93) or the socialist wing of the Indian Congress party.24 Those who 
entered into conflict with such reformist political practices had to turn to 
the peasantries in order to build strong political bases.25 Very often, they 
adopted Marxism.26 Wherever national alienation was intense, the middle 
strata component was strong within these movements. Consequently, the 
moderates prevailed, as in India (Nayar 1997: 14; Paranjape 1964: 173). 
Where the local middle strata and the old elites had more autonomy, the 
conflict between the two tendencies became more open. Cultural identity 
was less important. The socially conservative forces had to oppose the radi-
cal nationalists more openly. Examples are China or Vietnam (Scott 1979: 
109; Selden 1995: 29).

The more radical forces with their Marxist positions comprised compre-
hensive worldviews, and not only social and economic demands for reforms. 
In the world of Islam and Hinduism they had difficulties in penetrating into 
the villages with such worldviews.27 The Indian Congress party suffered 
from competition by the Communists but more so in urban areas than in 
the countryside, although the moderate Indian nationalists cared very little 
for organising the rural poor.28 The Communists remained weak in the 
countryside of Hinduism or Islam and could not develop peasant-oriented 
mass mobilisation before independence.29 Where the Marxist worldviews 
did not antagonise elaborate systems of religion as in the Chinese world, 
communists could penetrate the rural world with an adapted version of the 
Marxist theory of revolution. The turn of the Chinese Communist Party 
from its working-class-based activities to the mobilisation of the peasantry 
between 1926 and 1935 is a good example (Albrecht 1977: 365 ff.).

In societies which are penetrated from the outside, the polarisation 
between a political right and the political left is difficult, although these 
terms are often employed. The forces of the established order of the tribu-
tary modes of production had either been crushed by colonialism or trans-
formed into bridgeheads of the external powers who fed the oligarchies, old 
feudals and dynasties, and international competitive land or mine owners 
with rents. Against this colonialist bridgehead, the national liberation 
movements had to mobilise large class coalitions or strong rural support.30 
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The moderate alliances comprised national bourgeoisies, small shopkeep-
ers and craftsmen, exploited workers and farmers under various forms of 
labour contracts. Because of this heterogeneity, they were limited in their 
economic programmes mostly to issues like the recuperation of national 
wealth, stolen by the foreigners. They were kept together by insisting on 
their distinctive cultural identity, so that they invariably comprised of at 
least some cultural nationalists.31 Their discourses included moderate eco-
nomic programmes of reform and the assertion of cultural identity in vari-
ous and often changing mixtures.32

The national liberation movements took power in the wake of the crisis 
of the great depression of the 1930s. They were led by the secular national-
ists. Both tendencies of secular nationalism, moderates and Marxists, had 
privileged class and economics. They had deduced from their critique of 
colonialism and imperialism the concept of state intervention in the econ-
omy. They developed their state-based approaches into a wide pattern of 
often heterogeneous strategies of planned development (Nayar 1997: 27; 
Schaller 1986: 430). Where moderates were strong, they adopted gradual-
ism which allowed the large majority to join them. They proposed only 
cautious measures against the propertied classes and basically preserved and 
even protected small enterprises, traders and middle peasants.33 Where the 
moderates were weak as in East Asia, the communist-led national liberation 
movements were able to launch peasant wars as in China or Vietnam.34

Changes in power relations within the industrialised West after the 
outbreak of the Second World War made the preference of the US for 
politically independent countries under the leadership of the most Western-
oriented movements hegemonic in the Western strategies.35 For remaining 
hegemonic against more revolutionary movements, the partners chosen by 
the West could be as much revolutionary as accepted by the West. The 
moderate nationalists became the privileged partners of the West (Clymer 
1988: 344; Sherwood 1996: 412  f.) and could impose the retreat of the 
colonial powers and even force these powers to contribute to their establish-
ment as the new leaders of this not yet capitalist world in the South. The 
West favoured ‘true’ nationalists against the communists.36

When state-led industrialisation collapsed, the state classes’ control over 
political power became endangered. In many cases, cultural nationalists 
rose to power (Elsenhans 1994a). They were able to break their relative 
isolation and to conquer new social bases. With the gradual exhaustion of 
rent, the state classes increasingly appeared to the small and medium busi-
nesses as a purely rapacious fiscus from which they had nothing to expect.37 
In a quite Keynesian pattern, these small businesses had grown during the 
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state-led industrialisation because of the inefficiency of the public sector.38 
The public sector spent more money on wages and services than it pro-
vided goods. It operated as a state engaging in deficit spending with a large 
share of its deficit appearing as wages of average income households. The 
small and medium businesses grew by producing for these strata. In order 
to continue this growth, they wanted to disband state regulation, in India 
the license raj (Lubell & Zarour 1990: 395; Mizrahi 1994: 151). With 
dwindling resources, the state tried to spend its rent on politically useful 
audiences. Those kept from such favours accused the state of corruption 
which anyhow had to arise as a consequence of the rigidities of bureaucratic 
coordination in the economy.39 They turned to the cultural nationalists 
who had since long criticised the statisation of the economy and the statist 
economic basis of the secular nationalists and their state classes.40

In addition, to varying degrees the cultural nationalists became attrac-
tive to the marginalised. They had been seduced by the secular nationalists 
with the promise of improving conditions for their lives but, in reality, had 
been neglected in most cases.41 State-led industrialisation did not, how-
ever, provide them with sufficient jobs as shown above. Moderate agrarian 
reforms privileged middle farmers and did not remove rural property for the 
landless. In most cases agrarian reforms kept additional demand for (new) 
non-family rural labour low, although the labour input in such reformed 
agricultures rose, mostly to the benefit of the families of the owner opera-
tors.42 The marginalised, especially those who had migrated to the cities in 
order to find new jobs created by rent-financed spending, opted increas-
ingly for the cultural nationalists.43

