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Introduction

§0.1
Subject and Research Questions

The subtitle of this research reveals that it is a Marxist analysis. Doesn't Marxism have something to do with class struggle? And isn't that an old-fashioned idea that has proven itself all too wrong? Indeed, have you seen class struggle lately? Shouldn't we speak instead of the struggle of new social movements, like the anti-globalisation movement? Or of the 'multitude'? And why should we start with capital, and not with other forms of oppression, like racism or patriarchy? John Holloway (2003) poses these questions and elegantly develops his argument that class struggle "has probably never been so vicious and violent as today." In this article, he defines people as 'doers' and argues that within capitalism, the direct connection between our 'doing' and the 'doing' of other people is broken, because our 'doing' is appropriated by capitalists and sold on the market for money. Therefore, whether we like it or not, economics is put at the center of our lives and social relationships become essentially relationships between things. We don't recognize money, commodities, capital, the state as forms of social relations, but we see them as things and not as the products of our own 'doing'. 

Everyday the capitalists have to separate us from the means of 'doing' and persuade us to work for them and buy their commodities. The states ensures this process and enforces property rights. Therefore, each day the capitalists have to struggle for compliance and we struggle back. We struggle back against the discipline of capital inside the workplace, by fighting for higher wages and better working conditions, by coming late, taking longer breaks, coming to work sleepy after a short night, etc. But we also fight outside the workplace by protesting against the consequences of private property: for access to medicines, education, free time, real democracy, and against pollution, hunger, poverty, war, and traditional family relations. The concept of class is important, because it shows that capitalists struggle for profit and control. Moreover, this concept can unite us in the struggle for different social relations and gives us hope and strength, because it shows that capital depends on us for exploitation.   

  
In this research, then, the capitalist struggle for increased profits and control is analyzed in the context of the deepening of European integration with the introduction of the monetary union and the euro. In such an analysis the literature of orthodox or neo-classical economics is of little use. In this approach money is treated only as a 'veil' over commodity exchange and its effects are thus largely neutral. For others, in an important sense, money is politics. As the Keynesian Jonathan Kirshner (2003) observes, 'the management of money is always and everywhere political.' But in this theory money remains treated as a thing and not thoroughly as a social relation. This research will take up this point from a Marxist perspective. 

If a new currency has been introduced in an economic superpower like the European Union, there will be winners and losers both inside and outside its borders. Maybe naively an attempt is made to study both dimensions of the introduction of the euro. The first question this research will try to tackle is the following: Who pays for the euro? This question should be read as encompassing more than only monetary phenomena. Rather it is a shortcut for analyzing the effects of the introduction of the euro on the state/society complexes in the EU. It will especially focus on the change from macro- to micro- economic policies and on the question of democracy.


The second subject of this research is the relation between changes on the world level and the European level. Since Bastiaan van Apeldoorn (2002) has already done much good work on how European integration is shaped by global processes of capitalist restructuring, one of the main subjects of this research is its opposite: What is the effect of the restructuring of the EU on the level of world order? At first, the effects of a dear euro on the relations between the EU and the Third World were also part of the ambition of this research. In the final outcome, this issue is treated, briefly in some paragraphs, but not systematically. Here, because of time and space, the focus is on another important change in the international political economy due to the introduction of the euro. It is analyzed whether the euro is becoming a rival of the dollar for being the world currency. The central research questions become therefore the following:

1) Who pays for the euro?

2) Is the euro becoming a rival of the dollar for being the world currency?

§0.2
Goal of the Study

Within the academic world, the global neo-liberal restructuring has led towards renewed attention for the relation between economic and inter-state relations. The traditional realist approach in international relations has lost much of its former dominance and a growing body of literature on the international political economy is emerging. One of the more critical perspectives is neo-Gramscian theory.  According to Robert Cox, one dividing line between the neo-Gramscian approach and mainstream theory is that the first is critical theory and the latter problem-solving theory. Problem-solving theory "(..) takes the world as it finds it, with the prevailing social and power relationships and the institutions into which they are organized, as the given framework for action. (..) Critical theory, unlike problem-solving theory, does not take institutions and social power relations for granted but calls them into question by concerning itself with their origins and how and whether they might be in the process of change (Cox 1981: 88-9)." 

This work uses many of the insights provided by neo-Gramscian theory, but it will argue that it needs to be complemented with an explicit economic theory. Thus, it ‘brings back’ in this neo-Marxist approach the labor theory of value. The labor theory of value is needed for the notion of the exploitation of labor by capital, for a theory of crises, for a theory of dependent development and a theory of international seigniorage (the benefits associated with the privilege of providing the international reserve currency). Consequently, the theoretical base of this research is made by an uneasy fusion between neo-Gramscian theory, as developed by Bastiaan van Apeldoorn and others, and more 'orthodox' Marxist theory provided by Gulielmo Carchedi, who is largely ignored in most literature on international relations or European integration.

In an important sense, however, the labor theory of value is not simply ‘brought back’. Nowadays, within Marxist political economy different approaches exist towards value theory. Here, two approaches,  the so-called the Value-Form and the Temporal Single System approach,  will be briefly compared and one of them will be introduced. The latter will be subsequently presented and used in this research. It is a relatively new approach and in this sense, the labor theory of value is not simply ‘brought back’. 

So far the relevance for the academic world. Living in a world of growing inequalities and a looming ecological crisis of proportions we still seem unable to understand, a world which is characterized by an increasing polarization forcing people to make political choices, this study tries to make judgements about the nature of the processes effecting our lives and hopes to contribute to the developing of an emancipatory and truly democratic, or socialist, alternative.

§0.3
Outline of this research
To answer the research questions, several sub-questions will be posed and answered in different chapters. Before we can answer how the euro changed the state/society complexes in the EU, we need to know why and how the euro emerged in the first place. Therefore, different perspectives on European integration will be introduced in chapter one. From these perspectives one will be chosen. The perspective that is chosen is neo-Gramscian theory.

This theory will be complemented in chapter two with an explicit economic theory. In an article about crises, general crises and growing inequality between nations, Alan Freeman (1999) contents that these phenomena are facts that are universally recognized and that they became generalized when market relations became generalized in the beginning of the 19th century. Moreover, these are important facts, he continues, because they affect the lives of all human beings very strongly and force us to make political choices. Freeman rightly argues that these issues are treated very unsatisfactorily by orthodox economics, which presume an equilibrium state of the economy. Every event that is not in line with this ‘natural’ state is explained exogenously, as a product from whatever origin except of the market. Therefore, because of lack of time and space, this theory is not systematically treated here, although at times it is criticized. Instead, in this research theories are chosen that can confront these facts. Here, as has been stated above, from two Marxist approaches one particular value theory will be chosen and subsequently presented. 

In chapter three, the context of the euro is presented. It will be argued that the euro should be placed into the context of the world economic crisis, which has its origins in the 1970s but is still with us today. In this chapter the neo-Gramscian approach to the world economic crisis will be presented, and compared with the debate within Marxist political economy, which broke out again after the publication of Robert Brenner in the second half of the 1990s. Having provided theoretical arguments concerning the crisis, a historical description will try to put the formation of the monetary union and the introduction of the single currency in perspective.

In chapter four, the first central research question will be answered. It will be argued that the emergence of the euro was the result of social struggle. For this purpose, the neo-Gramscian literature is consulted. Then, with help from value-theory, the economics of the monetary union and the euro will be analyzed to answer the first question ‘who pays for the euro?’ Its answer will be subsequently complemented again, with neo-Gramscian literature on labor market restructuring. This chapter ends with a brief assessment of democracy in the European Union.   

The second central research question will be answered in chapter five. Here, a theory of international seigniorage, exchange rates and imperialist struggle will be presented, together with a theoretical and empirical assessment whether the euro is replacing the depreciating dollar as the international reserve currency. This research ends with a brief conclusion, which could be read as a summery.

Chapter One
Theories of European integration

§1.0
Introduction

This chapter introduces and evaluates theories of European integration. Mainstream interpretations of integration in Europe can be conceptually and historically divided. Like Otto Holman (2001) notes, any dividing line is debatable, but it is nevertheless useful to make distinctions. Until the end of the 1990s most works can be categorized as belonging either to neo-functionalism (and later supranational institutionalism) or to intergovernmental institutionalism. The first stressed automatic ‘spill over’ mechanisms inherent to European integration and emphasized the role of supranational actors, while the second denied supranational actors a significant role and explained integration through inter-state bargaining between the biggest member states.

In the mid-1990s a growing body of literature emerged which stated that some parts of the European Union can be called supranational and other parts intergovernmental. It argued that the EU was a novel polity, which is best described by multi-level governance. This theory tried to take stand against the most coherent paradigm of the day: liberal intergovernmentalism. This theory was launched in 1998 by Moravcsik and gave intergovernmentalist institutionalism more content by trying to explain the formation of national interests, instead of taking these as given.

At the same time, a neo-Gramscian theory of European integration is being gradually developed. This is a critical approach and stresses the importance of transnational class formation in the making of the EU. This theory will be picked up again in chapter three and four. It lacks however an explicit economic theory, which will be developed from a Marxist perspective in chapter two.

§1.1
Neo-functionalist approach

The first theory to be considered is neo-functionalist theory. In this theory integration is explained as the result of an automatic, functional and political spill-over. In this view, a common policy in one sector leads towards a common policy in another, resulting in new institutions above the level of the nation-state. Supranational officials working in these institutions try to increase their autonomy and increasingly set the political agenda. This theory, as developed among others by Haas (1968), allows for a theory of societal actors in the form of interest groups. These follow the functionalist logic and move their lobbying activities towards the newly created supranational institutions. Power relations between these societal actors and between member states, however, are not analyzed, nor are their ideologies (see Van Apeldoorn 2002: 35-6).

§1.2
Intergovernmentalist approach

The second theory that has gained a wide audience is intergovernmentalist institutionalism, or intergovernmentalism. This theory was developed in a period when the neo-functionalist spill-over effect came very visibly to a halt with the emergence of a period called ‘europessimism’, which lasted from the 1970s till the early 1980s. Actually the term 'europessimism' is a bit misleading, because "(..) a number of important developments took place during this phase: the first enlargement, the creation of an European regional policy (1975), the signing of the first Lomé convention (1975), the creation of the European Monetary System (1979), the first direct elections for the European Parliament, the start with the accession negotiations with the new Mediterranean democracies, etc.). The real meaning of this period of eurosclerosis is economic disintegration (Holman 2001: 7)."

Consequently, the term ‘europessimism’ should not be seen as if nothing happened, rather it was period of economical disintegration, which coincided with a global economic crisis. During this period a realist critique developed, intergovernmentalism, challenging the functionalist logic. It explained European integration in terms of inter-state bargaining. The common interests of the most important member states explained the outcome of this bargaining process. Especially British exceptionalism on issues like the Common Agricultural Policy provided ample ammunition for such theories to flourish. One particular weak point in this theory is its theorization of the states as a black box. The national interests of states are taken as given, as they are not explained by a theory of society. One of the main propagates of this approach was Andrew Moravcsik, who later reformulated his theory (see below) (see Holman 2001: 7; Van Apeldoorn 2002: 36-7).

§1.3
Supranationalist approach

The third important theory is supranational institutionalism, or supranationalism. This theory can be seen as a new version of neo-functionalist theory, flourishing after the re-launching of the integration process in the 1980s. In its new jacket, it stressed the importance of supranational actors rather than the automatic spill-over effect for the integration process. It started the more or less fruitless discussion with intergovernmentalism whether the European Union should be called intergovernmentalist or supranationalist. Although it introduced a theory of transnational society, which is an improvement over a theory of society only on a national level, it - like the earlier national version of neo-functionalism - lacked substance, mostly focusing on pre-given interest groups (see Van Apeldoorn 2002: 36-9).

§1.4
Liberal intergovernmentalism

The fourth theory to be considered here is liberal intergovernmentalism. This theory got its most important statement in 1998, when Andrew Moravcik published The Choice for Europe: His central argument is that "(..) European integration was a series of rational adaptations by national leaders to constraints and opportunities stemming from the evolution of an interdependent world economy, the relative power of states in the international system, and the potential for international institutions to bolster the credibility of interstate commitments (Moravcsik 1998: 472)."

Moravcsik conceptualizes the process of European integration as the outcome of a process of three different stages. In the first stage national interests are formed. The second stage is the process of inter-state bargaining, which leads in the third stage to the adoption of an institutional solution. Starting with the first stage, in contrast to his former theory, the black box of the state is opened to explain the formation of national interests. In a way similar to micro-economic analysis, this theory perceives the preferences of a state as the aggregation of interests formulated by societal actors. This formulation of the national interest is the first stage of the process and the dominant motivations are economic rather than geo-political. The second stage is the bargaining of the member states, where a specific problem is solved. This bargaining process reflects the relative power of the member-states. The third stage, then, institutionalizes the outcome in a specific way (see Moravscik 1998: 5-9). 

Although Moravcsik explains the formation of national interests by the aggregation of interests of societal actors, he also indicates a power relation between the domestic groups as ‘producer interests’ are favored over others’. He, however, does not explain this fact, nor are the interests and preferences of the societal actors explained. Another weak point in his analysis remains the fact that the only important actors explaining integration remain the member states. Supranational institutions, their officials, and transnational actors are given no importance, or are ignored at all (see Van Apeldoorn: 39-41). Or, in the words of Andrew Moravcsik, the role played by supranational officials in the process of European integration "tends to be futile and redundant, even sometimes counterproductive (Moravcsik 1998: 8)."

§1.5
Multi-level governance

The fifth theory to be shortly introduced is the rather diverse literature that has emerged under the banner of multi-level governance. Most people agreed that the neo-functionalists were at least right in stressing the fact that a novel polity had emerged, which intergovernmentalism - in what form whatsoever - could not understand. This new literature stressed the fact that the EU was a form of multi-level governance. It is usually emphasized that European integration reshapes relations between the local, national and supranational level, and that governance in the European Union must imply the study of interest groups and the policy making process (see Van Apeldoorn: 41-44).

§1.6
Neo-Gramscian theory

The sixth theory presented here is neo-Gramscian theory, or as Bastiaan van Apeldoorn has labeled his theory, neo-Gramscian transnationalism.  This theory is “ (..) a critical theory of global politics [which] goes beyond traditional international relations theory in four interrelated respects. First it brings society back in as capitalist society (and with it brings class analysis back in). Second, it brings ideas back in but avoiding idealism. Third, it brings transnational relations back in, and argues their rise to be bound up in particular with the global expansion of capital. Fourth, it brings the role of human agency back in (rather then merely human behavior) (Van Apeldoorn 2002: 16-7).” 

The attack of multi-level governance theories on the primacy of the nation-state and the shift towards the study of governance is also embraced by neo-Gramscian theory. Like the multi-level governance approach it stresses the fact that a novel, transnational, multi-level polity (state/society complex) has emerged. However, it argues that this new polity serves a particular purpose. Therefore, the form and content of European integration are intertwined (see Van Apeldoorn 2002: 11-2). Questioning the content and purpose of European integration allows also for the opening of the theory to questions of gender and race. That is necessary since the social construction of race and gender differences has become interwoven with the social fabric of capitalism (see Rupert 2000: 6-8; or Van der Pijl 1998: 35-6; see also §4.2.4 below).

This new polity emerges in a transnational setting. Neo-Gramscian theory brings in society as transnational society, divided by (transnational) classes. National states are becoming embedded in a structure of transnational social relations that effects the way in which preferences are formulated not only on the international, but also on the national level. Partly emancipated from the boundaries of the nation-state, transnational capital is an important actor in its own right with close connections to the European Commission. Therefore, Bastiaan van Apeldoorn (2002, 47) conceptualizes the EU (..) as a political arena in which an emergent transnational capitalist class – consisting of the top managers and owners of Europe’s largest TNCs [transnational corporations]– takes the European region as its primary frame of reference and organizes itself to influence the (socio-economic) governance of that region.”

Richard Devetak (2001, 164) argues in his otherwise good introduction of critical theory of which neo-Gramscianism is part, that it is informed by “the spirit if not the letter, of Marx’s critique of capitalism.” This is, however, only what it seems to be. Capital accumulation, class formation and a notion of a systemic crisis in capitalism are central tenets of neo-Gramscian theory. Central to Marx’s understanding of capitalism is his labor theory of value and the notion of exploitation. Neo-Gramscian theory has, however, yet to develop explicitly its economic theory. Let us see why.

According to neo-Gramscian theory a study of production relations is necessary, because production is the material precondition for power. Usually it is somewhere briefly stated as a common sense notion that labor is exploited (Van Apeldoorn 2002: 19, Holman 2001: 11), but this is not explained. This lack of attention to the concept of exploitation might be explained by the fact that for Bastiaan van Apeldoorn (2002, 23), the working class is no longer a class in the sense of a social actor and that therefore the fight against exploitation and dehumanized work is not realistic. Whatever one thinks of it, and I strongly disagree, it would be a political argument rather than a theoretical one. 

Given the importance neo-Gramscian theory attaches to ideologies and ideas in general, it is against its own ‘spirit’ that it does not formulate its economic theory explicitly. Neoliberalism is usually based on neo-classical economics and sometimes on the economics of the Austrian school. Central to the argument of the neo-Gramscians is the importance of this ideology in shaping the current restructuring of social relations. Both Kees van der Pijl and Mark Rupert call attention to the importance of neo-classical economics and the theory of international trade of comparative advantage for neo-liberalism. It is adhered to by the main international institutions promoting free trade (see Van der Pijl 1998a: 129, Rupert 2000: 49-54) and has profoundly shaped European integration (see Van Apeldoorn 2002). 

The contradictory goals of the European Union, like the harmonious development of economic activities with respect for the environment and a rising standard of living, can only be theorized with neo-classical theory, assuming the optimal allocation of resources, equilibrium and an economy free of crises (see Carchedi 2001: 78-79). The importance of neo-classical economics for neo-liberalism makes it necessary to develop a critique on this economic theory to strengthen the anti-capitalist case (see also Callinicos 2003a: 26-7). Therefore, given the weight neo-Gramscian theory attaches to capital accumulation, class formation, the role of ideas and the notion of a world economic crisis, an explicit economic theory would be welcome.

