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                                                                2. The digital economy creates difficulties for capitalism

                                
                    It will be convenient for investigating this question to begin with a definition of a digital product 
 (or good). A digital product (or good) is one which can be placed on a public website, and, if it 
 is so placed, can be downloaded by any of those connected to the website. The digital 
 economy is concerned with the production and distribution of digital goods.  


Let us now survey some digital products. The outputs of any kind of research in the natural 
 sciences, social sciences, technology, the humanities etc. are books and papers, which give 
 the results of the research. These are all digital products nowadays. Musical scores or 
 recordings of performances are all digital products. Photographs, films, television 
 programmes, newspaper or magazine articles are all digital products. So are reproductions of 
 works of art, and indeed many actual works of art. So is literature. So is software. Indeed the 
 digital economy is very extensive. It contains the whole world of research, and more 
 specifically of software production. It also contains all the media, literature, music, and a good 
 deal of the visual arts.  


Here then we come to the central problem, for it is very difficult, if not almost impossible, to 
produce digital products under capitalism. The reason for this is easy enough to see. Let us 
compare the production of a digital good, e.g. software, with the production of a traditional 
material good such as a car. Capitalist manufacturers of cars have first to design and test a 
new model. This model is then put into production, and the cars are sold at a price, which 
enables the manufacturers to recoup their costs (the original design and testing costs, the 
cost of the machinery, and the wages of the workers involved) and still make a profit. The 
problem with a digital product is that once the product has been designed, and a single 
example put into the public domain, then anyone can reproduce it at zero cost. Thus it 
becomes very difficult to sell the large  number of copies, which will enable the capitalist 


manufacturers to recoup their costs and make a profit. Who wants to pay for something, 
 which, with a little know-how, can be obtained free? 


Paul Mason explains this central difficulty in the following interesting passage (p. 163): 


“The rise of information goods challenges marginalism at its very foundations 
 because its basic assumption was scarcity, and information is abundant. 


Walras, for example, was categoric: ‘There are no products that can be 
 multiplied without limit. All things which form part of social wealth … exist only 
 in limited quantities.’ 


Tell that to the makers of Game of Thrones: the pirated version of Episode 2 
 of its 2014 series was illegally downloaded by 1.5 million people in the first 
 twenty-four hours. 


Information goods exist in potentially unlimited quantities and, when that is 
 the case, their true marginal production cost is zero.” 


Walras was one of the founding fathers of neo-classical economics, the approach to 
 economics, which is used by mainstream economists to justify capitalism. What this passage 
 shows is that this justification fails for digital products, so that even right wing economists 
 have to admit that digital products are not suited to capitalist production. 


The problem of illegal downloads arises in other areas as well, such as academic publishing. 


Academic publishers used to produce editions of technical research books in traditional 
 material form. These would then be sold to university libraries and students for sums, which 
 were often well over £100 a copy. Now apparently there are pirate websites where such 
 books can be downloaded free. The problem is complicated by the fact that such websites 
 can be located anywhere in the world, including in countries which are hostile to the West, but 
 want to gain knowledge of the West’s latest research for as low a cost as possible. Indeed I 
 was told by a professor from Paris that the students he teaches now rarely go to the library 
 because they can download all the material they need, including the latest books, from a 
 particular foreign website. In the face of all this, one cannot help thinking that the capitalist 
 firms, which once made such large profits by publishing academic books, are now doomed to 
 extinction. As far as the authors of such books are concerned, they earned very low royalties 
 anyway. So many of them would be quite happy to produce their books in digital form and 
 place them on a public website where anyone can download them free. This strategy might 
 indeed ensure a much wider circulation. 


This raises the question of the extent to which capitalism has been damaged by the 
 development of the digital economy so far. Generally speaking what are now digital products 
 are updated versions of products, which were formerly distributed by some material carrier. 