The secular nationalists can, however, take pride in their success to put 
their populations to school.44 Ever increasing numbers of school leavers 
faced, however, a declining rise of demand of the modern sector for edu-
cated labour (Hanf 1969: 303; Roussel 1971: 515). At the start of state-
led industrialisation, the state-financed modern productive sector and the 
administrations (because of state building) were short in supply of quali-
fied staff. The early generations of school leavers came from families with 
a relatively intensive contact with the foreign bridgehead and were often 
well-acquainted with the languages of the ex-colonial powers and even 
often educated in these languages. New generations were drawn from the 
countryside or the provincial towns and were less acquainted with these 
Western languages. In order to fight the earlier generations who blocked 
the seats in the limited modern sector, the only advantage of the new climb-
ers was their higher familiarity with the local culture and the ‘vernacular’ 
languages. Insisting on the importance of the restoration of the national 
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culture was a suitable argument for asking for more places in the modern 
sector and even for replacing those already in place which were accused 
to be too Western.45 Amin’s (1973: 218)46 third estate—the old middle 
strata—and Ouaissa’s (2011) effendiyya—a combination of the historical 
and newly formed middle strata, often in alliance with the marginals as 
storm troopers—gave rise to new cultural identitarian movements. These 
movements grew under the leadership of intellectuals who had, in the com-
petition over ideas, adopted cultural nationalism.47 They became powerful 
in those regions of the South where there were chances to develop on the 
basis of more autonomy from the Western world, where the secular state 
classes had failed and where the reference to cultural heritage could allow 
marking the difference from the dominant Westernworld and its previous 
dominant bridgehead.

The new cultural identitarian movements are, therefore, absent from a 
variety of regions of the South. In Latin America, cultural difference from 
the West is perceived by the masses primarily as conflict between a west-
ernised established privileged class with conspicuous consumption on the 
one side and culturally and politically excluded poor which belong to the 
indigenous people on the other side (Canessa 2000: 115; Madrid 2008: 
507). The state classes had been relatively conservative in Latin America 
with the exception of Mexico. The challengers to these established west-
ernised classes are new forms of populist movements.48 Although there is a 
rise of religion, 49 there are no political movements which use religion as a 
mechanism of political integration.

In sub-Saharan Africa the established state classes are challenged mostly 
by segments of state classes which happened to be excluded from sinecures 
and members of newly emerging urban middle strata.50 There is very little 
connection to the rural world where the old traditional families maintain 
their influence.51 The urban informal sector is relatively weak as compared 
to Asia or Latin America. There are no really expanding dynamic rural and 
urban markets. Discontented segments of state classes and newly rising 
middle strata opt for the disempowerment of those segments of state classes 
which are in power. They adopt a discourse which is oriented to the values 
of the Western bourgeois revolutions of the 18th century.52 They hope to 
please Western donors and are trying to gain their support in the form of 
development assistance in order to reopen the tap of rents flowing from 
the West.53

Where radical secular nationalists had followed strategies of radical 
reforms including agrarian reforms with land redistribution, they were 
able to create the conditions for removing poverty via market regulation. 
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They were able to introduce economic liberalisation against the waste-
fulness of bureaucratic regulation and to mobilise the labour force. They 
favoured the trickling down of productivity improvements to the poorer 
sections which previously had been given some entitlement (especially 
through agrarian reforms). This success was achieved also in those socio-
economic structures where anti-communist state classes feared the politi-
cal competition of the communists and introduced themselves far-reaching 
land redistribution such as in South Korea (Kim 1976: 13; Lee 1979: 513) 
or Taiwan.54

The new cultural identitarian movements are, therefore, powerful in the 
world of Islam and in South and parts of South East Asia, but not in sub-
Saharan Africa (Green 2006; Harnischfeger 1995). In the world of Islam 
and these parts of Asia, state-led import-substituting industrialisation has 
created new middle strata and promoted (indirectly) the informal sector 
without integrating the subalterns into production so that the mechanism 
of growth via expanding internal mass markets was blocked.

Those political forces which emerge on the basis of the impact of the 
West on the not yet capitalist South are only partially available for strate-
gies of co-ordination between the West and the South: The space shrinks 
for coordinated strategies which could aim at compensating the disempow-
erment of labour (in the West) in relation to capital in this period of the 
rapid integration of the as-yet non-capitalist periphery into a worldwide 
international division of labour.

It is even tempting to give up the project of development through restruc-
turing. The shift in Western thinking on development policy towards an 
expectation that this can be achieved simply by orientating the economy 
around exports contributes to the downplaying of development issues. It 
leads to a pattern of international relations oriented around power.

A Non-development Pole in West–South Relations

Those political forces in capitalism which are close to business interests 
are actually unable to transcend the immediate interests of business in cost 
reduction and to impose at the political level the countervailing interest 
in market expansion through rising mass demand. They are, therefore, no 
partners for an alliance to preserve the bases of capitalism. They favour eco-
nomic liberalisation and the dismantling of state-controlled institutions of 
rent appropriation and rent allocation. Under their influence development, 
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policies have lost their macroperspectives and been limited to private sector 
promotion, better ‘good governance’ against wasteful use of rents and some 
rather limited social measures.55 The conflict between Japan and the World 
Bank over the role of the state in development was a manifest example 
(Moore 1999: 63; Watanabe 1997: 315). Those conservative forces in the 
West which concentrate on the preservation of national security interests 
formulate general views in line with such limited measures on the desirabil-
ity of overcoming underdevelopment. They focus, however, on cooperation 
with all well-established powers which share with them the interest in the 
maintenance of the balance of power at the level of the global state system. 
There is, therefore, little political pressure for correcting this shift to non-
development (Tammen 2006: 577).