§1.7
Conclusions

In this chapter various theories of European integration have been introduced. Of these theories, the neo-Gramscian approach is best suited for our research, since it understands the integration process as a struggle between social forces, which are rooted in important sense in capitalist production relations. This work will try to understand which social forces have favored and benefited from the introduction of the euro, and, on the other hand, which social forces have paid the price. Because the neo-Gramscian approach has so far not developed an explicit economic theory, the next chapter will propose such a theory. Moreover, an explicit economic theory that challenges the preeminence of neo-classical economics is also necessary to strengthen the struggle for a socialist alternative.  

Chapter Two
Labor Theory of Value

§2.0
Introduction

In this research it will be argued that the introduction of the euro is paid by labor and that it has been envisaged as a rival of the dollar in the fight for international seigniorage. In order to make these claims, it is necessary to use the labor theory of value. In this chapter the labor theory of value will be introduced and assessed. Value theory is not in vogue these days. Manuel Castells (1999, 72), a popular sociologist, simply dismissed the labor theory of value in a footnote as "(..) a matter of belief rather than of research."
 Indeed, he did not even have to provide any argument to make a bold statement like this. He is probably simply believed on his word, because he echoes the dominant opinion.
 This chapter will show that the labor theory of value cannot be dismissed so easily. 

A lively debate exists between Marxist scholars about the labor theory of value. Here, one of these approaches will be introduced. The labor theory of value that will be presented here is the TSS (Temporal Single System) approach as developed by Guglielmo Carchedi. Before it is introduced, it is contrasted with the Value-Form theory, developed in the broader framework of Systematic Dialectics by Geert Reuten and Michael Williams. A different reading of Marx inspires these two approaches. To evaluate which one is a 'correct' reading goes far beyond this paper. Therefore, this question will not be addressed at all. It is hard to compare two theories, which are methodologically rather different. The evaluation will concentrate itself on the biggest difference in their value theory: the status of abstract labor.

§2.1
Value-Form or TSS approach to the labor theory of value?

The classical political economists (like Smith and Ricardo) did not have a theory of the process of exchange. They simply assumed that commodities are directly exchangeable with each other (see Itoh and Lapavitsas 1999: 33). However, the process of exchange cannot simply be assumed, it should be explained. For neoclassical economics commodities are exchangeable, because they have a certain utility. Carchedi (1991, 126) dismisses this possibility since "[u]tility is the most abstract, the most general notion indicating that each commodity has its own specific use, is useful for something in its own specific way, and not that all commodities share a common type of utility, are useful for the same purpose in the same way." In other words, the utility of a washing machine is not a multiple amount of the utility of an apple. The utility of these products are qualitatively different and cannot be quantitatively compared. 

Only value theory can explain how commodities can be both equivalents and different at the same time. But which value theory? Both theories presented here stress that their labor theory of value is specific for capitalist production relations. The main differences between the Value-Form approach and the TSS approach are the concepts ‘value’ and ‘abstract labor.' Especially  a difference exists in the ontological status of 'abstract labor' and its subsequent usage. Although this seems to be a rather technical affair, this difference has profound theoretical implications. 

For the Value-Form approach, value is abstract labor which arises in the process of exchange only and is measured solely in money terms. Let us see how. According to Reuten and Williams (1989, 55-63), in every historical epoch human beings create and consume useful objects (use values), and engage in sexual and educational activities to reproduce themselves. What is so particularly about the bourgeois epoch is the separation of production and consumption into two distinct activities. If this separation is not overcome, society would not be able to reproduce itself. Somehow the privately produced useful objects need to become social useful objects. This counts also for labor. Individual labor must become social labor. This situation is made possible by the exchange relation that links production to consumption, and the private productive units to themselves. The exchange relation requires that inputs and outputs get a uniform expression. Value is their common denominator. Therefore, labor power, the tools that are used and the products that are produced must all take on the value-form. Thus, according the Reuten and Williams, in the process of exchange, heterogeneous entities are made homogenous by their transformation into money. This 'abstraction in practice', which people living in capitalist societies daily perform, abstracts also from the concrete labor that has been used to produce the useful product. In this sense it has become abstract labor. 

The problem with this approach is that abstract labor is reduced to an abstraction without any existence outside the moment of exchange. It denies the reality of abstract labor in the act of production (see Carchedi 1991: 103). Therefore in the act of exchange two different use values rather suddenly get a commonality that they did not have before. When two use values are equal in the process of exchange, somehow they must be equal before as well. In the TSS approach this equality is conceptualized as abstract labor, which is a real feature of the production process. For the TSS approach, "[v]alue is labor; it is abstract labor performed under capitalist production relations and which must express itself as money (Carchedi 1991: 102)." This value is measured in units of labor-time. It is therefore this theory that will be used in this and subsequent chapters (for a final statement on value, see §2.2.4).

§2.2.0
The TSS approach to the labor theory of value

As has been indicated above, the TSS is short for Temporal Single System. The theory stresses that time ('Temporal') is an essential part of reality. It approaches the economy as a sequence of production, distribution, and consumption periods. The outputs of one period are at the same time the inputs of the second period. Moreover, it stresses the unity of the value and money dimensions. These are to be analyzed as a 'Single System,' although value and money are not to be collapsed in each other. These dimensions are a unity only in the sense that prices are a manifestation of value (see Carchedi 1999: 40). 

This section will present the TSS approach to the labor theory of value. The purpose of the theory is presented together with its view on the capitalist production process and its stress on exploitation and unequal exchange as inherent parts of this process. This will form the background of the next section's claim that capital accumulation leads necessarily to crises. 

§2.2.1
The capitalist production process

The purpose of the labor theory of value is to show that one class (the capitalist class) lives off the labor of another (the working class).
 Marxist theories stress the importance of production for two reasons. First, everything that is to be exchanged, distributed and consumed needs to be produced first. Secondly, it is in the domain of production that wealth creation takes place, since profit that arises out of an exchange merely redistributes wealth, that is, it cannot create wealth on the level of society (see Carchedi 1991: 7-9). 

In the production process the capitalist buys with a certain amount of money means of production (the objects and instruments of labor) and labor power. The goal is to realize a higher amount of money at the end of the process. Workers do not own any means of production and have to sell their labor power. In the production process concrete labor creates a new use value with particular characteristics. The capitalist, however, is interested in concrete commodities only in so far as they are exchangeable. Therefore, commodities must have something in common too. As we have seen above, they all have (exchange) value, because they are all products made by abstract labor, that is, by human energy disregarding its particularistic characteristics (see Carchedi 1991: 9-10). Therefore, commodities have a double character. On the one hand they are a use value (they are used in a certain way) and on the other hand they are value (they are produced by abstract labor). 

Also labor has this double character. Concrete labor creates use values and abstract labor is exchange value, which must express itself as money, because money is the general equivalent (see Carchedi 1991: 102). So far we have established the qualitative reason why commodities are exchangeable. The quantitative aspect of the exchange has until now been neglected. There are many different types of labor and many different skills and intensities. These are reduced in the concept of abstract labor to a common denominator, in a way that skilled labor counts as a multiple of unskilled, and the same counts for labor with a higher than average intensity (see Carchedi 1991: 12-3).

§2.2.2
The capitalist production process as alienation

Carchedi is very well aware of the repressive nature of the capitalist production process. However, as he does not present a general treatment of the alienating aspect of the capitalist production process, it is therefore appropriate to give an indication of how such treatment could be conceptualized. According to two other theorists, who work within the TSS approach, "(..) the capitalistic dehumanization of the production process makes workers' activity abstract within that process (Kliman and McGlone 1999: 36)," thus providing another argument for the existence of abstract labor before the moment of exchange. As Carl Wennerlind (2002) argues, "[n]ot only is alienation a process of human degradation, it is also a strategic instrument in the valorization process." 


For Marx, human beings are recognizable as human beings, that is, they can be defined biologically, anatomically, physiologically, and psychologically. He differentiates between the essence and the specific historic forms of human nature. Labor is the self-expression of a human being (see Fromm 1961: 24-5 and 48-50). But, only when labor is voluntary it is the self-expression of people. Otherwise it is its opposite, it is self-denial and alienation. In capitalist production relations labor is supervised and controlled by capital. It becomes imposed labor. According to Wennerlind (2002) capitalism is the first social system that relies on the imposition of work as the most important form of social control. In other systems, like feudalism, social control was external to work and the source of political, military and economic power was usually at the same place and easy to identify. Because of this, power in capitalism is hard to identify and diffuse, which results in confusion of protest movements to find a clear target (see Wood 2003). 

This imposed labor is alienation and Marx discussed four features: "Alienation from the product, from labor, from specie-being, and from fellow workers (Wennerlind 2002)." Under capitalist production relations workers are alienated from the products they make, because they do not belong to them. Moreover in this process they are supervised, controlled and coerced to perform this labor. Therefore, they are alienated from their labor as well. This alienation from their labor is an alienation of people's specie-being, because the creative potential of conscious labor is denied realization. This alienation manifests itself in relations between people. As far as labor is imposed, fellow human beings are seen as 'others', the other worker or the boss. The future of capitalist accumulation is therefore dependent on a continuing subordination and alienation of labor. Paradoxly, capital accumulation cannot be based solely on alienation, because it needs the creativity of labor (see Wennerlind 2002).


In chapter four it will be argued that alienation is part and parcel of the ongoing process of commodification of labor, which is one of the consequences of the monetary union and introduction of the euro. Different social institutions mediate this process. It is ideologically sanctified in school systems, media, etc. Therefore it is not only working people that have to cope with alienation. Alienation is the most abstract cause of the fact that many people feel a sense of loss of control over their lives. This lack of control over one's own life must somehow be compensated. This can happen in different ways. Some people will try to compensate their lack of power over their lives by exercising power over other people's lives. For others, alienation from one's own activity leads towards depressions. It also can breed resistance. This resistance can take on many forms, like neurotic activity of an individual human being, aggression, and in the best case counter-movements which try to supersede the cause of this alienation. For these reasons, alienation is an important concept that can put many problems of contemporary society in a proper perspective.

§2.2.3
Capitalist distribution: exploitation and unequal exchange

As has been noted above, labor power is sold and bought like a normal commodity, but it has not been produced for the market except, perhaps, in Huxley's Brave New World. Therefore, labor power is a fictitious commodity (see also Polanyi 1957). According to Carchedi, the exchange value of labor power is established in a way similar to other commodities, by the labor socially necessary to produce it. This is a socially determined subsistence minimum. Surplus value has its origin in getting the laborer to work longer than is necessary for her labor power to reproduce itself and the capitalist class appropriates the difference between the value of labor power and the value that she has created. This process is called exploitation.
 In the words of Carchedi (1991, 12), "(..) exploitation derives from the fact that labor power can produce more exchange value than its own exchange value." Exploitation arises in the sphere of production, but manifests itself at the level of exchange. In this theory, labor is the sole source of value. But if so, what about the machines used in the production process? In every moment of concrete labor, a part of the value of machines (of its social value; see below) is transferred to the products (see Carchedi 2001: 68).

So far we have discussed individual values. But "[i]t is the objective process of competition which will "decide" what a commodity is worth. This is its social value (Carchedi 1991: 55)." Usually the individual value of the commodity differs from the social value it realizes. To understand this, Carchedi's theory of price formation must be introduced. Because the real world is characterized by capital mobility and technological competition, it is this case which will be presented here. 
Carchedi (1991, 55) convincingly argues that "[t]he social value of a commodity depends on both the structure of production and on social demand." An economy consists of different branches. The number, the size of the firms, and the level of productivity of these different capitals give the structure of production of a branch. A branch is a sector in which commodities are comparable. The prices within a branch show a tendency for the formation of a uniform price. Capitals usually use different technologies with different levels of productivity and corresponding levels of profit. However, because of capital mobility there is a tendency for the formation of an average rate of profit. This average rate of profit is realized only be the modal capitals (using the modal technique), producing the bulk of the commodities in their particular branch. The non-modal capitals using more or less productive technologies realize respectively a rate of profit higher or lower than the average rate of profit of the modal capitals in their branch (see Carchedi 1991: 75). Capitals with less productive technologies using more labor for a particular commodity have to accept a loss of value, because a commodity cannot realize a price higher than its social value. For more productive capitals the opposite is the case. The capital's gain or loss of value through price formation is called unequal exchange (see Carchedi 1991: 79). This process of unequal exchange leads on the international level to appropriation of value by the technologically advanced capitalist heartland from the dependent countries. This will be worked out in more detail in chapter three. 

But what about the role of demand? In this theory an active role is played by social demand. So far we have discussed prices of production, which have an implicit assumption of equality between demand and supply, such that all commodities are sold at the production price of the commodities of the modal capitals, realizing at this price the average rate of profit. Strong changes in social demand shift this production price upwards or downwards. Weak changes in demand are abstracted from, because they are self-restoring. When we do not abstract from these weak changes in demand, we do not consider production prices anymore, but market prices (but still in terms of value), which fluctuate around these tendential production prices (see Carchedi 1991: 76-80). 

§2.2.4
Value, money and capital

The final statement on the definition of value includes all aspects discussed so far: “ The labor embodied in commodities is the social valuation of the (past and present) expenditure of the human energy that has been actually necessary to produce those commodities (Carchedi 2001: 66).” In this quotation it is shown, that value has both a naturalistic and a subjective component, and that it is measured in units of labor-time rather than money. 

It has been argued above that value necessarily expresses itself in money, because money is the general equivalent. Money and value are to be analyzed as a 'single system', but they are not the same. Both are 'real'. The quantity of money circulating in society is determined by the value that is produced and circulating. Moreover, there is a ratio between money and value. That is the monetary expression of value. As long as this ratio is constant, the two quantities move in the same direction. This ratio, however, is not constant. Whenever the monetary authorities increase the money supply in order to fight a recession, a new ratio comes into being (see Carchedi 2001: 271-2). Especially after the abolition of gold as the anchor of the value of money, monetary policy has become a relatively more important phenomenon, because of its increased freedom of movement (see Itoh and Lapavitsas 1999: 165-6). Therefore, the ratio between value and money is not as constant as for example in Marx’ times.

For the TSS approach "[p]rices are not determined independent of values but neither are values determined independent of prices (Carchedi and Freeman 1995: x)." Or, in other words, value and money prices mutually determine each other. The value of capital advanced in the production process "depends on the prices, not the values, of the inputs, and the aggregate price of output depends on the surplus-labor and surplus-value performed in capitalist production (Kliman and McGlone 1999: 34)."

As Costas Lapavitsas (2003) argues, money (as money, see below) performs different social functions. In its more economic functions, it is a measure of value, means of exchange, means of payments (debts) and a store of value. These multiple functions rest on money's monopolization of the ability to buy (it is the universal equivalent). In other words, money can be seen as a claim to value produced. But money has also broader social functions. If you have it, you have social power. It means access to goods, services, status and political and even military power. As Lapavitsas (2003, 63) notes: "Money is the glue that holds together the individuals that comprise the market, it is the 'nexus rerum' of a market economy. But it is an impersonal link, lacking the immediacy and directness of other norms that hold society together. Participants in capitalist markets are inherently separate from each other, their connections established by a thing that monopolizes buying ability, the use of which has become a social norm."

Nowadays, money is fiat money. But this has not always been so. It used to be commodity money like gold and silver. In this form, it has an intrinsic value, but only as a commodity, not as money (see Carchedi 2001: 67 and footnote 9, p. 270). The theme money as a store of value will be picked up in chapter five, when we discuss the benefits associated with printing the international reserve currency.

So far, implicitly capital has been treated as a circuit. Now the connection between money and capital should be clarified. To be sure, money is not always capital and capital is not always money. Historically, money emerges spontaneously and necessarily whenever people start to regularly exchange commodities. Therefore, like markets, money is not only a capitalist phenomenon, but it is necessarily connected with the emergence of markets. In capitalism, commodity exchange becomes general and so is the role of money in society. It becomes the goal of accumulation, because it is the representative of value (abstract labor). Now money is turned into capital. The circuit of capital starts, as we have seen above, with the money-form, which is consequently transformed into the means of production and labor power, into finished commodities and finally realized again as money. Therefore, in a capitalist society money functions both as capital and as money (see Lapavitsas 2003).

§2.3.0
Capital accumulation and crisis
Having established (alienated) labor as the source of value, money as the form in which value manifests itself and the theoretical possibility of quantifying exploitation and unequal exchange, it is time to look at the interaction of the tendencies and counter-tendencies of capital accumulation which results in the (cyclical) movement of capitalism. For neoclassical economics the assumption of demand equals supply means equilibrium in the economy. Most Marxist accounts of capital accumulation stress, however, the crisis-prone nature of capitalism. Therefore, it comes to no surprise that Carchedi's usage of demand equals supply differs from the neo-classical one. He argues that "equilibrium on the market is no equilibrium at the level of the production and realization of value (i.e. the production price is no equilibrium price). (..) [E]ven if all commodities were sold, the system would still tend towards crises due to the crisis-prone nature of capitalism, itself a consequence of technological competition (Carchedi 2001: 72)." The goal of this section is to explain why this is so. The hart of Carchedi's crisis-theory is the tendency of the average rate of profit to fall. 

§2.3.1
Tendency of the average rate of profit to fall

In capitalist production relations, a contradiction exists in the production of use values and exchange value. Whenever technological innovations are introduced, it is usually leading to labor shedding. This means that an increasing number of use values is produced by fewer people. The commodities contain, therefore, less value and surplus value. Without the interaction of counter-tendencies, the average rate of profit must fall (see Carchedi 2001: 73). This process is conceptualized as a tendency and not as an 'iron law'. An innovation does not necessarily lead to unemployment, because new branches of production can be opened up and more units of capital can be invested. This is the scenario for an economic boom. Here, the tendency manifests itself as its own counter-tendency (see Carchedi 2001: 77). Now we turn to the interaction of the tendencies and counter-tendencies, which results in the emergence of an economic cycle.

