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THE SUBJECT-MATTER 
OF POLITICAL ECONOMY

Many sciences arc couccrned with understanding the 
world: some study nature, others study society. Those that 
study nature arc called natural sciences. Those that study 
various aspects of the development of society aro called 
social sciences

POLITICAL ECONOMY is a social science constituting 
a component part of Marxism-Leninism.

Marxism-Leninism deals with the general laws governing 
the development of both nature and society, with the social­
ist revolution and the building of a socialist and then 
communist society. It is a unified and harmonious doctrine 
including three integral parts: philosophy, political econo­
my and the theory of scientific communism. Political econ­
omy deals with the production of material wealth—the 
basis of the life of human society.

Production of material wealth— 
the basis of the life of society

People began to think long ago about what lies behind 
social development, and there are different views on this. 
Religions put the development of nature and society down 
to God's will, but both science aud practice have shown 
that no supernatural powers do, in fact, exist. It also used 
to be thought, and many bourgeois scholars still adhere 
to this view, that the development of society depends deci­
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sively on the geographical environment, i.e., the specific 
natural conditions (climate, the soil, minerals, and so on). 
The geographical environment is, of course, one of the 
essential conditions for the development of society, but 
it is not the decisive one. Over three thousand years in 
Europe, for example, three different social systems succeed­
ed one another, and in Central and Eastern Europe there 
were even four over this period of time. Meanwhile, the 
change in geographical conditions in Europe was so slight 
that the geographical sciences do not even register it. Some 
people helieve that the course of history depends just on 
the will of outstanding people—statesmen, generals, and 
the like. In fact, however, while such people can speed 
up or slow down the onset of particular events, they are 
not able to change the course of history.

What, then, does determine the development of so lely?  
This question w7as first answered correctly by Karl Marx.

In order to live, the primary things people require aro 
food, clothing and footwear, housing and other material 
goods, and in order to havo these, they must produco them 
—people must work. Any society will perish if it ceases 
to produce material wealth, so, as Marx teaches, the pro­
duction of material wealth is the basis of the life and 
development of any society.

What does the productiou of material wealth mean? This 
process includes human labour, means of production and 
ohjects of labour.

Labour is conscious, purposeful activity of people to pro­
duce material wealth. In the lahour process, people act 
on nature in order to adapt it to their own requirements. 
Lahour is exclusive to mankind. It is an eternal, natural 
necessity and the primary condition for human life. In 
Engels’ words, labour created man himself.

The production process is out of the question without means 
of labour: those things that people use to help them act 
on and modify objects of labour. Means of lahour include 
machinery and equipment, instruments and appliances, 
production premises and installations, all forms of trans­
port, canals, electricity transmission lines, and so on. In 
farming, the land is also a means of labour. The decisive 
role among the means of labour belongs to instruments of 
labour. It is the instruments of labour man uses that de­
termine the forco of his impact on nature. In primitive- 
communal society, for instance, people used sticks and

14



stoues as instruments of labour, so they were usually power­
less before nature. Today man works with the help of 
many machines and his domination over nature has grown 
immeasurably. Consequently, tlio level of development of 
instruments of labour serves as a measure of man’s domi­
nation over the environment. Marx points out that “it is 
not articles made, but how they arc made, and hy what 
instrument, that enables us to distinguish different econom­
ic epochs”. 1

People use inslrumonts of labour to act on objects of 
labour, i.e., on everything to which man’s labour is applied. 
Man finds objects of lahour in the environment, in nature 
itself. All the primary objects of labour—minerals, animals 
and plants, the wealth of the waters—are round in nature. 
Objects of lahour that have already experienced the impact 
of human lahour hut require further processing are called 
raw materials. Nowadays, many new objects of labour not 
found in nature are used. These are materials that man 
lias created with preset qualities—polymers, synthetic re­
sins, and the like. With the help of means of labour, in 
Ills labour activities man adapts the objects of labour to 
his requirements, the result of this process being the prod­
uct of labour.

Means of labour and objects of labour together consti­
tute means of production, but on their own these means of 
production cannot, of course, produco any material wealth. 
The most sophisticated technology i3 worthless without 
people, so man himself and his labour power constituto 
the decisive factor for any production.