There is a convergence in interests which contributes to maintaining 
stability at the interstate level such as avoiding major social break-ups of the 
established order at the level of any individual state.56 As long as the powers 
in place are capable of maintaining social stability, they are welcome part-
ners. They are expected to avoid the instrumentalising of internal conflicts 
to achieve aggressive foreign policies ends, that is, a strategy to enhance 
their ‘national’ legitimacy. External pressures aiming at imposing on them 
empowerment of their subalterns with the result of launching their internal 
markets are limited. Really occurring measures in this direction which took 
place during the current financial crisis in many countries of the South are 
favourably commented by experts, but not understood as a change in orien-
tation in the direction of capitalism. 57

Difficulties of Western and Southern Mass-based 
Political Forces

Possible strategic actors for the creation of a worldwide alliance against 
the global under-consumptionist threat of the current pattern of globalisa-
tion in the West, the Western parties with a large mass support, are not 
well placed for cooperation with the newly emerging political forces in the 
South which can command large mass support. This applies not only to 
the social democratic and communist parties (where they still exist) but 
also to the Christian Democratic parties. The Western Labour movement 
has certainly been less associated with the aggression of the West against 
the non-capitalist world during the expansion of the West since the 16th 
century. Those Christian churches which were close to Western subalterns 
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like the Methodists were prominent in fighting the slave trade.58 Labour 
organisations were often opposed to colonial expansion but often also 
accomplices.59 Labour parties were partners for the secular nationalists in 
implementing colonial reforms and even decolonisation (Albertini 1989: 
616; Holland 1996). But Western labour participated in the belief in the 
superiority of Western political norms which were often instrumentalised 
in order to justify Western military intervention against national liberation 
movements. The social democratic support for France’s Algerian War60 and 
the launching of the Vietnamese war by the US Democrats61 are outstanding 
examples for the belief of Western labour that the resistance movements of 
the South had to be taught which political goals they should pursue. The 
advice that they should privilege individual liberation against their collec-
tivist ideas is well-known. These collectivist ideas were, however, necessary 
in order to mobilise widespread support on the basis of the promise to 
completely reorder growth-inhibiting social structures. In rent-dominated 
societies the use of the rent for the many requires intelligent ‘collectivist’ 
structures, whereas markets (under conditions of market imperfections) 
protect the rentiers, and hence privilege. Rents are the expression of market 
imperfections which freedom of contract cannot remove.

As capitalism emerged regionally in an uneven manner, countervailing 
powers were also organised regionally. Especially after the first successes in 
the organisation of labour movements, labour became nationally restricted 
in its political practices. The areas in which it had to gain influence were 
organised as states (Gallissot 1995: 83–87). The literature on the types of 
capitalism typically describes national differences in the various restrictions 
on the operation of the mechanism and structure of competition and then 
goes on to develop typologies of business behaviour (Albert 1991: 117). 
Nevertheless, these differences are limited: The capital relies on worldwide 
relatively uniform rules of behaviour which are patterned by a-cultural 
competition on markets.

In contrast to this, labour relies on the resource of organisation: Organ-
isation of political movements depends on national conventions labelled 
as culture and state-related ‘national’ institutions. Labour may have been 
cosmopolitan in outlook when it rose as a political force, but its immediate 
interests and, therefore, its political praxis are shaped by the existing organ-
isational set-up in national societies and states (Ritter 1980: 360; Stearns 
1997: 69). The need for communication in order to achieve organisation 
is facilitated by a shared language. Global strategies are broken down into 
concrete goals which are formulated and perceived by members on the basis 
of the existing institutional settings. A good example is the social security 
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systems which were established within the boundaries of existing states. So, 
the regionally uneven spread of capitalism creates a multitude of incentives 
to privilege the national level in the organisation of labour. The attempt of 
labour to protect the national instances in the European integration process 
and the preference of business for the Union institutions,62 also through the 
so-called negative integration, are good examples.63

Where the state classes of the South had succeeded in imposing redis-
tribution at the world level during the oil price crisis, the progressive ele-
ments of the state classes in the OPEC countries did not find partners in 
the Western social democratic parties. These Southern state classes had 
seen the success of OPEC as a first step in a more general transfer of 
resources to the South via taxing the raw material exports of the South. 
This had been proposed in the demand for a new international economic 
order.64 The United States supported oil-price increases in order to become 
less dependent on cheap Middle East oil,65 but it did not intend to con-
tribute by such an outcome to the political legitimacy of the more radical 
political forces in the Arab world which since long had demanded better 
oil prices. Indeed, they wanted their conservative allies to reap the fruits of 
the achievement of higher oil prices, which they deemed necessary in order 
to diversify their supplies of oil (Elsenhans 1974b: 20). They intensively 
cooperated with the most conservative oil monarchies of the Arab world.66 
Their probably common objective was that the oil dollars could not be used 
to finance other raw material cartels (Sirc 1978: 322; Toye 2005: 157). The 
conservative oil monarchies wanted to support the Islamist forces against 
the Godless Marxists in other Muslim countries, with the well-known 
results in Pakistan and Afghanistan.67

Other outcomes proposed by the then tiersmondiste (thirdworld-
ist) Algeria68 failed because not only the US but also the European social 
democratic party leaderships were hostile (Gosovic & Ruggie 1976: 317 f.; 
Sabkani 2005). The social democrats could not adopt their own principle 
‘as much market as possible—as much state as necessary’ (SPD 1959) to 
the specific challenges of overcoming underdevelopment. First World social 
democrats had been unable to formulate a differentiated critique of the dan-
gers implicit in an overextension of the state. 69 Therefore, they could not 
strike an alliance with those segments of the state classes which limited rent 
by raising mass consumption. Instead, they indulged either in an uncritical 
approval of the role of state planning or an equally uncritical accusation of 
its wastefulness and oppressiveness.70 The Soviet Marxists were not better 
in evaluating the ‘national intelligentsia’ on the basis of their usefulness 
for implementing Soviet foreign policy goals (Jeffries 1968; Mährdel 1967: 
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1413). Alternative Marxists usually were adamant in the critique of the state 
classes for their cooperation with the imperialists,71 which was, however, the 
only means of appropriating rents from raw material exports.