§2.3.2
The economic cycle

Above, it is argued that the ultimate cause of crises is the contradiction of labor as the source of value and its shedding through technological development. While rational for the individual company, it leads to crises. Here it is argued that these crises manifest themselves in cyclical form. During an economic recovery, existing capitals expand their investments - and given the technology - the number of workers. This means that more value is created in the form of profits and wages. Even when we disregard rising prices for raw materials and wages, this situation cannot last forever. Capitalists compete with each other through the introduction of technological innovations. Given their higher productivity, these innovating capitals realize a higher rate of profit. While their individual rate of profit rises, the average rate of profit starts to decrease, because less surplus value has been produced. As long as the total value produced (because more units of capital are invested) still grows, the tendency of the average rate of profit to fall is masked. When however the number of workers laid off (because technological laggards go bust or capital sheds labor through mergers) surpasses the number of people absorbed by the labor market, the problems become manifest and the virtuous cycle becomes a vicious one. Profits fall first in the sector producing means of consumption. As this sector stops investing, the crisis spreads to the sector which produces the means of production. After the less efficient capitals have been destroyed, however, more efficient capitals, increasing employment and the production of value, can supply their share of the market. As recessions are accompanied by low wages, high rates of surplus value result in high profit rates, starting off a virtuous cycle. Through this process oligopolies rather than small capitals have become the basic economic units (see Carchedi 2001: 79-80).

There are several counter-tendencies to cope with reduced profits. The first is an increase in the rate of surplus value, through longer working days and/or a higher intensity of labor. This counter-tendency is limited because of social limits to the growth in the rate of surplus value and because the increased profits will lead to realization difficulties, as the capitalists do not consume all this surplus value. The second counter-tendency is the fall in value of the means of production, resulting in a rising rate of profit. Since the same cheaper technology will also be labor saving, the rate of profit cannot rise forever. Again the tendency reemerges (see Carchedi 2001: 86-7). Other counter-tendencies are used to avoid crises as well. Here we enter the field of policies. Starting with monetary policies, which is the third counter-tendency to the tendency of the average rate of profit to fall. Interest rates are usually being reduced to stimulate consumption and production. But during an economic depression few will invest and few will consume as both consumers and producers might already be very indebted. At most, existing inventories will be sold, resulting in higher prices. Through inflation, profits can be raised, but as the prices of inputs will rise as well during the next period, it can do so only initially. Therefore, it can delay but not avoid the fall in the average rate of profit (see Carchedi 2001: 87-8). The fourth counter-tendency is fiscal policy. Lower taxes are used to stimulate the demand for capital and wage goods. But people might save the extra purchasing power or they might speculate. Moreover, state revenues decline and with them the possibility of the state to stimulate demand. What counts for monetary policy counts also for fiscal policy: at most it is existing inventories that are sold. Only limited investment possibilities exist for the production of value (see Carchedi 2001: 89-90).

§2.3.3
Monetary and financial crises

In the capitalist economies, most economic crises start in the monetary and/or financial sphere. This has led to the common misconception that economic instability in the monetary and financial sphere is not rooted in production. One important example is Susan Strange. She argues that the main weakness of the modern global capitalist system is the inability of the leading governments to run a stable and viable monetary system to sustain the global production system. According to Strange, this is the main weakness of capitalism, not the exploitation or the oppression of the working class. She seems to take a modern Keynesian position as she argues that monetary mismanagement is the underlying cause of the economic disorder and protectionism after the end of Bretton Woods (see Strange 1985: 3 and 26).

Carchedi distinguishes between two causes of monetary crises. The first is associated with internal rivalry between the dominant states, the second with the relation between them and the dominated states. To begin with the first, in the contemporary world huge quantities of dollars are held outside the US (see also chapter five). This amount has risen because of the increasing deficit on the current account of the US.  Therefore it starts being subject of depreciation and of speculation. The stability of the world economy is threatened by the speculative attacks on the major currency. This instability of the leading currency cannot but lead to instability for the other currencies and the euro is one way to make this monetary instability less threatening for the EU (see chapter three and four). But with the introduction of a possible alternative, the room for speculation on the dollar has actually been increased (see Carchedi 2001: 104-5).

The second cause of international monetary crises is caused by the depression and crisis in the center (see chapter three). Money capital cannot find profitable investments in the productive sphere and starts a boom in international stock markets, also in the dominated block. The upcoming crisis will be uploaded on the dominated countries as speculation on currencies destabilize exchange rates and cause a stock market crash, followed by further devaluation of the currency. Other currencies will fall with them to keep exports going. In these countries, the stock prices will fall as well in anticipation of difficulties and of falling returns of stocks denominated in local currency. This especially counts for the dominated block. Ultimately the crisis has only be postponed and goes back from the financial and monetary world to the productive sphere causing bankruptcies, unemployment and poverty (see Carchedi 2001: 104-8). This analysis of international monetary and financial crises is therefore different from the analysis of Susan Strange, who argues that sound policies can prevent such crises, while Carchedi places their origin in the 'real economy' and a decline in profitable investment opportunities. In the next chapter a more concrete analysis to this decline in investment opportunities is given.

§2.4
Conclusions
This chapter has argued that the TSS approach better explains the process of production and exchange than the Value-Form approach, because abstract labor must be a real feature of production if it is a feature of the process of exchange. In the presentation it has been shown that labor is the source of value and that labor in general is exploited by capital. In the capitalist production process, labor is alienated labor. In chapter four it will be argued that the euro is paid for by labor through higher exploitation and increased alienation. 

Moreover, since capitals use different technologies, they realize different rates of profit. New technologies raise the productivity of labor. Therefore, the individual rate of profit rises for the innovating capitalist. But as labor is usually being shed, less value and surplus value is produced and therefore distributed. In other words, there is a tendency of the average rate of profit to fall. This is the cause of crises. While there are many counter-tendencies, crises can not be avoided. The next chapter will argue that the world economy has been going through a period of crisis from the 1970s onwards and that this has profoundly influenced the European integration process.

Chapter Three

The World Economic Crisis and the Euro
§3.0
Introduction

In this chapter, theories of crisis will be introduced and related to the emergence of the monetary union and the introduction euro in the European Union. The first section will present theories on the world economic crisis. Among them are the neo-Gramscian theory, the approach of Robert Brenner, and various critiques that his approach attracted within the circles of Marxist political economy. In the second section, the emergence of the EMU is placed in the context of the crisis in the world economy. In the last paragraph conclusions are reached for the subsequent chapters.

§3.1.0
Theories of the world economic crisis

This section will introduce some powerful theories of the world economic crisis. It is my contention that this is one of the most important topics that up to the present moment has not been adequately addressed. Here only a brief sketch can be given. The first theory that will be considered is neo-Gramscian theory. According this approach, the world economic crisis starting in the 1970s is not just an economic downturn, but a deep structural crisis. The core of this theory is that a new concept of control was formulated by fractions of the transnational capitalist classes that experienced a profit squeeze after increased resistance from workers, various social movements (the black liberation, youth and peace movements) and former colonies.

In the second part of this section, a theoretical critique will be given, supported with empirical material. The neo-Gramscian view is more or less an extended version of the theory developed by the French Regulation School. It explains declining profit rates through increased resistance of workers, which caused a crisis of Fordist production relations. This view has been effectively attacked by the recent work Robert Brenner, who has written important articles on the trajectory of the world economy since the Second World War. Therefore, to give some content to the claim that the world economy is in a structural crisis the work of Robert Brenner needs to be briefly examined. His main statement on the trajectory of the world economy appeared first as a special issue of New Left Review. Later he published three updated articles, which are used in this paper. 

Robert Brenner places the origins of the crisis in the unregulated competition of capitals. However, among Marxist economists his theory of crisis was hotly disputed. Two whole volumes of Historical Materialism are dedicated to this discussion. In the remainder of this section, various critiques of Brenner’s approach will be presented. 

§3.1.1
The neo-Gramscian approach to the world economic crisis

In the vision of neo-Gramscian theory, capitalist social relations have expanded from what Kees van der Pijl (1998a: Chapter 3) calls 'the Lockean heartland'. The Lockean state/society complex first emerged in Britain and is characterized by the relative autonomy of civil society. The Lockean state only sets the pre-conditions for wealth-creation. Its counterpart is the Hobbesian state/society complex, which emerged to contain the threat of de-industrialization (and conquest). The Hobbesian state plays a predominant role in organizing capital accumulation and social cohesion.

This expansion of capital throughout the globe has occurred under the hegemony of (a fraction) of capital. In this process, various concepts of control have been formulated. Comprehensive concepts of control are "(..) the projects of rival political alliances which on account of their appropriateness to deal with current contradictions in the labor, intersectorial/competition, and profit distribution process, as well as with broader social and political issues, at some point become comprehensive crowding out the others by their greater adequacy to a historically specific situation - until they themselves unravel in the course of further development and struggle (Van der Pijl 1998a: 4)."

What has become known as Keynesianism
 can be seen as such a comprehensive (and thus hegemonic) concept of control. Kees van der Pijl calls it corporate liberalism. It emerged with the New Deal before and during the Second World War and was exported by the US in the context of the Cold War to Western Europe. It implied restrictions on financial capital for the sake of macro-economic management by the state, which had committed itself to full employment. Capital accumulation was based on some kind of a compromise between labor and industrial capital, pioneered by Henry Ford, linking productivity growth to higher wages. Therefore, Fordism is the (national) structure of production and distribution that forms the basis of the international economic relations after 1945. It was also the material basis for military power and mobilized the working classes through corporatism behind the goals of the nation-states (see Cox 1993).

This particular model of accumulation and concept of control came into crisis in the late 1960s, when "(..) mounting working class militancy, a youth movement marking the rise to adulthood of the first postwar generation, the black emancipation drive in the United States, and world-wide protest against that country's war in Vietnam, combined to unravel the corporate liberal concept of control which had become hegemonic on the promise of material fulfillment (..) [while at the same time] heartland pre-eminence was crumbling in the face of a profit squeeze and the rise of a bloc of Hobbesian states committed to demands of equal treatment and a reordering of the global political economy towards what later became the project for a New International Economic Order (Van der Pijl 1998a: 123)." The Fordist accumulation model came to an end as productivity growth started to decline at the end of the 1960s, while the power of organized labor led to rising wages. A profit squeeze was the result (see Van Apeldoorn 2002: 53).

A new concept of control was formulated and can be called neo-liberal. According to Kees van der Pijl (1998a, 129), "[t]he core of the new concept of control which expressed the restored discipline of capital, neo-liberalism, resides in raising micro-economic rationality to the validating criterion for all aspects of social life." It can then be seen as relying on the rise of a new sector in capitalist production, defined by Kees van der Pijl (1998a, 57) as a virtual mode of accumulation, "(..) because there is a particularly elusive, non-tangible quality about this form of capital accumulation due to miniaturization and other economies of time and space characteristic of it." Examples are micro-electronics, biotechnology, telecom, money capital (derivatives), etc. Robert Cox (1993) calls this new mode of capital accumulation post-Fordist, as it means the weakening of organized labor, the welfare state and sovereignty of the nation-state.

§3.1.2
The world economic crisis according to Robert Brenner

Against the dominant interpretation, put forward among others by the French Regulation School, and accepted by neo-Gramscian theory, in which the fall in profitability is a result of an increased power of labor through state policies of full-employment and social security, Robert Brenner (2001) convincingly argues that this kind of explanation cannot explain the extended period of reduced profitability. Especially not as the frontal assault on labor in the 1980s did not lead to a restoration of profitability. Moreover, Brenner asks: How is it possible that Fordism suddenly was exhausted after many years of growth simultaneously at different places in a world characterized by uneven development? Indeed, the fall of productivity came only after the fall in rate of profit and, subsequently, investment. The fall in productivity should, therefore, be seen as a consequence of the fall in the rate of profit. In his view, the introduction of new techniques in an anarchic process of capitalist competition led to a situation in which system-wide over-production in manufacturing had occurred, which was prolonged by insufficient exit of capital (because of sunk costs), too much entry of capital (especially from East Asian countries), and Keynesian policies that tended to keep the system going while not reducing over-production.

Most Marxist economists welcomed Brenner’s challenging ‘big history’ and his refutation of explaining the crisis by increased workers’ power. But, as the editors of Historical Materialism  (4 and 5, 1999) commented in their introduction to the symposium on Brenner’s theory, not a single economist in this symposium agreed with Brenner’s theory of crisis. Therefore, it is necessary to take a closer look at Brenner's crisis theory.

§3.1.3
Critique on Brenner I: Only value theory can explain crises

Although Carchedi (1999), and others below, targets his criticism against Brenner's contribution in the New Left Review (229, 1998), they are also valid for his later articles, because Brenner kept using essentially the same crisis theory (see also Callinicos 2003c). Carchedi argues that Brenner's aim to present a general theory of crisis is in sharp contrast with his exclusion of almost all countries except of US, Europe, Japan and East Asia. He argues that no general theory can be presented without the dominated countries and the role they play in the process of international capital accumulation. Moreover, Brenner relies on orthodox macroeconomics for his theory of crisis and therefore cannot but fall in the same errors. It is on the latter criticism that Carchedi has focused in his contribution. 


Brenner (2001) argues that capitals introduce new technologies to cut costs, raise output, lower prices and seize a greater share of the market. Even though they cut costs, they maintain their old (which Brenner mistakenly holds for the average) rate of profit while at the same time they render obsolete the older fixed capital of their rivals. A situation of overproduction is the result. The technological laggards' profit rate falls, and so is the average rate of profit. The laggards stay in business as long as their returns cover their variable capital. Some are eventually forced out of business as their profits can not make up for the variable costs.


Carchedi (1999) shows that lower prices are only one option for capital, that also rivals can introduce new technologies, that lower prices do not necessarily mean a lower average rate of profit, that capitals don't aim at the average but at the highest possible rate of profit and, most importantly, that only value theory can explain crises. One needs simply something to fall, when productivity increases lead in times of economic booms to greater money rates of profit, to explain crises. As we have seen above, it is the shedding of labor that accompanies technological innovations, which leads tendentially to crises as less value and surplus value is being produced. Therefore, overproduction and insufficient purchasing power are the consequence of a decreasing production of value. Unfortunately, in his article Carchedi does not offer an alternative account of the economic crisis since the 1970s. Two short alternative explanations will be presented in the remainder of this section. 

§3.1.4
Critique on Brenner II: The importance of the growth of unproductive labor

An alternative account of the origins and the persistence of the fall in the general rate of profit is put forward by Fred Moseley (1999). He agrees with Brenner that an important cause of the crisis was the increased competition in manufacturing after German and Japanese producers had caught up in the second half of the 1960s. But he argues that Brenner has poorly theorized the relationship between the general rate of profit and the rate of profit of the manufacturing sector. Brenner seems to analyze the general rate of profit as the (weighted) average of the sectoral rates of profit. However, the general rate of profit is determined first, ultimately as the relation between the total amounts of surplus value and capital invested. Competition decides only the distribution of profits between economic branches and individual capitals. Therefore increased competition cannot explain the decline in the average rate of profit. What it does explain is the relative decline of profits in US manufacturing to the non-manufacturing sector, which is in essence only the loss of monopoly profits of the manufacturing sector of the US. For a long time this sector did not have serious competition as the economies of the major rivals were destroyed during the Second World War and thus could realize higher than the average profit rates.

According to Moseley, two possibilities exist for the general rate of profit to fall. The first is the tendency of the organic composition of capital to rise. This tendency has been already described in chapter two. Innovations tend to replace labor with machines, which increase the productivity of labor. This leads to an increased production of use values in combination with the production of less value and surplus value. Another cause is the role played by unproductive labor. This distinction between productive and unproductive labor is controversial even among Marxist economists, but fits in our general framework. 

Like Carchedi (1991, chapter two), Moseley distinguishes between two types of unproductive labor: circulation labor and supervisory labor. The first is necessary for the exchange of commodities, which is labor that only makes the exchange of equivalents possible (like buying, selling, accounting, advertisement). The second is related to the control of labor due to the antagonistic relation between capitalists and workers. These unproductive costs are paid by surplus value and it is argued that, at least for the US, the unproductive costs (especially circulation labor) have increased faster than the value produced by labor, because its 'productivity' has not kept up the rise in the productivity of productive labor. Although, for the US, the 'productivity' growth of unproductive labor has been lower than the productivity growth of productive labor since the end of the Second World War, the difference has been smaller since the 1970s and with the high investment in computer technology (which might replace circulation labor like buying, selling, accounting etc) the question becomes, whether this at present is still the case. For the US, at least up to 1994 the growth in the productivity of productive labor has outpaced the growth in the 'productivity' of unproductive labor. 

Moseley's account is highly informative. There is only one point that needs to be clarified. Moseley (1999) treats the relative growth of unproductive labor as an independent cause of the tendency of the average rate of profit to fall, next to the tendency of the organic composition of capital to rise that increases productivity while less value and surplus value is produced. Both tendencies, however, can be called the result of technological change, which remains within capitalist relations of production the ultimate cause of crises. Moseley (2003, 218) himself makes this point as well in another article: "Both of these causes were themselves the result of technological change, an inherent feature of capitalist economies."

Moseley's contribution is that he explains that it has proven relatively harder to replace circulation labor than productive labor, due to the personal relations of buying and selling. This is especially the case, when the number of commodities in circulation is rapidly rising. The causation is, therefore, the following: machines tend to replace especially productive labor, which increase output, but decrease the amount of value and surplus value to be distributed among the capitalists themselves and unproductive workers. Needless to say, although unproductive workers do not create value and are technically not exploited, they too suffer from the same relation of domination by capital as productive workers.

§3.1.5
Critique on Brenner III: The permanent war economy
  

Harman (1999) and Callinicos (1999a) argue that it is necessary to incorporate the role played by the arms industry in an account of the crisis since the 1970s. In their view, military investment does not affect the general rate of profit, but it does slow down the overall rate of accumulation, which inhibits the tendency of the organic composition of capital to rise. This theory is used to explain the Long Boom, as US military spending during the Second World War and after was very high. Increased competition from Germany and Japan led the US ruling classes to decrease their military spending and put their recourses to productive us. In the context of intensified global competition the organic composition of capital started to rise again, which in its turn led to the tendency of the rate of profit to fall.