This material carrier could be produced and distributed in traditional capitalist fashion, and so 
the product posed no problem for capitalism. An obvious example is recorded music. During 
the Post-War boom this was distributed in records, and so fortunes were made by for the 
Beatles and for capitalist music companies in the 1960s. The World Wide Web was invented 
in 1990, and the internet then developed rapidly to become a significant force by the end of 
the 1990s. We can date the onset of the digital economy about then. So it has been in 
existence for only about 15 years. The first consumer industry to be effected was music. In 
June 1999 the first peer-to-peer file sharing system (Napster) was created, and this in effect 


allowed recorded music to be downloaded free. Naturally the lawyers got to work and Napster 
 was closed down in 2001. However, further websites sprang up from which music could be 
 downloaded free, and legal battles continue to this day. Despite all the activities of lawyers, 
 more and more music, which was once purchased, is now downloaded free, and capitalist 
 music businesses are in steady decline. An interesting view of the present situation can be 
 had by reading an interview in the Guardian of 16 November 20152 with a famous musician 
 Steve Goodman, known as Kode9. Kode9 is very much an intellectual. He was a graduate in 
 the Department of Philosophy at the University of Warwick, UK, and took part in the 
 secessionist movement within the department known  as Cybernetic Culture Research Unit. 


He was a lecturer at the University of East London for almost ten years before becoming a 
 full-time musician. His latest album entitled: Nothing is the result of reading about the history 
 of zeros in mathematics, about vacuums and voids in quantum mechanics, and also chapter 
 10 (Project Zero) of Paul Mason’s book PostCapitalism. What particularly impressed Kode9 
 was Paul Mason’s claim that “when production costs are reduced to zero, this has a massive 
 impact on the whole system.” It is not surprising that this point struck Kode9 so forcefully, 
 since, despite his fame, he earns nothing from his recorded music, and his income comes 
 exclusively from his work as a DJ. What a difference this is from the 1960s when the sale of 
 records made substantial sums for any well-known musician.  


Books and publishing remained more or less intact for a little longer than music. However in 
 2007 the Kindle was launched, and in 2010 the iPad. These devices enabled books in 
 electronic form to  be read easily, and naturally the negative effects on publishers began 
 straightaway. Steady profits used to be made on the sale of classics of literature, but these 
 can now be downloaded free and legally since they are out of copyright. As we have seen, 
 academic book publishing, once the most profitable sector of the industry, has been 
 particularly hard hit. In many ways it is more convenient to read an academic paper or book 
 on an iPad than in a paper version. This is because notes can be made on the text and these 
 can then be transmitted electronically. It is difficult to see how all the rest of the media (films, 
 television programmes, newspapers, etc.) can avoid going the way of music and books. As 
 for software, it was affected even before the internet. Richard Stallman founded the free 
 software foundation (FSF) in October 1985, and free software has become ever more 
 common.3  


What is interesting to note is that the areas of capitalism now being eroded are precisely the 
 ones in which great capitalist fortunes were made in the 1980s and 1990s. Those two 
 decades saw the rise of firms selling software, which made their owners millionaires or 
 billionaires. The same decades also saw the emergence of the famous media tycoons. This 
 suggests that it may indeed be  more accurate to view this period as the last flowering of 
 capitalism view rather than its final triumph. 


So capitalism is being hit hard by the rise of the digital economy. Let us now consider whether 
 there are any ways out for capitalism. There seem to be only two possibilities here. The first is 
 to accept that the digital goods have to be given away free, and to finance the capitalist 
 business by advertising. This is the model adopted by Google, but it has obvious limitations. 


There is a limited pool of advertising expenditure, and so a limit to the number of companies 
 that can finance themselves in this way. In fact the transfer of advertising to the internet has 
       


2 
 http://www.theguardian.com/music/2015/nov/16/kode9-nothing-album-steve-goodman-hyperdub-interview I was given this reference by my son Mark Gillies. 


3 See Sam Williams (2002) Free as in Freedom. Richard Stallman’s Crusade for Free Software, O’Reilly; 


and Steven Weber (2004) The Success of Open Source, Harvard University Press. 


hit commercial television channels. Moreover who pays for the advertising? It can only be 
 traditional capitalist firms. Thus the new digital economy, on this model, becomes parasitic on 
 old traditional firms. This constitutes an obvious limitation. The second approach is to get the 
 lawyers to work, and try to enforce copyright and intellectual property. However, as we have 
 seen, this is fraught with difficulties. If millions are already downloading free, how can 
 draconian copyright laws be enforced? If North Korea (say) were to decide to create websites 
 where all the products of western media companies are available for free download, what 
 could be done about this?  


So if there is little future for capitalist production of digital goods, and yet such goods are 
clearly much in demand, how can they be produced? This is the next question to which we 
must turn. 
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