Today, social democrats simply do not exist as partners for strategic alli-
ances outside the Western industrialised world. The secular nationalists 
have reacted to their failure in state-led industrialisation with the whole-
hearted adoption of economic liberalism and close cooperation with inter-
national capital and the institutions which share the latter’s views.72 The 
undoubtedly valuable contribution made by social democrats in the train-
ing of trade unionists and social activists in Third World countries does 
not compensate for the absence of coalitions for implementing alternative 
paths of development. Those communists who have succeeded in develop-
ing their own underdeveloped countries (China, Vietnam) prefer competi-
tion for external demand impulses (admittedly with some demand creation 
at their national levels) from the world economy by devaluation-driven 
growth. This allows them to negotiate further access to rent in apparently 
close cooperation with the Bretton Woods institutions.73 The secular forces 
based on labour do not exist anymore at the global level

The Christian Democrats of continental Europe share some characteris-
tics with the new cultural identitarian movements of the South. Both take 
their origins in the failure of the secular ‘Marxist’ (in a broad definition) to 
attract all strata of the subalterns. The Christian Democrats are directly heir 
to the populist parties which tried to present an alternative to the secular 
socialists in the late 19th century in creating a counterweight against the 
strategies of business to reduce costs. They chose a discourse based not so 
much on intensifying the class struggle but on moral principles deduced 
from religion. After 1945, the Christian Democrats inherited the electoral 
bases of those forces which had tried to limit the influence of the labour 
movement among the subalterns by addressing it with chauvinistic, organic 
and even racist ideas of community building. They had audiences among 
those parts segments of labour which social democratic parties could not 
easily reach (that is, employees, white-collar workers, rural workers, small 
business workers).74

Obviously the Christian Democrats are not the direct ideological heirs 
of the fascists, but they could take over their constituencies after the catas-
trophe of 1945: This is useful to remember when the new cultural identi-
tarian movements in the South are linked to fascism and are denied any 
capacity to become moderate conservative forces.

The bases, the sources of their ideologies, the opponents to check and the 
overall worldviews of the Christian Democrats and at least the increasingly 



186 Saving Capitalism from the Capitalists

dominant moderate fractions in the new cultural identitarian movements 
are relatively similar. But the close identification of all these movements 
with their respective cultural traditions keeps them from perceiving these 
similarities. The new cultural identitarian movements are, therefore, locally 
influential but internationally homeless outside their own cultural regions. 
They, therefore, cannot realise that they could play a similar role as the 
Christian Democrats in embedding capitalism. In order to create these 
movements, cultural traditions have been used as an overarching common 
umbrella rather without too much and recently also decreasing practical 
relevance (Sharma 2014).

In order to enlarge their bases among the three constituencies I men-
tioned above, these movements have to complement this umbrella by prac-
tical programmes. These practical programmes are inspired by pragmatism 
as they do not have a precise and coherent economic and social theory. 
They have principles, which can be summarised as moral economy,75 an 
imprecise term which describes a fundamental commitment to market and 
private property combined with an overall responsibility for state interven-
tion to maintain social norms of equity and fairness. In order to enlarge 
their audiences, these movements have increasingly to relegate their cultural 
goals to the second level and to concentrate on their pragmatic stances.76 
This often leads to considerable tensions between their constituencies and 
their core memberships (Schwecke 2011: esp. 121  ff.). The more these 
movements move towards the centre of their societies in order to become 
influential, the more they have to address much less culturally committed 
middle strata which reject some of their more purist goals. These middle 
strata have a lot to lose in case of disorder. They are more powerful and 
more committed in these movements, the more their businesses grow on 
the basis of growing demand and the implied empowerment of labour. This 
does not preclude a return to aggressive identitarian policies by the new cul-
tural identarian political movements77 but limits this perspective especially 
in case that the growth of employment counteracts tendencies to economic 
depression.

The main representatives of the West in the South have very little con-
tact with these new cultural identitarian movements: The Western labour 
movement rejects them in the name of secularism and cosmopolitanism 
because of their nationalism and their foreignness, hence cultural distance. 
The Christians do not find common ground with the religiously based 
organisations due to the divisive influence of the differences in cultural 
identification.
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The Isolation of the Non-governmental Organisations

NGOs occupy at the international level the space which in national capi-
talist settings is occupied by the political organisations which mediate and 
alleviate the conflict between capital and labour. This space is not occupied 
at the global level by mass organisations because the impact of capitalism is 
too weak to create uniform conditions of labour. Labour in production sites 
with poor conditions cannot easily migrate to locations with better condi-
tions as in the case of national economies. Without such migrations there 
is no homogenisation of work conditions on the basis of labour becoming 
scarce in regions with poor conditions. This place is, therefore, occupied by 
elite organisations without large memberships.

NGOs have no mass base and are not financed by those in the name of 
whom they pretend to realise improvements. They are in a double relation-
ship (with their sources of funds and their target groups) which is character-
ised by rent. Those whom they help would not receive the same benefits if 
they refused to cooperate. NGOs, therefore, have the power to successfully 
‘advise’ their target groups. However, in the case that a target group refuses 
such advice they would be worse off (Elsenhans 1995, 1996b). In order to 
acquire the resources necessary for their activities, NGOs have to convince 
donors about the quality of their work, particularly their successes.78 Donors 
are invariably those who belong to the hegemonic block in power in the 
capitalist countries as other groups have much less money to spare, even if 
well-intentioned members of the capitalist societies contribute. The latter’s 
contribution will never be large enough to engineer strategies to restructure 
underdeveloped disarticulated economies which lack the economic capacity 
to provide for mass needs. NGOs can be successful in acquiring resources 
if they conform to those overall views which donors value about successful 
development strategies. In order to show a good profile to donors, target 
groups as recipients of NGO assistance have to behave in ways which are 
presentable to donors (Baierle 2003: 323; Fowler 2000: 641). NGOs ‘sell 
titles to moral well being’, hence a sort of certificates of good conscience 
(Elsenhans 1991b: 211, 1995: 158  f.) and impose the required patterns 
of behaviour because in this way they acquire a non-material asset which 
gives access to a rent distributed by a donor. They acquire their resources 
neither from mass membership fees nor by selling their certificates of good 
conscience on anonymous markets regulated by perfect competition, but 
oligopolistic markets where they create the demand partially themselves by 
influencing the political audiences to which the rent distributing planners 
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refer. They participate in the creation of the demand like many other 
oligopolists who sell less noble products than NGOs.