It is, however, not clear that military investment does not affect the general rate of profit. New commodities are created under capitalist relations of production, therefore in the production process value and surplus value has been produced. This means that the general rate of profit is affected. Indeed, the arms industry is an industry with a high organic composition of capital. Therefore it appropriates value from capitals that use less efficient techniques than the modal capitals in their branch. The important difference with other branches is the guaranteed sales of the products to the government. This is also a redistribution of value to the capitalist class, because the government had appropriated this value from not only capital, but also from workers. Therefore, the production of weapons can be and is used as an anti-cyclical device. Only the subsequent usage of these commodities in the next labor process (war) is unproductive and even value destroying, as the products of human labor and human beings themselves are annihilated (see Carchedi 1991: 196-9), to say it euphemistically. In the next section a brief sketch of the world economic crisis relevant for our discussion of the euro will be presented.

§3.2.0
The world economic crisis and the euro

A consistent (value-theoretic) analysis of the world economic crisis that is with us since the 1970s is - as far as I know - still to be written. Here only some brief remarks about what I consider to be its most important components for the relationship between this crisis and the final introduction of the euro. Before this attempt is made, a brief distinction will be made between a crisis and a general crisis or downturn.

§3.2.1
General crises and business cycles 

So far, the world economic crisis since the 1970s has been synonym for Brenner’s ‘long downturn’. It might be useful, however, to distinguish clearly between a crisis and a long downturn. It has been argued in an important article on Brenner’s contribution that he does not do so. A crisis refers to a short and sharp turmoil and should be associated with a particular phase of the business cycle. A downturn should be associated with longer periods with difficulties for capital accumulation (see Fine et al., 1999). In line with the approach taken by Alan Freeman (1999), a long downturn will be called a ‘general crisis’, because its resolution is all but an automatic process. Usually the metaphor of long waves is used. But this image gives the wrong indication that general crises function like business cycles, which do contain the resolution in themselves. 

According to Freeman and many others, general crisis are periods of 20-40 years of relatively slow growth, permanent unemployment and system-wide instability. These periods of general crisis follow phases of 15-30 years of stable and rapid growth. Various economists have tried to account for these successive periods of growth and general crises as a feature of a capitalist economy, but a general accepted theory has not emerged. According to Kondriateff, cheap and abundant loanable capital together with low commodity prices provide for the origins of long upswings. Long downturns are to be associated with the opposite. Schumpeter argued that innovations are an important cause of these crises, while Trotsky on the other hand, tended to place to origin of long waves outside the business cycle and put emphasis on social and political factors like revolutions, war and the opening of new markets (see Itoh and Lapavitsas 1999: 147-8). With the benefit of hindsight, it seems that an introduction of innovations on a massive scale after a long downturn can lead to a long upturn, creating employment even though the organic composition of capital rises, resulting in relatively high rates of surplus value and rates of profit (see Carchedi 1999: 189-90). This is especially so after a war, when a lot of capital has been destroyed and - provided abundant loanable capital exists - a lot of investments can be profitably made. The experience of the technological revolutions before the First World War and the restoration of profit rates only after 1942 indicate that this is not an automatic result (see Freeman 1999).  

§3.2.2
Trajectory of the world economy and the introduction of the euro
Ernest Mandel distinguishes between the following periods: 1826-47 (general crisis); 1848-73 (upturn); 1874-1893 (general crisis); 1894-1913 (upturn); 1914-39 (general crisis); 1940(48)-67 (upturn); 1968-? (general crisis) (see Carchedi 1991: 189). Let us start with the upturn after the Second World War. According to Brenner (2001) it was the high rates of profit (and of investment) in the manufacturing of consumer durables across the capitalist economies that sustained the long boom. Uneven development led to this pattern of boom. Especially Japan and Germany, but also other Western European countries like France and Italy, profited from their place within the American security system, the import of the latest technology, a rise in wages below productivity growth for a relatively long period, and an export strategy of manufacturing supported by banks and government (cheap currencies, subsidies, protection). In this way they were wresting ever greater shares of the market from US and UK producers, especially penetrating the enormous US market. The producers in the US depended very much on these countries' ability to penetrate the US market generating enough purchasing power to import goods from the US. This apparent paradox is explained by the sheer seize of the American market, which could afford a limited loss of the home market in exchange for a dynamic international trade.

Besides US hegemony, abundant and cheap labor power in the countries destroyed by the Second World War and a wave of technological innovations, factors that are all emphasized by Brenner, the capitalist core countries benefited together from low prices of primary products. Despite the hard won struggle for political independence of many former colonies the terms of trade of these countries’ (primary) products relative to manufactures fell by 32 per cent from 1951 to 1970 and their share in total world exports declined in this period from a quarter to a fifth. This process can be analyzed in terms of chapter two as unequal exchange. Relatively more labor time expended in primary products was exchanged for relatively less labor time expended in manufactures. This was a continuing loss of value from the dominated countries to the dominant ones. One important component of this pattern of trade was the protectionism especially of Europe and Japan of their agricultural sector and their subsequent rapid increases in its productivity, both leading to a downward pressure on the returns of the dominated countries. Another was the relative low price of oil, which made possible the shift from other primary products to petrochemical substitutes (see Itoh and Lapavitsas 1999:187-8).


The recovery of the rate of profit after the Second World War was part of a concerted effort to rescue capital under US hegemony. In various ways this process became institutionalized. The US dollar became the leading currency and was tied to a fixed amount of gold. The other currencies were on their turn pegged in fixed exchange rates to the dollar. International trade was negotiated within the framework of the GATT. Here, the dominant powers, especially the US, tried to gain access on foreign markets for products in which they were relatively competitive. The US used this framework to foster European integration, which it needed and sponsored with the Marshall Plan for the expansion of capital and the containment of the Soviet Union, while at the same time preventing Western-Europe becoming protectionist. After the Treaty of Rome in 1958, which marked an important step in the process of European integration, the US pushed for a new round of negotiations of the GATT, which became known as the Kennedy Round (1963-67). Japan and the dominated countries did not play an important role during these trade negotiations, which amounted largely in tariff reductions except for agricultural products (see Carchedi 2001: 164-5). 

As Brenner (2001) noted, the relative convergence of the imperialist countries lasted till the second half of the 1960s. The late-developers, especially Japan, but also Germany, combined relatively advanced techniques with relatively low wages, which made it possible for them to maintain a high rate of profit while at the same time imposing lower prices. US manufacturers turned out to have over-invested and between 1965 and 1973, these manufacturers had to accept a fall in the rate of profit on its capital stock of 40%. A system-wide over-capacity and over-production in manufacturing was the result, manifesting itself in a system-wide decline of the rate of return on capital stock in manufacturing. According to Brenner this was the result of increased competition, but this has been refuted above. Increased competition effects the redistribution of value and not the average rate of profit. The latter started to fall, because of technological change within capitalist relations of production. Machines replace labor, which increases the amount of commodities (use values) that contain less value and surplus value. Moreover, as Moseley argues, it was easier to replace productive labor by machines than circulation labor, which is not productive of value contributing to the tendency of the average rate of profit to fall.

The crisis had a profound impact on the world economy. The US trade and current account balances fell, at a time when US balance of payments deficits skyrocketed, because of US foreign investment (particularly in Western Europe) and US imperialism in Vietnam. This had sharp repercussions for the dominant position of the US in the world economy and its privilege of issuing the world currency. This subject is treated in more detail in chapter five. Here, suffice to say is that the benefits associated with printing the world currency came under pressure. Given the relative technological decline of the US, its commodities were relatively less bought, and given the printing of dollars to pay for the war in Vietnam, it became less attractive for foreigners to hold dollars (see Carchedi 1991: 275-7).

In this context the pressures on the dollar led to the collapse of the Bretton Woods. The US tried to devalue to rescue its industry without losing the benefits of printing the world currency. This became known as the ‘soft landing of the dollar.’ It meant the collapse of the system of fixed exchange rates, and the dollar’s peg to gold, leading to cheaper dollars and dearer Marks and Yens, shifting realization problems somewhat from US corporations to their competitors (see Brenner 2001). The dollar inflation and the determination of the OPEC countries to change the terms of trade led towards a hike in oil prices, after the fourth Arab-Israeli War gave them a good pretext to do so (see Itoh and Lapavitsas 1999: 190-4). This further increased the difficulties of the imperialist center.

During these years non-tariff barriers to trade were used to protect domestic capitalists, especially in Europe, where internal trade flows for the first time started to grow faster than international trade with non-member countries. Japan profited from the ‘most favored nation’ clause within the GATT negotiations that allowed her to increase exports to the US and European market, which had agreed to cut tariffs in the Kennedy Round, without opening her own market. The US trade deficit with Japan quadrupled between 1968 and 1971. Therefore, it was in this period that Japan had become the third superpower and had to give up some of its privileges during the Tokyo Round of the GATT (1974-79). The European Economic Community resisted liberalization in agriculture. Again tariffs were cut for some industrial products. To circumscribe the increased protectionist measures, transnational corporations started to invest in foreign markets, especially the European and Japanese firms started to produce goods destined for the US market in the US (see Carchedi 2001: 165-168).

After the Bretton Woods system of fixed exchange rates, monetary authorities got increased freedom to pursue an expansive policy. However, the expansionary fiscal and monetary policies during the 1970s did not alleviate the crisis, but rather just raised government debt and inflation. The absence of profitable investments in industry and the coincidence of low interest rates, high rates of inflation, and exchange rate instability led towards increased speculation. Finance became relatively more independent of industrial capital accumulation (see Itoh and Lapavitsas 1999: 166). In these years the dominated countries could borrow ‘eurodollars’ at rates of interest lower than inflation rates, and different nationalist strategies were pursued. Especially Latin American countries tried to finance their industrialization programs by borrowing money at the international capital market to resist the unfavorable terms of trade for primary producers (excepting the oil producing countries).

During the turbulent 1970s the European Economic Community tried for the first time to establish a monetary union to stem the instability arising out of flexible exchange rates, the depreciation of the dollar, and increased monetary and financial speculation. This first attempt, the Snake, had never really worked (except for a few countries). However, in 1979 monetary integration was re-launched again. The European Monetary System (EMS) pegged the currencies of the European Economic Community within a narrow band. In the next chapters it will be studied in more detail. Here it is important to note two things. First, the EMS had a strong deflationary character because of the dominant position of the DM and the Bundesbank (see chapter four).  And second, it was the first attempt to take a share in the benefits of seigniorage, which had been a privilege of the US (see chapter five). Therefore, it was part of an imperialist rivalry. The strong deflationary character coinciding with mass unemployment and the monetary turmoil leading to a constant upward pressure of the DM would in the end bury the first attempt of a monetary union in Europe (see Carchedi 2001: 132-3).

The failure of expansive fiscal and monetary policy created the climate in which unemployment came increasingly to be seen from a neo-liberal point of view as caused by too much government. Hayek and Friedman were leading the intellectual onslaught on Keynesian economics, which were increasingly being replaced by neo-classical economics and monetarism, focusing not on full employment (while re-introducing the concept of a natural rate of unemployment), but on price stability. In Western Europe it was Thatcher who put this program in practice at first (see Van Apeldoorn 2002: 65-7). Monetarist policies failed, however, to solve the problems of falling profitability and the monetarists turned in fact into military Keynesians as we will see below.

As the neo-Gramscians note, neo-liberalism is the ideology through which capital and the state responded to the threats of rivals and of a declining rate of profit. The Federal Reserve followed an anti-inflationary policy, which led to a hike in interest rates and growing unemployment (see Rupert 2000: 31). These higher interest rates triggered the debt crises and led to the end of the nationalist industrialization projects in Latin America, and later to the collapse of the Soviet Union. These countries, like the Stalinist countries from Eastern Europe (except Russia) ten years later, were eventually incorporated in the heartland. The price the working classes of these countries had to pay was high. Poverty soared. According to Alan Freeman (1999), the aggressive policy launched in the 1980s marked the return to a situation of classical imperialism
 which had led to the First World War: no hegemon exist and the advance of one great power goes at the expense of another one.

Freeman (1999) shows that the partial restoration of US profit rates in the 1980s was not the result of increased productivity, but rather of the result of increased appropriation of value from the Third World. For example, one hour of US labor exchanged in 1995 for 80 hours of Indian labor, double the number of 1980. Indeed, the 1980s mark a turning point in the world economy. The US started an aggressive policy to open new markets by triggering the debt crisis and by pushing for further liberalization within the GATT. The US retained part of its supremacy through financial, budgetary and monetary policies. The high interest rates and exchange rate of the dollar led, however, to increasing difficulties for US manufacturing. In 1985 the US changed its policy of a high dollar to a low dollar. The US forced a devaluation of the dollar and a revaluation of the DM and especially the yen on its rivals in 1985 at a meeting in the Plaza Hotel in New York (see Carchedi 1991: 279-80), shifting part of the realization problems abroad to their European and Japanese rivals. By the end of the 1980s US profit rates were rising, but they failed to return to their levels of 1973, which were far lower still than during the boom after the Second World War. Over-production and the shift towards debt-financed speculation, led towards a financial crisis in 1987 and a serious recession in the beginning of the 1990s (see Brenner 2001).

It is increased imperialist rivalry, a devaluation of the dollar and concomitant increase of currency speculation, and a general economic crisis that could not be fought with traditional anti-cyclical measures that provided the context for the contradictory road towards the introduction of a monetary union and a single currency in Europe.

§3.3
Conclusions


This chapter has shown that an understanding of the world economic crisis that has emerged in the 1970s is necessary to place the introduction of the monetary union and the euro in its proper context. Various theories have been considered to account for this general crisis. Here, it suffices to say that the neo-Gramscian approach has been adequately criticized by Robert Brenner, who showed that the productivity decline has been the result of a decline in the rate of profit, rather than its cause. Brenner's own theory of the fall in the rate of profit has, however, been attacked. A fall in the rate of profit can only be adequately theorized with the labor theory of value. Thus, the fall in the general rate of profit was not the result of unregulated competition, but of the introduction of new technologies, which tend to be labor saving. Moreover, (at least for the US) these machines replaced productive workers in a faster pace than unproductive workers.


From the 1970s onwards, the general crisis has been the context for the failure of economic policies, both monetary and Keneysian to recover profit rates and eliminate unemployment. The relative decline of the US economy was matched with a decline in the dollar, although not in a linear process. First, the Bretton Woods system of fixed exchange rates was abandoned. Increased currency speculation was the result, especially with the elimination of capital controls. Another result of the general crisis was the increased imperialist rivalry to offset the domestic profitability crisis. The US pushed Latin America into crisis with a hike in the interest rates. Meanwhile Western European countries tried to overcome currency fluctuations by forming a monetary system. Therefore, an account of the general crisis, which caused in a world characterized by combined and uneven development an increase in currency speculation, rising imperialism and a the failure of monetary and fiscal policy to stem the crisis, is essential for an understanding of the developments in Western Europe that led towards the introduction of the monetary union and, finally, the single currency. It is to this subject that the next chapter is devoted.

Chapter Four

The Euro: Who Pays the Price?

§4.0
Introduction

In this chapter it will be argued that the introduction of a monetary union and the single currency is the result of social struggle. The first section of this chapter is dedicated to this task. The second section will establish in what way the euro serves the interest of the capitalist class. In the third section, the (anti-)democratic character of the EU will be briefly discussed. 

§4.1.0
Social forces and the introduction of the single currency

As has been argued above, the neo-Gramscians stress the political nature of the restructuring of the economy and the state-society complexes. In chapter three, it has been argued that unlike a business cycle a general crisis requires strong political intervention for its resolution. Although the account of the world economic crisis adopted here differs in important aspects of the neo-Gramscian literature (see chapter three), the two approaches converge on this point.


Moreover, in an important way its stress on the importance of ideas in social struggle complements the value-theoretic approach. The latter approach implicitly takes the result as the outcome of a process. The class that is dominating in the final outcome, say a monetary union, must have dominated the process as well. Although I share this general idea, it is illuminating to study this process in more detail.

It is to this task that this section is written. In this part the neo-Gramscian literature is consulted to account for the social struggles that have led to the emergence of the monetary union and the single currency. Even though in the aftermath of the Treaty of Maastricht a new wave of 'europessism' spread through Europe as a reaction on the economic crisis, which raised severe doubts on its implementation (see Van Apeldoorn 2002: 5), the main emphasis in this section is laid on the period between the Single European Act and the Treaty of Maastricht, because here the foundations were laid for the final introduction of the euro.

§4.1.1
Nationalist responses to the world economic crisis

As has been briefly mentioned in chapter three, plans for the introduction of a monetary union and a single currency have a long history in Europe. In 1962, the formation of a monetary union was proposed, but it did not get sufficient support mainly because of the relatively stable international environment. Exchange rates were fixed within the framework of the Bretton Woods agreements. By the end of the 1960s, Bretton Woods was showing signs of collapse and for the first time, a monetary union was seriously proposed, although its realization turned out to be politically unfeasible, except for a much smaller version, the so-called Snake. The plan for a monetary union was relaunched in more serious proportions in 1979, with the creation of the European Monetary System (EMS). The EMS did provide for cooperation on monetary matters, but cooperation on economic and fiscal policies did not come into effect (see Scheller 2004).

As has been shown in chapter three, the monetarist shift in US policy led towards a thorough restructuring of the economy. In Western Europe, important social forces were against such a radical departure from what Kees van der Pijl has called 'corporate liberalism' (see §3.1.1). At first, various national policies rather than a common European policy were formulated to solve the crisis. These national responses differed in content and resulted in very divergent performances. Germany and the Netherlands opted for example for a severe anti-inflation policy relatively early, without giving up the corporatist institutions. France and Italy continued to pursue an expansionary policy with a soaring inflation. In France, especially with the incoming president Mitterand, a Keynesian policy was tried 'against the tide' with nationalizations and mercantilist industrial policies. The pressures on the Franc proved untenable after the liberalization of the financial markets from the 1970s onwards and France had to choose to between the fixed parities of the EMS or leave the monetary system altogether. Mitterand chose for the EMS and gave up the national Keynesian policies for a radical anti-inflation policy complemented with a pro-Europe stance (see Van Apeldoorn 2002: 69-70).