There is no need to extensively report on the shortcomings of NGOs 
but two implications should be mentioned. NGOs escape even less than 
organisations with mass membership the iron law of oligarchy79 and the 
emergence of the self-interest of any organisation in its own survival.80 They 
will, therefore, employ power and influence to shape target groups to their 
needs for acquiring new rents. Transparency and the free flow of informa-
tion will constrain these tendencies, but the Third World is remote so that 
the results achieved by the NGOs and their targets groups are always ame-
nable to ‘presentation’, finally masquerade.

Their rivals are truly mass-based organisations which may exhibit other 
preferences. Some NGOs even subvert existing mass organisations (Petras 
1997: 12) by co-opting their leadership or by providing more benefits 
which are attractive at least in the short run.81

It would be suicidal to attack openly the philosophy of major donors. 
As these major donors have no incentive to directly oppose capital on side 
issues such as development policies, NGOs cannot go beyond curative 
practices. Their policies are supposed to not enter into decisive conflict 
with established powers in the capitalist West. The parallel between their 
role and the role of missionary societies during the period of colonialism 
has already been mentioned. The stepping in of the NGOs into the role of 
quasi-governments with responsibility for entire territories is an observable 
tendency and greatly promoted by the European Union and its ‘civilian’ 
foreign policy.82

NGOs are typically without close contact with those organisations 
which posit themselves as independent from the West. As long as the secu-
lar nationalists had powerful local social bases and in so far as they still 
have them, they do not cooperate with the NGOs who do not accept their 
terms.83 With the demise of the secular nationalists, some of their cadres 
have joined the NGOs (Elsenhans 1991c: 277; Vaughan 1995: 518). As 
well, the NGOs do not have contacts to the new cultural identitarian move-
ments. They consider them as competitors and tend to present as politically 
dangerous and opposed to the values of development and democracy.84

Despite globalisation, in the realm of transnational political and social 
organisation there is globalisation only in appearance. Neither the ‘civil 
society’ of the West nor its political organisations in the sector of the repre-
sentation of mass interests have contact with the really existing—perhaps, 
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however, in reality—‘uncivil’,85 sometimes even violent civil societies of the 
not yet capitalist world.86 This really existing civil society is quite powerful 
and vigorous due the importance of rents in all walks of society.

The relative isolation of the NGOs is reinforced by the recruitment basis 
of the organisations. In the capitalist world, they recruit from the same 
supply of university graduates as transnational enterprises or governments.87 
In the South, the recruitment comes to a large extent from those strata 
from which also governments and transnational companies recruit (Le 
Naëlou 2004: 792; Werker & Ahmed 2008: 79). A Bangladeshi civil serv-
ant described this mechanism as follows: ‘You go into government admin-
istration for 10 years in order to learn how the government ticks. Then you 
try to be hired by a transnational enterprise and, if you fail, by an NGO. If 
you do not succeed in both ways you will remain a civil servant and try to 
collect bribes.’

There is, therefore, at the global level no mass-based political struc-
ture which constitutes a counterweight against the strategies of business to 
reduce costs. Under the conditions of still continuing structural underem-
ployment, the absence of political mass organisations leads to the admit-
tedly highly decentralised appearance of rent. The discourse about cultural 
and social globalisation is, therefore, misleading. Globalisation in these 
walks of society might be interpreted as the constitution of an efficient 
countervailing power against the strategies of business comparable to the 
negotiating power of scarce labour in capitalist social structures.

Maybe the discursive impact of these organisations, as they try to repre-
sent general human interests, develops an impact of its own by the strength 
of its argument. This comes back to the question whether ideas matter. 
I admit that my own appreciation is influenced by a materialistic inter-
pretation of history. Interests may lead to different formulations and these 
interpretations may transcend inherited worldviews but there are no world-
views which become powerful in history without being related to deeply felt 
interests nested in the anxieties and perspectives of identifiable social groups 
with a distinguishable embeddedness in social conflict structures.88 The fail-
ure of so many attempts to democratisation to go beyond electoral democ-
racy (Merkel et al. 2001: 68) and the parallel inability of their subalterns to 
acquire and organise real influence shows the importance of rent (Zinecker 
2009: esp. 325). Capitalism can go with many political regimes but democ-
racy probably only with a socio-economic system where capitalism removes 
or at least decisively reduces the possibilities of rent appropriation.
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7
An International Community of 
Rentier Governments: Noble 
Intentions or a Return to the Past

If the economic bases of the civil society at the world level are shaky and 
weak, the defence of capitalism will depend on the organisation of an 

appropriate cooperation between governments. In this cooperation, govern-
ments will facilitate the transition of additional major regions to capitalism, 
an option which is open through the emergence of the newly industrialising 
countries. The vibrant discourse of the elite organisations which pretend 
to be the world civil society can contribute to this outcome, provided that 
these elite organisations take cognisance of the conditions for a worldwide 
transition to capitalism.