§4.1.2
The importance of the ERT in the relaunching of European integration
The neo-liberal ideology of the perfect market reflects the interest of the most globalized TNCs, because they are the strongest players on the market, operating the most advanced technologies and have, therefore, most to win from free trade. In Western Europe, especially in Continental Europe, most TNCs were still more European than global players, perceiving the breaking up of tariffs for non-European competition as a threat. In contrast to the neo-liberal forces, these TNCs didn’t perceive the welfare state and the labor market as the main problems, but focused their attention instead on the fragmented European markets. The European markets should in their view be unified and function as a 'stepping stone' to the world market. It was their call that became dominant in the mid-1980's, calling for an end to the period of 'euroscleurosis' in which answers where formulated not on the European but on the national level (see Van Apeldoorn 2002: 68).

The main vehicle for the articulation of the interest of big business in Europe was the in 1983 established European Roundtable of Industrialists (ERT). Here, CEOs of the largest (non-financial) TNCs were invited on personal title to reflect upon, and to strive for, a particular European social economic order. It became the vehicle of transnational class formation in Europe. The eventual outcome of the relaunch of European integration culminating in the Single European Act and the Treaty of Maastricht should be seen as a struggle between on the one hand the mercantilist and the neo-liberal fraction within the ERT, and on the other hand between the ERT and the social democratic supranational project of particularly the president of the European Commission, Jacques Delors (see Van Apeldoorn 2002: 78-85).

The final result was a liberal project, because "[b]oth within the ranks of Europe's transnational business élite and at the interstate level where liberal, pro-free trade member states such as the UK, Germany, and the Netherlands blocked the more outright protectionist proposals of France and Italy (..) (Van Apeldoorn 2000: 239)." Moreover, in the context of the collapse of the Stalinist regimes in Eastern Europe a new argument for free trade came into being as new opportunities for especially European TNCs arose that had to be quickly exploited. State property was sold at high speed at low prices, a process that could be typified as ‘original’ or ‘primitive’ accumulation associated with robbery in areas formerly excluded from capitalist social relations of production. As Michael Perelman (2003) argues, 'primitive' accumulation is not only a necessary first step to but actually a central feature of capitalism.

§4.1.3
US involvement 

On the other side of the Atlantic Ocean, the US was ambivalent to the European integration process. With the threat of bilateral agreements the US forced its main competitors to accept a new round of GATT negotiations in Uruguay (1986-93) to make sure that European integration would not lead towards protectionism and superpower ambitions, and to diminish the size of its huge trade deficit with Japan. In this round foreign direct investment became more important as it had become the main vehicle to circumscribe trade barriers. Moreover, each of the three economic world-powers had its own 'back garden', to which the investments were directed. The US had Latin America, the EU Africa, India and Brazil and Japan South Korea and Indonesia. Besides rules for international investment, trade in services became relatively more important, especially financial services and also intellectual property rights were put high on the agenda. These are all issues through which the core of the capitalist countries appropriate value from the developing countries, which failed for the first time to form a common bloc, as they were internally too divided (see Carchedi 2001: 168-71).

§4.1.4
The emergence of the Economic and Monetary Union
The Single European Act, which had as its top-priority the unifying of the European markets, affirmed the necessity for an economic and monetary union and it was argued that for realizing the full benefits of the Single European Market a single currency was needed. This would lead to greater price transparency, eliminate exchange risks, reduce transaction cost and increase welfare. In 1988 the president of the European Commission, Jacques Delors, received the instruction of the European Council to propose concrete stages to the EMU. Stage One focused on the completion of the internal market and on intensifying monetary cooperation. This was possible within the existing institutional framework, inherited from the EMS and the SEA. Stage Two comprised the transition period, involving the establishment of the new institutional structure of the EMU and the strengthening of economic cooperation. In Stage Three exchange rates would be irrevocably fixed and the new Community institutions would receive their full monetary and economic responsibilities. These latter two stages were integrated in the Treaty of Maastricht, signed in 1992 (see Scheller 2004). 

Amy Verdun (1999) mentions several reasons that were widespread among the political elites of the European countries for adopting a single currency: 1) a single currency is a stronger commitment than fixed exchange rates (which can collapse, as demonstrated again by the 1992-3 experience, see §4.1.6); 2) it was not such a big step, because it was perceived that sovereign monetary policies were a thing of the past; 3) Keynesian ideas on the trade-off between unemployment and inflation, and on the effects of competitive devaluations on development were abandoned; 4) a single currency would lead to some influence in the determination of monetary policy, since now most countries simply had to follow the Bundesbank; 5) a single currency would foster a European identity; 6) the euro could become a rival of the dollar; and 7) a European solution had to be found for German Unification, although it must be mentioned that Germany was in favor of a monetary union even before the fall of the Iron Curtain. Carchedi (2001, 141) argues that Germany needed the economic base of the whole Union for threatening the leading position of the dollar. In exchange for the sharing of the responsibility for setting monetary policy, which was particularly a demand of France, she exchanged the DM only on her own terms. Germany demanded a low inflation policy and requested that the seat of the European Central Bank would be on German soil.

In comparison to the project of the Single European Market the ERT was not very much involved in the Maastricht Treaty. Some of its members, however, were active on this field and founded the Association for Monetary Union of Europe (AMUE). Moreover, the final proposal of the Treaty of Maastricht reflected many of the ideas that members of the ERT had been putting on the agenda for years. Nevertheless, after the success of the internal market, in a new wave of ‘euro-optimism’, the politicians were taking the initiative. The final treaty reflects the ambitions of big business and of the social democratic forces, although the latter’s interpretation has failed to materialize. The Treaty is neo-liberal in the sense that it institutionalizes monetarist economic policies through the envisaged convergence criteria, the Stability Pact, and the independence of the European Central Bank (ECB) with its extreme focus on price stability. This marks a clear separation of politics and economics and an institutionalized defeat of Keynesianism. On the other hand, some old mercantilist demands were included as well in the form of an industrial policy, and the social democrats got a social chapter, which so far has proven to be mere window dressing. Therefore, Bastiaan van Apeldoorn speaks from ‘embedded neo-liberalism’ (see Van Apeldoorn 2002: 154-8).

§4.1.5
The neo-liberal character of the EMU

This paragraph will focus on the limits to this neo-liberal character in some more detail, especially from the economic perspective. The content of the Treaty is compared with the general ideas of neo-liberalism. As David Held (1998, 253) notes, the wider movement of the New Right is characterized by two 'fractions', the neo-liberal and the neo-conservative fractions. While at the moment the White House is dominated by the latter (see Callinicos: 2003b), during the 1980s and the early 1990s the neo-liberal fraction was most influential within the New Right, at least internationally, stressing the merits of the market instead of the neo-conservative's concern for traditional patriarchal values and order. The central theme of neo-liberalism is liberalism, not democracy. Therefore, Pinochet-style strong authoritarian leaders who imposed neo-liberal economic policies on their societies were supported. It advocates a minimal, but strong state. This state should provide the framework for the market economy that is supposed to regulate ever more areas of life. Moreover, the state is to break the power of the trade unions, which are a form of monopoly and thus a ‘distortion’ of the market.

One of the most active and aggressive promoters of neo-liberalism has been Friedrich von Hayek, who formulated an economic theory that is not based, like neo-classical economics, on the optimal allocation of resources, perfect competition and (static) equilibrium. In line with Keynes, he stresses uncertainty about the future and real time. But, here the similarity with Keynes ends. Markets, in Hayek's view, do not depend on perfect information, which in neo-classical economics is one of the preconditions for equilibrium. Instead, markets are seen as the most effective way of gathering information. In his theory the function of the price system is a means of communication, which coordinates information in a decentralized way more effectively than any agency of (Keynesian or Soviet) central planning could do (see Callinicos 1999b: 233-4). Hayek was a strong believer in the virtues of the market and even advocated the abolition of the state monopoly in fiduciary issue, or the state monopoly of the printing of banknotes (see Reuten and Williams 1989: 212).

Therefore, one could give at least two reasons why the EMU is not neo-liberal. First, in an important sense the EMU is a form of state building (centralization), especially with the establishment of the ECB. Second, the EMU provides for a state monopoly of printing banknotes, which has been placed in the hands of the newly created ECB. The abolishment of the state monopoly in fiduciary issue has never been seriously considered. But the government of the Iron Lady has pronounced the first complaint against the EMU. Her position was that Western Europe should not form a monetary union, but should stay a free market. The process of European integration should in this view be only negative integration: deregulation, market liberalization and regime competition. Positive integration, or state-building, should be prevented (see Van Apeldoorn 2002: 80-1).


In an important sense, however, the view that the EMU is not a neo-liberal project, because it entails state-building should be given greater nuance. Let us see why. The economics of Hayek provide, paradoxly like the economics of reformer Keynes and revolutionary Marx, for a theory of crises. Hayek's theory views them as a consequence of over-investment, which has been made possible by the creation of money through the credit system (see Callinicos 1999b: 236). Even Hayek, thus, perceives the necessity of state management of money and credit systems, because money is not a normal commodity. Changes in its demand or supply, therefore, do not lead immediately to a new equilibrium (see Reuten and Williams 1989: 212). 

According to Hayek, this management of money, or monetary policy, should be a coordinated effort by the financial and monetary authorities of the state. This means that the ministry of Finance should work in close collaboration with the Central Bank. Monetary policy is preferred over fiscal policy, because of its general nature (instead of for example helping an individual corporation), and the authorities should formulate rules, preferably a written constitution, to avoid in his view arbitrary state intervention. Although fixed rules are necessary, Hayek perceives the need for some freedom of movement for the monetary authorities (see Reuten and Williams 1989: 220 and 243).

The EMU has in fact curtailed fiscal policy with the obligatory limitations to the debts of the member-states and to their budget deficits. This is the content of the Stabilization Pact. At the very least, this would please Hayek. The EMU has also led to the establishment of a European Central Bank (ECB), the main target of which is to keep inflation low. This task is laid down in its Statute, which cannot be altered by any parliament, whether it is the national parliaments or the European Parliament (see Holman 2001). Monetary policy is the only area in which the member states have completely given up their sovereignty, as it has become the exclusive domain of the ECB (see Carchedi 2001: 23). This reflects perfectly the anti-democratic views of Hayek.

Therefore, a good argument can be made that the EMU is neo-liberal, pace the opposition of Thatcher, British reluctance in general and the fact that a new centralized supranational institution has been set up, because of four conditions. Firstly, the Stability Pact disciplines budgetary policies. Secondly, it coordinates economic policies in such way, that they cannot undo each other. Thirdly, the main task of the ECB is to fight inflation and fourthly, this task has been written in its Statute, which cannot be altered by any parliament. This fits perfectly in the wider framework of what Stephen Gill (2000) has labeled the ‘New Constitutionalism.’ This ‘New Constitutionalism’ is the dominant political-juridical form of what he calls 'disciplinary neo-liberalism,' which seeks to lock in the power of capital in the long run through sheer unchangeable political and legal mechanisms. As we have seen above, the EMU got this neo-liberal character, however, only gradually in the 1990s. Thus, the limits to the neo-liberal character of the EMU are mainly the already mentioned provisions of an industrial policy and the inclusion of a (mostly rhetorical) Social Chapter, and the state monopoly of the issuing of banknotes. 

§4.1.6
The currency crisis of 1992

In 1992 Europe was hit by a monetary crisis. The currency crisis, which could not be resolved within the parameters of the EMS ended in one stroke the euro-euphoria of big business and the political elites that had been accompanying the Single Market Act and the Treaty of Maastricht. Dollar depreciation after the Plaza Accord, the financial crisis of 1987 and declining US imports provide the larger context for the eventual currency crisis (see Brenner 2001). The problem for Germany, that is dependent on its export sector, was becoming, however, bigger almost every month after she had announced to the world its determination start the process of Unification of Germany. After Unification, the political decision to change the DM for its Eastern German counterpart in a ratio of one to one together with big government deficits led towards increasing inflation. The Bundesbank had to permit rising inflation, but she didn't want it too rise too much. Therefore, to check the inflation, the interest rates were kept high at a time when other countries, like France and Britain, wanted interest rates to get down to fight a recession. Speculators then attacked the pound sterling and the franc. The final result was that the sterling (together with the lira) had to leave the EMS, and the parities of the EMS were greatly relaxed to plus or minus 15% (see Schwartz 2000, 314-6; and Underhill 1996, 43-7). Although the crisis, in combination with the Danish 'no' to a referendum on Maastricht, was leading to doubts about the success of the monetary union, many governments were strengthened in their conviction that monetary sovereignty and fixed exchange rates could only be achieved with the introduction of a monetary union and a single currency (see Verdun 2003, 202-3).  Now we turn to the second theme of this chapter and investigate who pays the bill for this monetary union.

§4.2.0
The economics of the euro: who pays the price?

As the official history of the ECB notes, the EMU and the euro were not ends in themselves. They are seen as instruments to achieve the fundamental objectives (stated in Article 2 of the EC Treaty) of the EU, among which are harmonious, balanced and sustainable development. This should be achieved by stable prices, and sound monetary and fiscal policy within an open market economy (as written in Article 4 of the EC Treaty) (see Scheller 2004). 

As has been argued in chapter one, this can only be accomplished by theorizing the economy with neo-classical economics, assuming equilibrium and an economy free of crises. This equilibrium is, however, merely postulated by neo-classical economists as a paradigmatic fact (see also Freeman 1999). Take Walter Nicholson (2005, 95), for example. He abstracts from time (no hoarding of money), and from the fact that capitalism is essentially a monetary economy. Instead, he analyzes the economy as if it is a barter economy in which people trade goods directly with each other, until the highest level of utility is reached. With these two assumptions, he defines away the most abstract possibility of non-equilibrium in a capitalist economy: the fact that not every seller brings his own buyer to the market, because the transaction is mediated by money, the possessor of which can wait with its spending. The other most basic postulation of equilibrium comes from the famous Marshallian cross. This model is used to prove that observed (real world) prices can be taken to represent equilibrium prices (see Nicholson 2005, 17). That is, it postulates equilibrium, because no 'natural', univocal, relationship exists between the quantity demanded and the price. The slope of the demand and supply functions is indeterminate and depends on the business cycle.
 For example, in upturns, when usually wages rise, not less but more labor is demanded. Another example is the price of shares. When they fall, usually everybody sells. 

The real world is not harmonious, but contradictory. And so are the effects of the EMU and the single currency. Here, it will be argued that the monetary union fosters the interests of the capitalist class and that labor pays the price. The structure of this section is the following. First the workings of the EMS are analyzed, because some effects of the EMU are similar. The EMU is analyzed in the second paragraph and in the third paragraph, the labor market policy of the EU is assessed. 

§4.2.1 The European Monetary System

The EMS is important, as Hans-Jürgen Bieling (2003, 55-6) has observed, because it was the first step in preparing the neo-liberal agenda for Western Europe. In his view, it did so more or less as a side effect, through the adjustment mechanism. It was in the first place a defensive reaction against volatile exchange rates. Although it can be disputed whether the asymmetrical burden of adjustment can be called merely a side effect, it undoubtedly had an important impact on fiscal and monetary policies. Countries with high budget deficits that could not devaluate anymore had to accept monetarist austerity policies. This policy was favored by the Bundesbank, which had by far the biggest influence as it provided the anchor of the EMS, the DM.

There is a second reason for the importance of the EMS: it is not only history. Although most former members of the EMS now have the euro, the EMS starts to play a greater role again as the new member countries will have to stay within the margins set by the EMS for two years to be able to apply for membership of the euro-area (see Scheller 2004). In its new form, which started from 01-01-1999, the euro has replaced the ECU. Membership is voluntary and the ECB is not obliged to intervene when it is at odds with price stability (see Carchedi 2001: 140). 

The EMS has two basic features: the Exchange Rate Mechanism (ERM) and the European Currency Unit (ECU). Starting with the latter. Without getting into too much detail, the ECU was not a real currency, but mainly a unit of account used for settlement between central banks. The dominant position of the DM in the ECU was secured by its relative weight (33 per cent) in the establishment of the value of the ECU. Consequently, its value was influenced strongly by the economic cycle in Germany and favored, therefore, first and foremost the interest of German oligopolies rather than other interests (see Carchedi 2001: 134-7). 

Once the value of the ECU had been fixed to the dollar, the participating currencies became fixed to themselves through the rate of the national currency and the ECU. They were allowed to depreciate or appreciate only 2.25 per cent (after the currency crisis 15 per cent). This is the Exchange Rate Mechanism. Moreover, other currencies were now tied to the DM as well. This decreased the possibilities of the countries with technological laggards to use anti-cyclical economic policies, because they could not resort to inflation and devaluation as a means to overcome profitability crises. Instead, they had only one possibility left: to increase the rate of surplus value or, in other words, exploitation. Pressure came on the social security systems and labor laws, making it easier to fire workers. This made it possible also for German capital to demand at home greater labor market flexibility (see Carchedi 2001: 137-41).

§4.2.2
The Economic Monetary Union

What has been argued for the EMS counts also for the EMU. Advanced capital and capital in general gain from the increased rates of surplus value, because the combination of devaluation and inflation is no longer an option. For Germany the introduction of the euro had two important consequences: it fixed the value at a level in accordance with her interests (1 ECU = 1 euro) and monetary policy is targeted to avoid inflation. This allows Germany to get a world currency, managed in her interest, which might become a rival of the dollar (see chapter 5). The economic base behind the DM had proven too small for becoming a real threat to the dollar as the international currency, even in times of a decline in the dollar (see chapter 3). The aim of creating an international reserve currency, for which a stable value is a prerequisite (as it functions as a store of value for companies and central banks), coincides with the interests of the technological leaders, who can appropriate high amounts of international value with a strong currency (for a more extensive theory of exchange rates, see §5.3.1) (see Carchedi 2001: 141-2).

For capital from the less competitive countries the disadvantage of losing the power to use anti-cyclical measures like inflation and devaluation of the currency is compensated by the advantages of the creation of more surplus value based on a greater control over labor. Also the end of speculation on weaker currencies, which had caused a lot of instability, disappeared with the introduction of the euro. Moreover, states with weak currencies now participate in the gains derived from international seigniorage (see also §5.1). It is labor that pays the costs through less protection against labor shedding, lower social policies and greater exploitation through longer working days or more intensive work (see Carchedi 2001: 142-3). To enhance the domination of capital over labor in the labor market and at the workplace, the European Employment Strategy is formulated. The emergence and the content of this strategy form the last part of this chapter.
§4.2.3
The European Employment Strategy

The EMU envisaged close coordination of economic policies of the member states to contribute to the objectives of the EU (Article 98 of the EC Treaty). One of these policies that is to be coordinated is labor market regulation (see Scheller 2004). Since the mid-1990s unemployment is back on the agenda in Western Europe and that should not come to a surprise. In the aftermath of the monetary crisis and the subsequent recession the unemployment rate in the EU reached a peak of 11.3% in April 1994, while in Spain it had risen to a staggering 24% (see Holman 2001). This renewed attention towards one of the main preoccupation of Keynesianism was to be observed also internationally, as indicated by reports of the OECD, the European Commission, by a Conference of the G8 in 1998 and the final emergence of a European Employment Strategy at the end of the 1990s (see Overbeek 2003a: 2). Although the problem of unemployment has been put on the political agenda again, there is a qualitative break with the past in causes and cures. 

After the Second World War with the introduction of Keyniasism on a wide scale, during the heydays of ‘corporate liberalism’, unemployment was seen as a 'fault' of the market that was to be cured by the state. In the neo-liberal ideology, however, unemployment is seen in a totally different perspective, concomitant with the views of a capitalist class on the offensive. Indeed, as Henk Overbeek (2003b, 14) argues, "(..) [u]nemployment in the neo-liberal project has an important disciplinary role, and is seen as a problem of individual employability rather than as a structural property of a capitalist economy, or a temporary (because) curable disturbance in the way that Keynesianism has approached unemployment."
Bob Jessop (2003) has introduced two - rather unpronounceable - concepts to capture the change in the state’s role in securing capitalist reproduction. He sees a shift from the ‘Keynesian welfare national state’ (KWNS) towards a 'Schumpeterian workfare post-national regime' (SWPR). The ideal-type of KWNS can be seen along four dimensions. First, the state assisted capital accumulation on the basis of a relatively closed national economy with demand-side management, with an eye on full employment. Second, the reproduction of labor power was secured with an orientation on welfare not only for male workers in Fordist industry, but for society at large, excluding, however, non-nationals. Third, the locus was the national state. Fourth, it was statist, in the sense that state institutions supplemented the market forces. 

Nowadays there is a tendency for the KWNS to change in the SWPR. The ideal-type characteristics of the SWPR can be summarized as follows. Firstly, it is Schumpeterian in the sense that the state promotes permanent innovation to increase the competitiveness of capital. Second, it is not focused on welfare, but on workfare as it entails further commodification of labor through the stress on its flexibility and employability. Social exclusion rather than inequality is addressed, in so far this policy can be called social policy. Third, it is post-national in the sense that the national territory is less important as the framework for action. Fourth, it is characterized by governance, rather than by government.

In this shift towards innovation, workfare, and multi-level governance, of which the European Employment Strategy is an important example, the ERT has been again an active player. As Bastiaan van Apeldoorn (2003) notes, already in 1990 it published a report (European Labour Markets) that contained most elements of the neo-liberal restructuring of the labor market, which it would be actively advocating throughout the 1990s. Although in 1990 the ERT was still wary about supranational regulations, because of the social-democratic momentum in the context of the success of the re-launch of European integration. After the defeat of the social democratic forces (especially the supranational social plans of Delors) became clear with the Treaty of Maastricht, the ERT started a more aggressive campaign. With the introduction of the EMU and the Stability and Growth Pact, monetary policy and fiscal policies could hardly be used by governments to fight unemployment and only micro-economic supply side measures remained policy options (see Holman 2001). 

The concept that was used was 'competitiveness', which could be presented as the 'general interest', because it could mean different things to different people. In the neo-mercantilist tradition enhancing competitiveness meant helping with non-market means European industry in their struggle with non-European rivals. For the social democrats enhancing competitiveness increasingly came to be seen as organizing the market to further productivity growth through, for example, education. For the neo-liberals increasing competitiveness meant increasing the disciplinary power of capital through deregulation of the labor market, in other words, a process of re-commodification of labor power. It was the latter approach that became increasingly dominant (see Van Apeldoorn 2003).

Apart from the ERT, the European Commission played an important and active role in the process towards the establishment of a European strategy (see for example Tidow 2003). The first action plan was announced in Essen, which was evaluated and extended on summits of the European Council in 1995 and 1996. The Treaty of Amsterdam 1997 gave a new impulse to the European Employment Strategy. It was announced that employment is a common concern, and policy should be coordinated along four pillars. After the summit in Amsterdam, in November 1997, a yearly procedure was established in Luxemburg (see European Commission 2000). 

In the end a mixture between the neo-liberal and social-democratic meaning became the final framework of the European Employment Strategy. The neo-liberal forces had to do some concessions, because the adjustment pressures of the EMU had led to opposition. In this context, Carchedi’s analysis has received a critique that he does not live up to his own ambition to develop a class analysis of European integration, because the working class plays a rather passive role in the analysis of the EMU. It is argued that the European restructuring provoked intense resistance, mostly on the national level, with France (a one day public sector strike involving 5 million people) as its most significant example (see Taylor and Mathers 2002). Resistance was fed by the grieves of people who were receiving social benefits, and by the workers who had to work harder and were feeling insecure about their future employment. This forced the neo-liberal forces to allow for more 'embeddedness' of the market. 'Social cohesion' was to be rescued through 'communitarianism' since the mid-1990s. Communitarinism was a tradition, which could reflect right or left wing ideas and represented an alternative to both the market and the state, although it is mainly to be seen in its present form as complementary to neo-liberalism. It neglects the material base of reproduction of society and class divisions. Although present in most political parties, it was especially picked up by social democracy (see Bieling 2003).

This ‘embedded neo-liberalism’ or ‘communitarian neo-liberalism’ is reflected in the goals which are stated by the European Commission. The long-term goal of the European Employment Strategy is to make the EU the most competitive and dynamic knowledge-economy of the world, with sustainable growth in GNP and jobs, and with greater social cohesion (see Holman 2001, 27). These rather conflicting goals are to be achieved through a policy along the following four dimensions: entrepreneurship, employability, adaptability and equal opportunities. These pillars are described in many official documents. One of these is a publication of the European Commission titled European Employment and Social Policy: A Policy for People that is destined to inform the general public about the European Employment Strategy. 

'Entrepreneurship' is to be stimulated, because big business is restructuring and newly introduced technologies are usually labor-saving. The Commission does not want to interfere with the interests of the oligopolies and aims its arrows, therefore, at small businesses to fight unemployment. Small and medium sized companies, especially in the service sector are to be stimulated by decreasing the obstacles of the state bureaucracy, decreasing taxes for business, developing financial markets for more risky projects, and stimulating 'entrepreneurship' within the school-system. 

'Employability' is the catchword for putting people at work. Especially in the context of a graying population and the speed of technological developments a 'knowledge-gap' has come into existence, because old and longer-term unemployed people have old knowledge and find it difficult to take up a new job. Also lots of younger people leave the schools without qualifications. All these people are hard to 'employ' and therefore their 'employability' is to be increased by actively decreasing the amount of people who are long-term unemployed by offering them within one year a job or education. Active measures are to be taken to force people to accept any work instead of relying on social benefits.

The third pillar is ‘adaptability’. In the context of the above mentioned technological developments associated with a restructuring in the economy, the 'adaptability' of business in the EU is to be improved by flexible working arrangements, reforms in the labor market and improvement of the education level of the workforce. This means a tendency towards a situation in which business should be able to hire and fire workers as it deems fit.  

'Equal opportunities' is the last rabbit in the hat of the European Employment Strategy. According to the Commission, women are especially needed to counter the threat of a too small labor force in the context of an aging population. Therefore 'equal opportunities' are to be promoted to make sure that also the labor power of women is commodified and ready to be exploited, by making it easier to combine work and family and to return to the labor market, if needed by financial sanctions. 

One important way to achieve these reforms in the national labor markets is 'bench-marking'. This tactic comes originally from the world of big business and was first introduced by globally operating TNCs. According to Leslie Sklair (2001, 115), "(..) Benchmarking is normally defined as a system of continuous improvements derived from systematic comparisons with world best practice." It is therefore not a neo-classical economic textbook that provides the inspiration, but real experiences are used to harmonize the labor markets without requiring a lot of institutional harmonization (see Tidow 2003). This introduction of bench-marking for the restructuring of the labor markets in the EU led towards "(..) scanning the world (i.e. introducing Anglo-Saxon practices of internal and external labor market flexibilization), to motivating workers to do better by reducing social protection, to enhance individual competition (as part of human nature), and to adaptation in a continuous survival of the fittest (Holman 2001: 28)." Bench-marking therefore implies a strengthening of regime competition of social policy and the purpose of this social policy is rather further commodification of labor than social protection in Polanyi's (1957) terms.

§4.2.4
The labor market, gender and racism

Although in general terms, there exist an overall tendency of a (re-)commodification of labor after the establishment of the monetary union and the European Employment Strategy, important differences are to be expected in the final outcome for different people. As has been noted in the introduction, more hierarchies exist than only class relations. These hierarchies are becoming very relevant for a concrete analysis of the labor market restructuring. Although, because of lack of space and time, no such concrete analysis can made here, it will be briefly indicated how such analysis could be integrated.


Many feminists have argued that the labor theory of value should be rejected, because it distinguishes between productive and unproductive labor. It is said that by labeling women's work in the reproduction of labor power 'unproductive', the theory becomes patriarchal. The problem with this approach is that it analyzes the reproduction of capitalist relations of production as if it is the same as the reproduction of society at large (see Mohun 2003, 50). Ann Davis (2004) argues that Marx' theory can be used for insights that are important from a feminist perspective. She argues that Marx rightly sees capitalism as historical specific and so should his categories like 'value' be considered. Although the following example is not hers, it could illustrate her main point. Unproductive labor that does not create value can be highly useful and important (raising children, services by the government), and productive labor that creates value can be highly immoral (for example weapons).


Davis proposes to include next to the circuit of capital a circuit of labor to include the household in our analysis. The worker sells her labor power on the market and receives a wage. With this wage she can purchase more use values on the market than she could make by herself. That means that as long as the commodity sector is more productive than the household sector, the living standard in terms of use values can increase, even in the context of (increased) exploitation. The household has become dependent on the production of value and capital is dependent on the households for the realization of value. This has implications for women, because women typically inhabit the household. This household is under patriarchal control, something that pre-dates capitalism. 

It is within the capitalist society that money becomes ever more important. The result is that (male) wage-labor becomes seen as more important than (female) household labor. But that is not the whole story. 
Capitalist appropriation of value as abstract labor is indifferent to gender. It does not matter whether the worker is female or male. Therefore, women are drawn into the labor market and a tendency exists for increasing independence of women from patriarchal control. Therefore, Davis shows that two conflicting tendencies arise. On the one hand, women are pulled out off the patriarchal household as labor power. On the other hand, women are hold there to perform their concrete role in the reproduction sphere and function as the dialectical counterpart of the commodity labor power, representing the sensuous and emotional side that is repressed in male workers who sell their labor power. These two conflicting tendencies reflect the fact that labor power is not a normal commodity and the unity of both roles of women are maintained in changing historical circumstances with great difficulty, supported by changing ideologies. The construction of particular female and male roles in these ideologies is another important source of alienation, and protest. These constructs effect, for example the way people engage in sexual activities and spend their leisure time.

As Ann Davis shows, representatives of the capitalist class do engage in the construction of ideologies to hold either women in the household, whenever the economy requires a restructuring with massive lay-offs, and or treat them more or less as equals on the labor market, whenever a labor shortage arises. When one translates this to today’s public debates, it should not come to a surprise that the more conservative wing of the New Right is dominating the public debates, because the restructuring of the economy is accompanied with high unemployment rates. The restructuring of the welfare state hits women, therefore, differently and in some ways harder than men. They are hit in the household were they must provide more services, because the state takes less social responsibility, and in the labor market, where women have a weaker position. Moreover, the stress on conservative values is anti-feminist.


Racism is an important source of inequality in our societies. Racism can be defined as “(..) the process whereby social groups categorize other groups as different or inferior, on the basis of phenotypical or cultural markers (Castles and Miller 2003, 35).” It is important to understand that capitalist social relations are still spreading throughout the globe and that they interact with pre-capitalist social relations and norms (see also Dore 2003). Although capitalist social relations spread across the globe, the state remains essential for capitalist accumulation. The state has the monopoly on violence, ensures property rights and ensures the availability of those without property as labor power, and has an important role in the restriction of the movement of labor across its borders (see Wood 2003). This creates contradictory forces.

One example is migration, that is fostered by the uneven but combined development of capitalism. For the management of labor power the state necessarily distinguishes between citizens and non-citizens. As long as capitalist social relations of production will be seen as legitimate, so will the state and constructed national identities and concepts of inferiority of fellow human beings. Migrants, who have fewer rights, or who are considered somehow to be inferior, have a much worse position and are hit harder by the restructuring of the welfare state and labor markets. A more extensive study of the relationship between the European Employment Strategy and the European migration policies that unfortunately cannot be done here, is therefore, appropriate.

§4.3
The question of democracy
As we have seen above, the European Employment Strategy leads towards the increasing commodification of labor power. This means that people are becoming increasingly subject to impersonal and quasi-natural market forces. Collective decision-making in society is severely restricted as the economy is separated from political control. According to Mark Rupert (2000, 3), "[c]apitalism’s structural separation of the “economic” from the “political” may have crucial ideological effects: for it enables the wage relation to take on the appearance of a voluntary exchange between abstract individuals in the market; while, at the same time, the state may appear as a class-neutral public sphere in which abstract individuals may interact as formally equal citizens pursuing an instrumental politics of self-interest.”


In this chapter we have seen that the neo-liberal restructuring is accompanied by a 'New Constitutionalism' to lock in the victories of capital, and thus the structural division between politics and economics. The Economic and Monetary Union is one such mechanism to restructure the labor market to raise the general rate of profit. In Polanyi's terms this drive towards a market society is accompanied by the containment of the counter-tendency of social protection, as the European Employment Strategy rather is rather part of the tendency.

This 'New Constitutionalism' on the level of European integration is according to Otto Holman accompanied by the 'New Trias Politica'. This Trias is formed by the European Commission, which cooperates closely with organized big business, the European Court of Justice and the Council of Ministers. The European Commission important because in close cooperation with the transnational capitalist class it sets the agenda and it is the ' Guardian of the Treaties.' The European Court of Justice ensures the free movement of market forces and the Council of Ministers is the ultimate decision-maker (see Holman 2001).


These developments are legitimized by what Otto Holman calls the 'New Populism'. The 'New Constitutionalism' makes the neo-liberal restructuring very hard to change by popular-democratic forces. These developments must however somehow be sold to the public and it is here that a new form of populism has arisen, which is especially part of the Third Way. The image is uphold that national self-determination exists on issues like the welfare state, but in fact, regime competition promoted by the bench-marking method leads towards its restructuring. Moreover the style of decision-making in the EU with its public-private partnerships in establishing policy (see the close connection between the ERT and the Commission) is claimed to be in the general interest under the banner of competitiveness (see Holman 2001).


The undemocratic character of the EU that has been the target of much criticism should not be regarded as some kind of error or something that has come out of thin air. It usually remains unexplained why the integration of presumably democratic countries has led to this undemocratic result. This can only be explained by a theory of the state that shows its inherent limits to democracy. In the words of Ellen Meiksins Wood (2003, 134): “It would not be too much to say that the state is the only non-economic institution truly indispensable to capital.”

§4.4
Conclusions
This chapter has shown that the introduction of the monetary union and the euro was the result of social struggle. European big business played an important role in the re-launching of European integration. Moreover, in the context of the general crisis and failures of nationalist responses, a European solution became an attractive option. It was argued that to benefit fully from the single market, a single currency had to be introduced. Opposition to this idea faded away. Sovereign monetary policy was already past tense, because most countries had to follow the policy set by Bundesbank in the context of the EMS. Moreover, with the establishment of a European Central Bank the monetary policy would be a shared and not solely a German affair. Moreover, countries could participate in seigniorage (see next chapter). The context of the German Unification provided the historical opening for the introduction of a single currency, but it must be noted that the political elites in Germany were already in favor for this solution before the Unification. This was enough for the political will to sign the Maastricht Treaty, but the monetary crisis of 1992 increased the determination of the political elites to take the EMU and the single currency seriously.


The final result of the EMU and the single currency can be called neo-liberal, even though some mercantilist and social democratic features exist. It fits in the general framework of what Stephen Gill has labeled ‘New Constitutionalism’. In this framework it is the capitalist class that tries to secure its recent victories on a long term base. The introduction of the single currency in the EU is paid for by labor. The high value is in the interest of the competitive oligopolies. Technological laggards can no longer make use of loose (Keynesian) monetary and fiscal policy. Therefore, resort is taken to the restructuring of the labor market to prop up the profit rates of capital. A tendency exists towards increasing commodification, exploitation and alienation of labor. The EMU and the euro provide the structure for this policy, but also a more pro-active role of the EU has emerged in the field of the labor market with the establishment of the European Employment Strategy. This strategy is rather part of the tendency towards increased commodification, exploitation and alienation. The restructuring of the labor market in all probability hits women and migrants hardest, but such a detailed study could not be made here.