The perspective of globalisation leading to an interstate system where 
even major powers accept increasingly to follow rules developed by interna-
tional consensus will materialise only to a limited degree. In order to reduce 
transaction costs, states will certainly, as they did before, accept to extend 
the areas which are governed by international law. But this will not extend 
to areas where states perceive major interests. They will not give up their 
quality of sovereign states which can be bound only by their consent. This 
applies not only to major powers but also to most of the minor powers. 
Rather than the right to participate as a part of the majority in interna-
tional institutions, these minor powers would prefer to be shielded from 
the obtrusive influence of major powers. They will continue to consider 
sovereignty as a major protection from being drowned by external forces. It 
can be expected that smaller states will be reluctant to relinquish the attrib-
utes associated with sovereignty in favour of rules agreed by majority votes. 
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They see in their sovereignty a better safeguard against encroachments by 
more powerful states with regional clout than in the possible protection by 
majorities they can form together with other smaller states.

We are heading for a multipolar system composed of around six major 
powers (the United States, European Union, BRIC [Brazil, Russia, India, 
and China]). These are all major powers, also the emerging powers, despite 
the differences in their capacities to project military power abroad. The Iraq 
war has demonstrated that even the United States is unable to reduce mili-
tary resistance without applying nuclear weapons in a mid-sized country. 
It can be concluded that none of these six powers can be durably occupied 
by another one with conventional means. Neither of these powers can be 
forced against their own will to comply with the goal of another one without 
being threatened by nuclear weapons. In all areas of vital interests of these 
powers, their interests have to be respected. The emerging interstate system 
will be regulated according to the principles of building temporary alliances 
for limited agreements in order to conduct the balance of power. This will 
resemble the cooperation within the framework of the post-1815 Vienna 
system during the first half of the 19th century (Mohan 2009; Qin 2009).

To the difference of this period, actual globalisation seems not to trigger 
off worldwide new social movements, which like nationalism in the 19th 
century seriously subvert the existing distribution of power. Therefore, this 
system is composed of existing major powers that are saturated and will not 
entertain movements for territorial expansion against others. This system 
will also not be altered by new social forces as all governments are interested 
in maintaining stability by maintaining their partners in the direction of the 
other powers of the system with whom they entertain relations.

There are no ‘irridenta’ territories which have to be liberated. Admittedly, 
there are areas difficult to handle like sub-Saharan Africa or the Arab world. 
In sub-Saharan Africa, the previous power configuration in the interstate 
system with its decolonisation by increased balkanisation created a mul-
titude of weak states. In the Arab world, Britain had followed a similar 
strategy in order to separate populous regions from oil rich regions wher-
ever possible. It is difficult to imagine that the feelings of Arab identity 
are weaker in the many Arab countries than the feeling of Indian identity 
within the multilingual Indian world. All major powers seem to agree that 
this dispersion of state power in the Arab world is in their interest to avoid 
the control of a unified Arab state over two-thirds of the cheaper world 
resources of oil.

The dispute between China and the rest of the world about the appre-
ciation of the yuan (Gu 2010: 17; Kühnlenz & Kaelble 2010), but also 
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Germany’s refusal to raise real wages in order to contribute to economic 
growth in the Euro zone show that governments (Joebges 2010: 1), even 
if integrated into a supra-national set-up, are not ready to abandon sov-
ereignty over such issues as their strategy to maintain their international 
competitiveness.

It cannot be expected that the technically leading economies fulfil the 
role of a locomotive by accepting permanent balance of trade deficits in 
favour of catching-up economies. Perhaps they may be forced to do so for 
some time if the aging of their populations forces them to increase con-
sumption over production (Pfaller & Witte 2002: 129 ff.).

A realistic mode of regulation would consist in all the major govern-
ments equally accepting not to resort to beggar-thy-neighbour policies 
which was intended in the Keynesian draft for the post-war Bretton Woods 
arrangements.1 This would take up the Keynesian proposal of taking export 
surplus earnings from surplus countries and use them to finance the bal-
ance of trade deficits of states which contribute more to maintain the global 
demand.

In the actual financial crisis, some of the newly industrialising countries 
have maintained growth by launching internal (mass) demand (cf. Chapter  5, 
note 57). This could augur well for their readiness to conduct their trade 
relations on the basis of new rules. It also demonstrates that major catching-
up economies increasingly become independent from devaluation-driven 
growth.

The development of the WTO further shows that major powers have 
regimes to find agreements over eliminating state intervention, especially, 
in the area where only earning possibilities and, therefore, balance of pay-
ments issues are relevant. They are less inclined to give up their means of 
protecting their national innovation systems which are considered to be 
much more important than earnings for their growth in the future. They do 
not accept to be excluded from major new waves of innovation.

I expect, therefore, the management of the threat of rents by govern-
ment-business cooperation at national levels through intergovernmental 
cooperation. Governments will not resort to an aggressive capturing of the 
world market to the detriment of others. Tendencies to unequal specialisa-
tion which in the past may have been the source of conflicts will be dealt 
with by ad hoc agreements where major players will respect each other’s 
interests.

Such structures will be made workable if the main players achieve high 
levels of employment. This can be achieved if globalisation is intensified: 
The leading economies would accept to increase their consumption and 
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run further balance of trade deficits as did Britain in the 19th century 
(MacCloskey 1980: 318) and the United States over much of the second 
part of the 20th century.2 There are doubts whether this will happen. It is 
not precluded, if this is accompanied by parallel measures in the catching-
up economies to launch their internal markets. In that case, balance of trade 
deficits in the leading economies would appear to be temporary.