Collective decision-making in the EU is severely restricted. The economy is increasingly separated from political intervention and this is done in such a way to make it very hard to change this situation. While on the European level the Commission closely cooperates with European big business and the European Court of Justice ensures the free movement of market forces, the image of national self-determination on issues like the welfare-state is uphold, although it is thoroughly restructured through European practices as benchmarking and regime competition. This undemocratic character of the EU should be analyzed as a consequence of the democratic limits to the states that have opted for this solution. Besides an attack on labor the establishment of the monetary union and the introduction of the euro is also part of an imperialist strategy. It is to this subject that the next chapter is devoted. 

Chapter Five

From One to Two World Currencies?

§5.0
Introduction

In this chapter the change in the world political economy of the emergence of a rival of the dollar will be analyzed. Over the past three years the dollar has fallen 35% against the euro and 24% against the yen. The Economist (2004a) therefore asks itself the question, how long will the dollar remain the most important international reserve currency? Before this question will be addressed, it is necessary to find out why such fuzz is made of the falling dollar in the first place. The first part of the chapter is therefore concerned with merits of printing the world currency. When it is clear why it is an important privilege, in the second part of this chapter we will define the rivalry between states for these benefits as imperialist rivalry. Subsequently, we will return to the trajectory of the world economy in order to assess whether we are witnessing a process towards two world currencies. This will take up the third and last part of this chapter.

§5.1
The privileges of printing the world currency

According to the Economist (2004b), the US have certain privileges, because the dollar is the most important reserve currency. The first privilege of the US is its access to cheap loans. The US can borrow much more cheaply and on better terms than other countries. For example, during the last couple of years, central banks in Asia are obliged to buy US bonds to keep the value of their own currencies low in order to be able to export to the US. One could call this a type of "Marshall Aid", but this time it is East Asia that provides the US with cheap loans to buy preferably East Asian products. This behavior has kept the demand for US bonds high and, therefore, interest rates low.

The second privilege that the US enjoy is the fact that it can print money and as long as this money doesn’t come back, no inflation is created. The Economist (2004a) puts it bluntly, when it considers the privilege which for so long has been enjoyed by the US: “Imagine you could write cheques that were accepted as payment but never cashed. That is what it amounts to.” With this money, wealth and influence can be bought abroad. The Economist does not use a special term to describe this privilege. Here, this privilege is called international seigniorage, which is closely connected to the function of money as a store of value, because only money that keeps its value more or less constant will be used as a reserve.

The word 'seigniorage' has a long history and should be associated with the benefits of issuing coin, and is measured by the size of value that is appropriated from society by the issuer of coin. According to Carchedi (2001, 148-9), in the literature seigniorage is seen in two different ways. In the first way, seigniorage is treated as a stock, and in the second way as a flow of revenues. Seigniorage as a stock is the revenue associated with the difference between the costs of the production of money and its purchasing power. This revenue should be corrected by the replacement of physically worn out money, which most central banks do for free. Moreover when one wants to count the seiniorage in a certain period, it is the increase of the monetary base that counts, corrected by the change in the price level. Carchedi dismisses the second conceptualization of seigniorage, which considers seigniorage as a flow of revenues, since it treats the interest on for example US bonds, which are held as international reserves by central banks, as seigniorage. The revenue of interest payments is not seigniorage.


In the context of the European Union, the income of seigniorage is shared among the participants of the single currency. EMU seigniorage is socialized according to the respective capital share of the ECB (Article 32 of the Protocol on the Statute of the European System of Central Banks and of the ECB). The capital share is a calculated average of the GDP share and the population share of the member states (see Fischer, et al., 2002). Thus the smaller euro-area countries also profit from international seigniorage. 

Now that we know what seigniorage is, we can come back to the statement of the Economist and see that international seigniorage is one of the benefits of printing the world currency. As long as foreigners do not return their dollars, the US benefit from seigniorage. The US appropriates value from nations that adopt, for example, unofficial or official dollarization. Value is exported to the US for paper with no intrinsic value. If this money is not returned in exchange for goods from the US, this money represents cost-free import for the US due to the issuing of the world currency. The seize of US seigniorage is significant, since more than half of the total amount of dollars circulate outside the US (see Carchedi 2001: 149). 

Struggle for the benefits of issuing the world currency is therefore to be expected. It can be seen as part of the increased polarization and struggle since the 1980s, which has led Alan Freeman (1999) to proclaim a return to classical imperialism. It is to the notion of imperialism that our attention is first addressed, before assessing whether we are witnessing a relative decline of the dollar, which will be the subject of the remainder of this chapter.

§5.2
Imperialism

Imperialism has, according to Alex Callinicos (2003b, 100-6), a broad and a narrow meaning. In its broad sense it collapses important historical differences, as it is used for very different situations like the Roman Empire and US imperialism today. In its more narrow sense it is formulated in the Marxist tradition as part of the development of the capitalist mode of production. Imperialism was seen during the neo-liberal offensive during the 1980s and 1990s as an out-dated concept. The two main views on international relations were realism and some form of inter-dependence theory. The former views the international order as anarchic in which states pursue their security interests. The latter usually gives up geo-political notions in one way of the other, because of a growing economic interdependence, being it liberal-interdependence theories or writers from the Left like Hardt and Negri, who insist that in our era of Empire power has no locus. In contrast to the realist tradition in international relations, Marxist theories of imperialism do not ignore the role of ideology of state actors and places the inter-state rivalry in the context of capitalism, as domestic capital provides both the resources and the motives for inter-state rivalry. And in contrast to the interdependence theories the theory of imperialism stresses the uneven development of capitalism, where since the 19th century the geopolitical rivalry between states became increasingly interwoven with the economic competition between capitals.

Guglielmo Carchedi (2001, 115-6) distinguishes between old and new imperialism, although this distinction is an analytical one. In reality usually a mix of these two can be found in a particular case. The older form of imperialism is colonialism. Colonialism is characterized by the export of raw materials from the colonies to the colonial center, and imports of manufactured goods vice versa. The new form of imperialism is dependent development, in which the dependent countries achieve a degree of economic diversification and capitalist accumulation. Imperialist domination is then seen as taking place between member-states of the EU, between members and non-members and between the EU as a whole with the dominated bloc. Moreover the center, let us say the US, EU and Japan, have set up international institutions like the IMF, the World Bank and the WTO to pursue their common imperialist interests vis à vis the dominated countries. This has been shown in chapter three. Here, we turn to the imperialist rivalry among the countries from the capitalist heartland for the benefits of printing the world currency.
§5.3.0
From one to two world currencies?

The Economist (2004a) argues that the dollar will not stay the most important reserve currency, when it keeps on borrowing and spending on its present pace. It states that “America has habits that are inappropriate, to say the least, for the guardian of the world’s main reserve currency: rampant government borrowing, furious consumer spending and a current-account deficit big enough to have bankrupted any other country some time ago. This makes a dollar devaluation inevitable, not least because it becomes a seemingly attractive option for the leaders of a heavily indebted America.” 

For The Economist, the heart of the problem is the current-account deficit of the US, which is according to the OECD’ s latest Economic Outlook expected to rise to $825 billion by 2006, or 6.4% of US GDP. Moreover, the article argues that periods with a decline of the dollar have been unhappy for the world economy, giving the examples of the early 1970s and the late 1980s. Although the immediate problem for the dollar is the combination of both a US current-account and a budget deficit, the so-called twin-deficits, the problem is wider. As has been argued in chapter three, the world economy is characterized by a general crisis. At least until 1998, East Asia, Japan, Western Europe and US continued to find it difficult to expand together, to say the least.
 In chapter three, the trajectory of the world economy has been described to situate the context that had led to the determination to introduce the euro. Now we have to go further, focusing on the general crisis and the decline of the dollar. Before, we start with this analysis, a brief value theory of exchange rates is introduced.

§5.3.1
Value theory of exchange rates

States with capitals that are technological leaders have a currency with a pressure to appreciate, because a high demand for these products exists in foreign countries. This is a way to appropriate a higher amount of international value and a way of countering the profitability crisis at home. Therefore, we can safely say that the technological leading countries have a tendency of their currencies to appreciate. Widely recognized in economic theory is the threat of reduced exports, whenever currencies appreciate. The counter-tendency for technological leaders is, subsequently, the reduced amount of export, and thus the decreased possibility to shift realization difficulties experienced on the home market abroad. For states which host technological laggards it is the other way round. The tendency here is depreciation, which worsens the profitability crisis realizing less international value. The counter-tendency is the reduction of the loss of value due to increased exports. Therefore the working of exchange rates is another way to reward the technological leaders at the expense of the laggards. The laggards' answer to the loss of value is in turn shifted to their workers through domestic inflation and longer and more intense working days, which is an increase in exploitation (see Carchedi 2001: 100-2). Now that we possess a value theory of exchange rates we can start analyzing whether The Economist is right and assess whether the dollar is indeed disappearing. 

§5.3.2.
The decline of the dollar

In the 1970s the US policies of record federal deficits, cheap credit and what Brenner (2001) has called 'benign neglect' of the exchange rate, led to inflation, record current account deficits and by 1977-8 to a run on the dollar. This run on the dollar threatened its position as the international reserve currency for the first time. Here the trade-off appears that will resurface again and again: the US exporters need a devaluation to stay competitive and a devaluation is a threat to the leading position of the dollar and thus to the benefits of international seigniorage. 

The US responded with monetarist policies to increase its value. The Fed raised interest rates and later high budget deficits, mainly for military purposes, kept interest rates high. This attracted foreign capital increasing the demand and the value of the dollar. The increased interest rates and value of the dollar pushed especially the Latin American countries into crisis, because they could not serve their debts. During these days, the US imperialism became more aggressive and was targeted to open the Latin American economies for foreign capital and strove for world dominance of US based finance, which was the leading sector to be liberalized within the GATT. 

However, a thorough restructuring of the US economy followed. The high interest rates and the overvaluation of the dollar led to increasing difficulties for the already troubled US manufacturing industry. It tried to survive not through increasing its productivity, but through an increasing in the rate of exploitation by restructuring the labor market (see Brenner 2001). So the first real threat on the position of the dollar as the international store of value was answered at the cost of the people in Latin America and the US working class. As we have seen in chapter three, the monetarist policies did not alleviate the crisis and when they almost had decimated US manufacturing, the high-dollar policy was reversed.  

A new secular fall in the dollar was agreed upon with the Plaza Accord of 1985, which had major impact on the US and world economy. The G5 agreed to manage a more or less continuous fall in the dollar relative to the mark and the yen. In 1995 after ten years of decline, the dollar had lost 40% against the mark and 60% against the yen. This opened the way for US manufacturing revival. From now on US manufacturing become decisively export oriented (between 1985 and 1997 US exports of manufacturing grew more than 40% faster than during 1950-70), which was made possible by the decreasing dollar and a decade long repression of real wages. By 1995, manufacturing profitability had risen for the first time decisively above its level of 1973, and investment growth took of from 1993-4 leading towards a new boom and acceleration in the growth of labor productivity. East Asian exports exploded as well. These latter countries profited from having their currencies pegged to the dollar, and therefore these fell too relative to the yen and the mark (see Brenner 2000). During these 10 years, the US was de facto defaulting on its foreign creditors (especially from Japan).

But because of the situation of general crisis (see chapter 3), it meant crisis for manufacturers in Germany and Japan, especially since Clinton's fiscal policies were targeted towards balancing the budget, which had a downward pressure on aggregate demand. Now the US failed to provide the hitherto most significant counter-tendency since the world-wide shift towards monetarism. In 1995, the Japanese economy was in deep trouble. The Yen had risen to 80 to the dollar (see Brenner 2001). Moreover, monetary speculation that occurs whenever the value of the leading currency changes, had resulted in the collapse of the EMS and led to a greater determination to take the plans to introduce the euro seriously, increasing the specter of a rival currency that is managed like the mark, but with a greater economic base behind it.

A year after the Chinese devaluation, in 1995 the G-3 agreed to a reversal of the policy and tried to strengthen to dollar. These efforts led to an immediate devaluation of the Yen, which gave the Japanese economy some breathing space. Also, the European economies were experiencing positive stimuli from the US revaluation. Now, the immediate geographical locus of the general crisis was shifted elsewhere, to the new industrializing countries of Asia (see Brenner 2001).

For them the Japanese and Chinese devaluations led to intensified competition. Their currencies were pegged to the rising dollar. Then, Western and Japanese banks started to withdraw their money from these economies and the East Asian economies were victim of a panic and ended up paying huge amounts of foreign loans with much devalued currencies. Like before during the Latin American debt crisis, the IMF was a vehicle of the imperialism of the capitalist heartland and secured that Western and Japanese banks got their money back. It demanded even greater openness for foreign capital, tight credit and fiscal austerity to create economies that were easy to penetrate (see Van der Pijl 1998b). However, when the crisis spread through the financial system from Russia to Brazil, it started to threaten the heartland. Japan’s growth ended with the collapse of East Asia. US exports fell almost to zero and the domestic market was flooded with cheap East Asian products pushing the ‘world’s consumer of last resort’ in big trouble. When the US stock market fell by 20 percent in 1998 the Federal Reserve stepped in, it bailed out the LTCM hedge fund and raised interest rates three times to stem the unfolding liquidity crisis, showing that the stock market would not be allowed to fall. It realized it was only debt-financed consumption that could keep the economy going, which in its turn was stabilizing the international economy. It led to record-breaking US trade and current account deficits, producing a new upturn in both East Asia and Europe from 1999 onwards. For the euro-area, exports to the US increased at an annualized rate of 11% for 1999-2000 (see Brenner 2001).


Even with the profitability of US manufacturing declining once again, the US stock market experienced major growth. In 2000, the US stock market declined sharply and the US economy fell into recession in early 2001. At the beginning it was driven by the decline on long-term interest rates from the influx of money from East Asian governments after the reversal of the Plaza Accord in 1995. As Greenspan sustained the low interest rates to keep stock market rising, relying on 'stock-market Keynesianism', as the stock market and housing bubble led to higher spending of consumers, in effect replacing the public budget deficit with a private deficit. As equity prizes took-off, both corporations and households who owned either houses or stocks had easy access to extra borrowing. And they made use of it, which lead to a boom in the US between 1995-2000. From July 2000 onwards, a lot of corporations proved to have been borrowing too much. They had to cut investment, reduce prices and employment, leading to a fall in aggregate demand. The stock market fell and the economy entered a recession. As aggregate demand fell, the US started to import fewer products from abroad, leading towards an even greater decline of US exports, as the world has become dependent on the growth of US imports. Japan, Europe and East Asia felt the same decline as the US, while Latin America was pushed once again back into crisis (see Brenner 2004).

In 2001 the Fed famously lowered interest rates over the course of the year from 6.5% to 1.75%. Because of the situation of over-capacity, investment didn't rise at all and actually fell till the middle of 2003. Therefore, when investment is failing, the only choice was to drive up consumption growth. The reduced interest rates together with increased equity and housing prices, led both to increased borrowing. The dear dollar had made imports cheap, which rose tremendously. Even with real wage growth declining and unemployment rising, debt-financed consumption rose and accounted for almost the total increase in the GDP from 2000 to the first half of 2003. Although the value of the dollar started to decline after the many interest rates reductions, it remained significantly above the level reached in 1995 until 2004. Between early 2001 and the middle of 2003 the dollar fell 37 % against the euro. The declining dollar failed, however, to decrease the US trade deficit with Europe, which actually increased by more than 25% (see Brenner 2004).

The 'stock market Keynesianism' was from 9/11 onwards complemented with military Keynesianism and tax cuts for the rich. These tax cuts have had only limited impact on the enormous US economy. Defense spending grew by 6% in 2001 and 10% in 2002, but its impact led to an increase in US GDP of only 0.75% in total during these years. Maybe the most important consequence, however, was the spectacular rise of the budget deficit. This US budget deficit and the US stock market declining led towards a flight out of US stocks by foreigners and FDI fell sharply. Especially the Europeans fled US assets. Only the purchase of US bonds continued to grow. East Asian Central Banks buy up these bonds to brake the speed of the declining dollar, to keep their own currencies cheap and allow the US to pay for their products with money that they have themselves lend to the US (see Brenner 2004). 

This situation is unstable, because the declining dollar means at the same time a de facto default on the debt to foreign creditors. Actually, the biggest default in history. This is a big advantage for the US as long as the Asian Central Banks keep on buying up the US bonds. They are held hostage by the enormous amount of dollars that they have accumulated. But at the same time the ability of the US to honor these debts is diminishing, as long as the profit rates of US capital are not restored. Moreover, the loose monetary policy of the US has spilled-over as especially emerging economies in Asia have been forced to copy this policy of easy money, creating share and housing bubbles around the world. In the end somebody will have to pay. Now we turn to fight between the US and the EU for international seigniorage.

§5.3.3
The rise of the euro?

In light of the above, the declining dollar reflects a decreasing relative productivity of the US economy. According to The Economist (2004a) the dollar is highly overvalued, because of the support of East Asian Central Banks. Its share of global foreign-exchange reserves has already fallen from 80% in the mid-1970s to less than 65%. Is the dollar losing its status as the world’s main currency? In its special report on the future of the dollar The Economist (2004b) considers four arguments put forward by various economists why the huge current-account deficit of the US is no threat to the dollar and argues that it is not difficult to demolish each of them. 

The first argument, put forward by America’s Treasury, is that the US current-account deficit is a sign of strength and not of weakness, because foreigners invest in the US, because of higher returns. However, in the past few years, returns in the US have been lower on FDI, equities and bonds than in Europe or Japan. The current-account deficit is mainly financed by foreign central banks (accounting to 60% in the second-half of 2003 and the first-half of 2004) and short-term money. In the last year and a half, global exchange reserves have been risen by $1 trillion, an amount which previously took a decade. These central banks were not aiming on higher returns, but on holding down their currencies, as we have seen above. 

The second argument that is demolished by The Economist is that the blame for the US deficit is the sluggish demand in Europe and Japan. This argument is false, because US imports are 50% bigger than its exports. Therefore, an increase in its exports will not suffice to cover the deficit. Or worse, if consumer debt-funded spending, which currently drives the American economy (see Brenner 2004), leads to an increase in imports of 10%, this would have to be covered by an increase in exports of 15%.

The third argument that is put forward to dismiss the problem posed by the current-account deficit for the future of the dollar as the international reserve currency is that it is an out-dated problem. It is said that the deficit is ignoring the fact that a large part is caused by transactions between multinationals and foreign subsidiaries, which boosts profits coming back. This is argument is easily dismissed, since even when profits may rise, the deficit still has to be financed by borrowing abroad.

The fourth and last argument argues that Asian governments happily keep on buying Treasury bonds to maintain cheap currencies to support their exports, holding down interest rates in the US while supporting US consumer spending and imports. But increasingly, central banks around the world are worrying about the value of their dollar reserves. They are captured. When they sell their reserves or stop buying US bonds, the dollar will fall and with them their reserves. The stakes are high. The current-account deficit widens and the US has lost its position of a net creditor at the end of the 1980s, owing nowadays an expected 3.3$ trillion (28% of its GDP). Its new borrowing from abroad absorb this year 75% of the world’s surplus saving. A fall in the dollar might be inevitable. Especially since it is has become an attractive option, because it increases the dollar value of the foreign assets of the US, while it decreases the value of the dollar denominated liabilities to foreigners. Therefore, foreign investors might not be willing to keep lending at current low interest rates. One indication that this is indeed the case for some countries is Japan, which is by far the biggest sponsor of the US economy. In August 2004 Japan had $722 bn in US Bonds, which for the first time after years of growth fell to $715 bn in October 2004 (see Volkskrant 8-1-2005).

In sum, all arguments indicate that we are witnessing a relative decline of the dollar as the international reserve currency. The rivalry for the benefits of international seigniorage is by definition an inter-imperialist struggle between the core capitalist countries. Since only around 5% of international reserves are held in yen, this struggle goes between the EU and the US. 

According to The Economist (2004b) a reserve currency requires an economy that is large and open. Moreover, this economy needs to have well developed financial markets, low inflation and the value of its currency should enjoy widespread confidence. When we look at these preconditions, the EU is not that much behind the US. Nowadays, at current exchange rates, the euro area’s economy is not that much smaller than the US economy. Moreover, the euro area is also the world’s biggest exporter and its financial markets have become deeper and more liquid, since the introduction of the euro. And very importantly, the euro area is unlike the US a net creditor. It is quite remarkable that the guardian of the world’s main reserve currency is its biggest debtor. Thus, according to the theory of The Economist, one would expect a decline of the dollar. Now it is time to look at economic indicators, to test this theory.

According to the latest report on the international role of the euro of the ECB (2005), the increasing use of the euro outside the euro area is essentially driven by the currency preferences of private agents. Preliminary results from the 2004 BIS Triennial Survey show that the euro was the second most actively traded currency in foreign exchange markets worldwide. As in 2001, it accounted for 37% of foreign exchange transactions. Its role is similar to the Deutsche Mark in the past. The US dollar remains the predominant vehicle currency.

According to same report of the ECB, the share of the euro in international trade has increased in a number of euro area countries, especially in the case of Germany's exports of goods. For most euro area countries, the use of the euro appears to be more widespread in the case of exports than in the case of imports and, within exports, it is higher for exports of goods than for exports of services. This might reflect the dominance of US financial services and for US domination of the market in raw materials, especially the oil market. 

The ECB also monitors the use of the euro as an anchor currency in third countries, or countries outside the euro area. It is used either as the sole reference currency or part of a currency basket in 50 countries and territories, which are geographically and/or institutionally close to the euro area. This pattern is relatively stable. A notable increase is recorded, however in the use of the euro as an international reserve asset of other foreign banks. The global build-up of reserves continued at rapid pace (in 2003 a growth of 26%, in 2002 of 17%, and in 2001 of 6%), especially for countries whose currency is oriented towards the dollar. Japan and other emerging economies in Asia account for the largest share (78%) in the total increase. The euro benefits from the appreciation against other international currencies. Its share in official foreign exchange reserves has increased from 19.3% in 2002 to 19.7% in 2003. In 2003 the dollar accounted for 63.8% of these reserves. However, the functions of anchor, reserve and intervention currency are intricately intertwined and since the build-up of reserves takes place mainly in Asia, which is oriented to the dollar, the EU sees its seigniorage income not rising as rapidly as the dollar is falling. Other important indicators of the international role of the euro are its usage in Yugoslavia and the net-shipments of euro banknotes to third countries. Starting with the first, in Yugoslavia the use of the euro as a parallel currency has stabilized and is significant in size. The cumulative net shipments of euro banknotes to destinations outside the euro area between mid-2003 and mid 2004 amounted to 46 billion euro, a one year increase of 10 billion.

§5.3.4
The limits to the euro as a rival of the dollar
With the introduction of the euro a rival of the dollar emerged for all economic indicators necessary according to the Economist to become the new world currency. Therefore, it is remarkable that the positions of world currency change at such a relatively slow pace. Mainly East Asian creditors of the US are not yet willing to write off a large part of the value of their assets denominated in dollars. They fear both a loss in their assets, as well as an increase in their currencies, which would lead to realization difficulties for capitalists operating in these countries, which could plunge these economies back into crisis. The US government is well-positioned to benefit from this situation in terms of a high appropriation of international value. It writes off foreign debt every time that the value of the dollar declines and continues to flood the world with dollars. Indeed, last year, the global supply of dollars rose by 25%, which – after adjusting for inflation – is close to the greatest increase of the last 30 years (see The Economist 2005a)!


There are two reasons behind the apparent current carelessness on the side of the US for the falling dollar. The first reason is that they have accepted that they have to share the benefits of seigniorage with the EU, now that the euro has replaced the mark as the dollar's main rival. Meanwhile the US are happily writing-off foreign debt and benefit optimally at the moment from the willingness of Asian Central Banks to buy up the bonds. Moreover, the US rely on debt-financed consumer spending to drive the economy forward. Opportunities for investment are still relatively few, because of the realization difficulties during a period of general crisis. The second reason why the US do not fear a drastic reordering of world currencies, is that they sense this would require something else to change as well, which The Economist did not include in its theory. The EU can meet the US on almost every economic ground. But what it does not possess is the military power the US enjoys, especially since the collapse of the Soviet Union, so openly.


As Carchedi (2001, 190-1) observes, before the introduction of the euro, the EU did not pose a real threat to US imperialism. Now, it has a world currency, which allows it to appropriate international value through appreciation of its currency. Because of the anti-inflationary policy of the ECB, it is managed as a world currency. Therefore, appreciation is the norm and the EU profits from unequal exchange as countries which host technological laggards realize less value through the exchange rate system. Moreover, the EU starts to increase its share in the benefits of seigniorage. The usage of the euro outside the euro-area, however, remains largely restricted to the countries that are geographically and institutionally close (see ECB 2005). Moreover, the US dominates the markets in natural resources and in financial services. As long as the EU does not have the same kind of credible military might as the US, it cannot enforce its interests on critical moments. Therefore, it is to be expected, that EU imperialist ambitions will lead to the contradictory road towards the creation of a European army. This road towards the integration of the European armies is contradictory, at least for two reasons. First, unequal integration of EU member states with the US leads towards different interests. Second, the military ambitions of the EU could lead towards protests. It is up to the European Left to make from the latter more than a theoretical possibility.  

§5.4
Conclusions

In this chapter we tried to answer the question whether we are witnessing a process towards two world currencies. This question should be answered with a qualified 'yes'. Inter-imperialist rivalry exists for the benefits of seigniorage, which is one mechanism through which international value is appropriated. The other mechanism is through appreciation of the currency. The euro is managed like a world currency and the EU economy can meet the US economy on many grounds. 

At the moment the dollar is falling rapidly, reflecting the malaise of the US economy, where debt-financed consumption is the main engine. The world economy is still characterized by the general crisis, as reflected by poor investment opportunities and zero-sum growth on a world-scale. The falling dollar diminishes the value of the international reserves denominated in dollars and therefore, one should expect that in time, the dollar would be replaced by the euro.

However, strong counter-forces exist towards the tendency of the replacement of the dollar for the euro, which at the moment slow down the pace of replacement. First, the creditors of the US have accumulated US assets denominated in dollars and have become hostage to US policy. They do not want to write-off these debts by selling dollars and plunge their own economies back into crisis. Second, the US dominates certain markets, like the market in natural resources and in financial services. These very important products are priced in dollars. And third, the EU does not have the same military might as the US to enforce its interest on others. Therefore, at the foreseeable future, US imperialism remains stronger than EU imperialism, and the international position of the dollar stronger than the euro.

Conclusions
The goal of this research was to get an answer on two questions: Who pays for the euro? And is the euro becoming the rival of the dollar for being the world currency? In order to answer these questions this research started with an overview of contemporary theories of European integration. This was the subject of chapter one and its conclusion was that the neo-Gramscian approach is best suited for our research. It analyzes the process of European integration as a struggle between social forces, which are rooted in important sense in capitalist production relations. Therefore, this theory could help in establishing why the euro emerged and who benefits from its introduction. The neo-Gramscian approach has, however, one drawback that was particularly important for this study: it has yet to develop explicitly its economic theory. It was argued that the neo-Gramscian approach needs this theory on its own terms, because of its emphasis on capital accumulation, class formation, the notion of a world economic crisis, and the role of ideas. An explicit economic theory, which can deal with these subjects is moreover necessary to challenge the preeminence of neo-classical economics and to strengthen the struggle for a socialist alternative.


The second chapter proposed such a theory. It argued that various interpretations of the labor theory of value exist. It compared two approaches and argued that the TSS approach is better equipped to explain the process of production and the process of exchange than the Value-Form approach. The main reason being that abstract labor must be a real feature of production if it is a feature of the process of exchange. Subsequently it has been argued that labor is the source of value and that labor in general is exploited by capital. Moreover, in the capitalist production process, labor is alienated labor. Except of these general features of capitalist production, the process of capital accumulation was explored and it has been shown why it develops in cycles. Capitals use different technologies and realize, therefore, different rates of profit. Whenever a capitalist introduces new technologies, the productivity of labor is increased. Therefore, the individual rate of profit rises for the innovating capitalist. But because the new technology is usually labor-saving, less value and surplus value is produced and consequently distributed. In other words, there is a tendency of the average rate of profit to fall. This is the cause of crises. While there are many counter-tendencies, crises can not be avoided. The interaction of the tendency and the counter-tendencies leads towards the cyclical nature of capital accumulation.

Equipped with an explicit economic theory, the political economic context of the introduction of the monetary union and the single currency was outlined in chapter three. It has been argued that a world economic crisis has emerged in the 1970s, which is still with us today. It has strongly influenced the road towards the euro. The world economic crisis has been called a general crisis, indicating that its resolution is all but an automatic process and requires heavy political intervention. Various theories have been considered to account for it. The neo-Gramscian approach argues that productivity decline is the cause of the crisis. This theory has been adequately criticized by Robert Brenner, who showed that the productivity decline has been the result rather than the cause of a decline in the rate of profit. The crisis theory that Brenner proposed was, however, criticized by many Marxist political economists and it has been shown that a fall in the rate of profit can only be adequately theorized with the labor theory of value. For Brenner, the fall in the general rate of profit was the result of unregulated competition. It has been argued, however, that competition only has implications for the distribution of profits and not for the fate of the general rate of profit. Instead it was proposed that the introduction of new technologies, which tend to be labor saving are the cause of the crisis, since less value and surplus value is created. Moreover, machines tended to replace productive workers in a faster pace than unproductive workers.


After the inquiry into the theoretical foundations of a theory of crisis, a historical perspective was adopted in the remainder of chapter three to put the emergence of the monetary union in perspective. It has been argued that the general crisis has been the context for the failure of economic policies, both monetary and Keneysian to recover profit rates and eliminate unemployment. The US economy experienced a relative decline and so did the dollar, although not in a linear process. Fixed exchange rates were abandoned and increased currency speculation was the result, especially with the elimination of capital controls. Except for currency instability, the general crisis led towards increased imperialist rivalry to offset the domestic profitability crisis. The US pushed Latin America into crisis with a hike in the interest rates. Western European countries tried to protect themselves from the monetary turmoil by forming a monetary system. Therefore, in a world characterized by combined and uneven development the general crisis can be said to have led towards increased currency speculation, rising imperialism and the failure of monetary and fiscal policy to stem the crisis. This provides the essential context for the emergence of the monetary union and, finally, the single currency in the EU.

Chapter four showed that the introduction of the monetary union and the euro was the result of social struggle.  European big business played an important role in the re-launch of European integration. Especially in the light of the general crisis and the failure of nationalist responses this European solution became an attractive option. It was argued that to benefit fully from the single market, a single currency had to be introduced. Opposition to this idea faded away, because of many reasons. Most countries simply had to follow the policy set by Bundesbank in the context of the EMS and with the establishment of a European Central Bank the responsibility to set monetary policy would be at least be shared, instead of being a solely German affair. Moreover, countries could share in the revenues of seigniorage. The context of German Unification provided the perfect historical opening for the introduction of a single currency, while the monetary crisis of 1992 increased the determination of the political elites to take the EMU and the single currency seriously.


The second part of chapter four tried to answer the first central research question: Who pays for the euro? It has been argued that the monetary union and the single currency are paid for by labor. The EMU and the single currency can be called neo-liberal and fits in the general framework of what Stephen Gill has labeled ‘New Constitutionalism’, through which the capitalist class tries to secure its recent victories on a long term base. The high value of the euro secured by the ECB anti-inflation policies is first and foremost in the interest of the competitive oligopolies. Less competitive capital cannot use the combination of devaluation and inflation to stay in business. They try to stay in business by increasing the rate of exploitation. The EMU and the euro provide the structure for this policy, because micro-economic supply-side measures have become the only option for economic policy making. But the EU also plays a more pro-active role in the field of the labor market with the establishment of the European Employment Strategy. Instead of a social policy this strategy is rather part of the tendency towards increased commodification, exploitation and alienation. The restructuring of the labor market in all probability hits women and migrants hardest, but such a detailed study could not be made here, although an indication has been given how such a study could be theoretically integrated. Opposition to these developments on the level of the EU is difficult, at least within its political structures, because of its undemocratic features. This undemocratic character of the EU should be analyzed as a consequence of the democratic limits of its member states, that is, of capitalist states in general. 

Besides an attack on labor the emergence of the monetary union and the introduction of the euro is also part of imperialist rivalry. Chapter five has analyzed this rivalry in terms of the benefits of international seigniorage. This chapter tried to answer the second central research question: Is the euro becoming the rival of the dollar for being the world currency?  This question was answered with a qualified 'yes'. Inter-imperialist rivalry exists for the benefits of international seigniorage, which is a mechanism through which international value is appropriated. It has been shown that the euro is managed like a world currency and that the euro-area can meet the US on many important economic indicators. The US dollar is falling rapidly and debt-financed consumption is the main engine of the economy in the context of an economy still characterized by a general crisis and poor investment opportunities. The falling dollar diminishes the value of the international reserves denominated in dollars and the Economist, therefore, expects the dollar to be replaced by the euro. 

However, strong counter-forces exist towards the tendency of the replacement of the dollar for the euro. They slow down greatly the pace of replacement. One of these counter-tendencies is the fact that the creditors of the US have accumulated US assets denominated in dollars and have become hostage to US policy. These countries do not want to write-off these debts by selling dollars and devaluate their assets even further. Moreover, this would plunge their economies back into crisis. Another counter-tendency is US domination of certain markets, like the market in natural resources and in financial services. These very important products are priced in dollars. And the last important counter-tendency is the fact that the EU does not have the same military might as the US to enforce its interests. Therefore, it was concluded that in the foreseeable future, US imperialism remains stronger than EU imperialism, and the international position of the dollar stronger than the international position of the euro.
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� The whole quotation is the following: "I use the term 'over-exploitation' to distinguish it from the concept of exploitation in the Marxian tradition, that, in strict Marxist economics, would be applicable to all salaried labor. Since this categorization would imply accepting the labor theory of value, a matter of belief rather than of research, I prefer to by pass the debate altogether, but avoid creating further confusion by using 'exploitation,' as I would like to do for cases of systematic discrimination such as the ones I am referring to in my categorization (Castells 1999: 72)."


� On the faculties of economics and political science hardly any serious attention is given to the ideas of Marx and the Marxist tradition. For an argument why this is so and why this should change, see Peter Clarke and Andrew Mearman (2003).





� For the purpose of introducing the labor theory of value we abstract from the complicated class structure of contemporary society. Carchedi however treats this issue in chapter two of Frontiers of Political Economy.





� Carchedi does make a difference between productive labor and unproductive labor. Although I share this commitment, for the sake of clarity it is not introduced here (see §3.1.4 for a short distinction). Nor his theory of mental labor is presented here. For these matters, see chapter two of his Frontiers of Political Economy.


� It should be noted that what has become known as Keynesianism shows many important differences with Keynes' theory. It is therefore more appropriate to speak of a 'neo-classical synthesis' rather than of 'Keynesianism'. It is nevertheless retained in this work, because of its widespread usage in the academic world. For a quick overview of the commonalities and differences between the neo-classical synthesis and the ideas of Keynes, see Reuten (1988).





� In this chapter the concept of imperialism is more or less treated as a common sense notion, because the emphasis is laid on the context for the emergence of the monetary union in the EU. In chapter five the struggle over the benefits of printing the world currency are defined as an imperialist struggle. It is, therefore, in this chapter that a more extensive treatment of imperialism is provided.





� This point is made by Guglielmo Carchedi, in his "Tsakalotos on homo economicus: some additional comments," an article that I have not been able to trace.





� Now, some emperical indications exist that for the first time the US economy, the Euro-area and Japan can prosper together. The Economist (2005b) has argued that after-tax profit rates as a proportion of GDP are historically high in these three main blocks. I do not believe, however, that in the nearby future a new upturn is forthcoming. In the US, debt-financed consumer spending rather than investment is the motor of the economy, and it is unlikely that the whole world can and will keep on financing US debt. 
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