I argue, therefore, that the best strategy available for labour in the lead-
ing capitalist economies consists in intensifying globalisation in order to 
push the catching-up economies to high levels of employment. This will 
limit the possibilities of these economies to continue devaluation-driven 
growth. China, India and Brazil may succeed in their transformation 
into capitalist economies with labour being empowered by high levels of 
employment, perhaps together with some other large but not yet fully capi-
talist economies such as Mexico, Indonesia, Thailand, Vietnam and South 
Africa. If this proves to be successful, the rest of the world may also reach 
higher levels of employment, even if the only option open to these coun-
tries is devaluation-driven export-oriented industrialisation (although some 
of them will for long have difficulties in joining such strategies). When 
these smaller economies will have reached the possibility of export-oriented 
industrialisation through their capacity to locally produce surpluses of wage 
goods, there may be the possibility of transforming them on the basis of 
external demand for their products. When the BRIC states finally reach 
high levels of employment through the development and extension of their 
internal markets, the developed world will constitute such a large part of the 
world economy that it could perhaps absorb the export surpluses of such 
smaller developing economies on an ongoing basis. There is no real need 
of worrying about disturbing influences of these smaller economies if the 
catching-up process and the empowerment of labour will have been success-
ful in those large economies. Within the framework of developing Western 
Europe, the question whether labour got empowered in Switzerland or 
the Czech lands was also no issue for maintaining sufficient levels of inter-
national demand.

This benign scenario is complemented by some risks which cannot be 
overseen. Technical progress has led to a mix of activities where industry 
no longer provides jobs to degrees which characterised Europe’s transition 
to capitalism (Kaelble 1998: 25 ff.). The impact of industrialisation on the 
empowerment of labour can be expected to be weaker in the future also in 
catching-up economies. Productivity will rise worldwide but the absorption 
of the greater wealth by mass demand may not be guaranteed. A scenario 
can be imagined where consumption increasingly depends on the spending 
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from higher incomes, as the drive to development remains too weak to 
integrate the mass of the marginalised into the economy via gainful (surplus 
producing) employment.

Such a scenario can be projected. It removes from my model of capital-
ism the assumption that the higher income households can receive higher 
incomes than the average households only in function of the higher costs of 
training for the skills necessary for technically more demanding jobs. The 
removal of this assumption implies the removal of perfect labour markets, 
where those who receive lower incomes are free to acquire better skills on 
free markets on which all types of skills are provided, certainly on the basis 
of costs to be paid. A convenient strategy for creating market imperfections 
is created by mechanisms of job definition which not only comprise formal 
skills but also social capital. Access to better jobs is dependent on social 
relations. Enterprises can follow this in principle costly strategy because 
oligopolistic competition creates barriers to new entrants. Other enter-
prises follow the leaders in this strategy because it allows them to maintain 
social hierarchies within the enterprise in the favour of the management. 
Enterprises can maintain these arrangements because productivity depends 
on learning by doing with the skill acquired in this process remaining 
enterprise-specific (Deppe & Lange 1970: 807  f.; Mallet 1969: 84–95). 
New entrants are unable to produce such skills. New enterprises may 
get these skills by hiring discontented workers coming from many enter-
prises, and even with the access to these skills newly founded enterprises 
cannot become competitive with established enterprises within a reasonable 
‘learning’ period. Alternative centres of learning by doing cannot emerge 
and workers can apply their acquired additional skills only within the enter-
prise they belong to. Labour will be tied to enterprises in order to maintain 
good incomes and certainly refrain from becoming too unruly.

With imperfect labour markets, especially, for jobs where higher incomes 
are paid and enterprises which because of imperfect markets for their goods 
can charge mark-up prices, consumption spending out of higher incomes 
is no longer sanctioned by the market. The Kalecki (1944: 329 f.) scenario 
of market imperfections allowing enterprises to maximise profits without 
heading for full employment might become the dominant feature of the 
economy also because of the behaviour of labour. The economy would then 
be characterised by the disempowerment of relatively unskilled labour and 
the empowerment of middle and high-income strata through varieties of 
imperfections on the labour markets which in turn can go with higher con-
sumption spending out of high incomes. Under such conditions, capitalism 
will lose its tendency to promote equality. It will become an arrangement 
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characterised by market imperfections. From the demand side, it will appear 
as an economy of delight3 where luxury spending becomes important for 
maintaining high levels of production. From the supply side, technical pro-
gress will be geared to excellence, in some economies for a larger, in some 
for a smaller number of households. If there are no mechanisms through 
which greater equality can be imposed, the pattern of technical progress will 
not lead to comparative cost advantages for the more egalitarian economies 
in new products to be manufactured with mass consumption technologies. 
The very possibility of a product being based on technologies of mass pro-
duction may disqualify it for higher income households.

Such a system will be unstable, as it can be assumed that the higher 
income households will increase their consumption not in line with their 
higher incomes. They will also desire security in the future so that they 
increase their savings. These savings will not be required for financing and 
investment if it is assumed that the decreasing contribution of industry 
to national income limits also investment in real assets. The expansion of 
financial markets is the first possibility to avoid crisis but this possibility 
has limits to be managed by the political system. Therefore, ‘investment’ in 
political power becomes probable.

The scenario of the economy of delight based on imperfect labour mar-
kets implies oligopolistic restrictions with barriers to entry into new activ-
ities and with spending on product differentiation and the creation of images 
of products. As well, such an economy implies the extension of financial 
assets without corresponding counterparts in the real economy. The value 
of such financial assets depends on the protection of the financial assets 
through regulation. Such regulation will try to limit bubbles on the one 
hand and on the other hand maintain the nominal value of financial assets 
which exist. As financial assets do not become automatically demand for the 
real economy, this is possible in case of a reasonable overexpansion of the 
financial markets, so that they can function as a sort of potential purchas-
ing power to be available in case of crises. They, however, yield interest for 
their owners who receive an income because of political protection of their 
assets very similar to a rent on land holding in the old tributary modes of 
production. Such a structure is not different from ancient tributary modes 
of production where markets existed but were limited by political power in 
the interests of the privileged. There will be relatively protected elites with 
high incomes which are used for conspicuous consumption. Access to elite 
positions will be more or less open, but always dependent on conforming to 
career patterns shaped by the oligopolistic structures in the different indus-
tries. Innovators will not be able to exploit innovations themselves but will 
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have to offer innovations to enterprises which follow oligopolistic strategies. 
As market imperfections are decisive, there will be spending on the creation 
of such imperfections, that is, on political and social power as in tributary 
modes of production. Part of the spending will be directed to create images 
of oneself, the company and the product, not too different from the spend-
ing of the lords of tributary modes of production on ‘works representing 
the superior unity of the community’ (Marx 1857–1858: 377). Sponsoring 
is such an activity today.

It is clear that those who have difficulties to enter into the career patterns 
which are still offered will be told that this is due to their lack of appropriate 
skills, as the jobless are told today that they are unusable at the price they 
ask or they have to ask for in order to survive.

Mainstream economists will probably argue that this is still a capital-
ist economy. Within the multiple imperfect markets, operations take the 
form of an exchange. But in analysing such a system, at least many future 
economic historians will inevitably discover that, here, markets are well-
entrenched in ‘non-market’ structures, that is, market imperfections. Some 
of them will argue that these newly emerging economic and social struc-
tures are capitalist. Do the old tributary modes of production of China and 
India not deserve the label of capitalist as there were markets, as craftsmen 
sold their luxury products on markets, as there was money and even banks? 
The only difference would be that the luxuries of the new tributary modes 
of production are produced with machinery and not on the basis of superior 
skills of artisans. Machinery produced luxuries imply that achievements in 
improvement can be transmitted by better machinery, whereas in the case 
of the old type of artisan skill formation in the old tributary modes of pro-
duction any new artisan in principle starts from zero. There was knowledge 
which could be transmitted from generation to generation but the transfer 
of this knowledge was based not only on the acquisition of knowledge but 
also on the physical training of workers which always has to start from zero. 
Theories of history will emerge which no longer treat capitalism as a specific 
socio-economic arrangement, but as a step in a process of rationalisation of 
the ancient ‘also capitalist’ tributary modes by means of a technical revolu-
tion based on machinery. The capitalist period of the 16th to 20th centuries 
will be perceived as an episode of history.

There will be still democracy but highly elite-mediated and limited to 
the possibility of changing leaders in electoral democracy. Leaders present 
alternatives as menus. There will be still different menus, however, with 
many identical items like in a simple fast food shop. Many arguments will 
be excluded: rent in rent-dominated structures which are clothed as market 
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economies will be defended on the basis of the argument that a reduction 
of rent through mass incomes will block the trickling down of economic 
benefits to the poor.

This will go with a parallel re-interpretation of history. The old mecha-
nisms for consultation in tributary modes of production will be considered 
as forms of still limited democratic participation. Their extension will be 
considered as having become possible because of improved technical means 
of participation. The mediation of popular will through organisations 
called parties in the modern system will be interpreted as an improvement, 
rationalisation and institutionalisation of ancient modes of participation. 
The dependence of these modern organisations on financial power which 
is unevenly distributed will be interpreted as a natural condition for main-
taining participation itself, as participation requires order. It will be argued 
that there is chaos if there is no pre-existing order which flanks spontaneous 
activities of the disorderly activities of the subalterns. Human rights will be 
considered as protected as far as the order is not subverted and be, hence, 
something which is conceded as were the rights in the old system of the 
ancient times conceded by the good emperors. This ideological turn will 
put capitalism out of mind, and in the end describe it as a temporary phase 
of disorderly growth of technology which could have been brought about 
also without these disturbances. China’s progress did not depend on such 
disorder as such a committed Marxist as Frank (1998: 57  f.) had shown 
even before the emergence of the politically correct California school.4 
With this ideological turn, a new and stable tributary mode of production 
will appear as the end of history.5 Some revolting nonconformists may be 
tolerated who indulge in describing capitalism full of yearning as a histori-
cally unprecedented attempt to disestablish the tributary structures and to 
create something else.

In some intellectual circles, liberals and socialists may discover their 
common objective: maintaining and re-establishing capitalism where pos-
sible. Liberals would have to accept the importance of empowerment of 
labour, and socialists the importance of competition. Both together form 
the basis for the disestablishment of rent.

They will be internationally relatively isolated. The global system will be 
managed according to the principles of the balance of power as the applica-
tion of the principles of ‘checks and balances’ to the global level by the satu-
rated superpowers (Elsenhans 2009: 39–44). They are governed by ruling 
classes with very well-ordered selection principles not so different from the 
civil service of the ancient Chinese Empire. These ruling classes tend to 
support each other in order to avoid unreasonable and especially violent 
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change. The end of history will not be a decentralised bourgeois–capitalist 
order, but the return to ancient tributary modes of regulation, if we are not 
able to preserve capitalism by embedding it into social democracy.

The alternative has to be organised. At the conceptual level, there will be 
a ‘marriage’ which will consist in the ideological acceptance of the empow-
erment of labour as a condition for capitalism. It will guarantee high levels 
of employment. It is this type of empowerment which preserves the option 
of exit, through which the different possibilities of voice become meaning-
ful. And it is this type of empowerment of labour which can keep the insti-
tutions where voice is exercised from falling under the iron law of oligarchy. 
The ‘here I stand, I cannot do otherwise’ can be applied only, if it does not 
lead to personal economic disaster.

Notes and References

1. Agarwal 2006: 204; Boughton 1998: 40 f.; Crockett 2003: 99; Skidelsky 1998.
2. On the basis of an overvalued dollar in relation to the catching-up economies, 

Kreile 1977: 777 f.; Meier 1977: 613–623; Shinohara 1961: 137.
3. On the concept Nef 1958: 129; Vicens Vives 1969: 174.
4. Pomeranz 2000; Vries 2008; Zurndorfer 2003.
5. And not of the type Fukuyama 1989. But as a threat to capitalist dynamism. I 

have warned already in Elsenhans 1991a.
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