Productive forces and relations of production

At whatever stage of development production might be, 
it always has two aspects: productive forces and relations 
of production.

Productive forces are means of production created by so­
ciety, especially instruments of labour, and also the people 
producing the material wealth. It is people who, thanks 
to acquired knowledge, experience and labour skills, fashion

1 K. Mar*. Capital, Vol. I, Progress Publishers. Moscow, 1975, 
p. 175.

15



and set in motion moans, and particularly instruments of 
labour. They improve them, invent new machines, draw 
new objects of labour into the production process, and 
expand their own knowledge. This ensures the develop­
ment of tho productive forces and the production of mate­
rial wealth in adequate quantities.

People produce material wealth jointly—in groups, so­
cially, rather than on their own. Take, for example, a mod­
ern shoe factory, blow many people are iuvolved in the 
manufacture of this one commodity—shoes? Hundreds, 
thousands, and even more people work for the factory in 
manufacturing machinery, leather, thread, needles, and so 
on. Even the small peasant is not isolated from the world 
in producing his bread: he requires agricultural imple­
ments provided by a factory or craftsman; he needs salt, 
matches, soap, and so on and so forth. These arc all made 
by other producors. This means that, in the production 
of materia] wealth, people are tied to and depend on one 
another, that they interact on the basis of specific rela­
tions.

The relations between people in the production process 
may be technical or economic. Technical relations are de­
termined by the techniques and technology of production, 
and by labour organisation. For instance, in a largo-scalo 
enterprise there exists a specific distribution of people in 
the work piaces and workshops in accordance with the 
technological cycle. Day-to-day management of work is the 
responsibility of the engineers, foremen, team leaders and 
operating staff. All theso peoplo are in a specific state 
of mutual subordination dictated by the production process 
itself, and technical relations take shape between them. 
Technical relations do not fall within the suhjccl-matler 
of political economy, which embraces economic relations 
or relations of production.

In Marxist terminology, the relations between people in 
the process of production, exchango, distribution and the 
consumption of material wealth are called relations of 
production or economic relations. These arc always properly 
relations connected with the nature of the ownership oi 
the moans of production and products, Relations of pro­
duction may bo either relations of co-operation and mutual 
assistance between people free from exploitation, or rela­
tions of exploitation of man by man. This depends on who 
owns the chief means of production: the land and minerals,



forests, factories and plants, instruments of labour, and so 
on. When the means of production are privately owned 
and belong not to society as a whole, but to individuals, 
social groups or classes, relations of exploitation of man 
by man, of domination and subordination are established. 
It is because the workers are deprived of Iho means of 
production nndor capitalism that Lhoy are compelled to 
work for capitalists. Under socialism, the means of produc­
tion are public property, so there is no exploitation and 
the relations between people arc those of comradoly co­
operation and socialist mutual assistance.

People’s relations to tho means of production determine 
their position and place in production and the mode of 
the distribution of the products of labour. Undor capital­
ism, for instance, the bourgeoisie, which owns the means 
of production, have all the products made by the workers 
at their disposal, while tho majority of tbc workers live 
in need, Under socialism, where the means of production 
belong to the people (are public property), the objects of 
consumption arc distributed according to labour input, and 
a steady rise is ensured in the material and cultural living 
standards of all the working people.

Thore have been fivo main types of relations of pro­
duction in tho history of human society’s dovelopmcnt: 
primitive-communal, slave-owning, feudal, capitalist and 
communist.

Each of those is based on a specific form of ownership 
of the means of production, Tlius, the basis of the slavo- 
owning, feudal and capitalist systems is privato ownership 
of the means of production, which has inevitably brought 
society to a split between hostile classes—exploiters and 
exploited. The main feature of these systems is, therefore, 
a fierco class struggle. Only under socialism, where the 
basis of tho relations of production is public, socialist own­
ership of the means of production, there is no class strug­
gle: society consists of friendly classes—workers, peasants 
and the social stratum of intellectuals.

Together, the productive forces and relations of produc­
tion constitute the mode of production.

Although tho modo of production also constitutes a unity 
of the productive forces aiul relations of production, these 
arc different aspects of it-. They interact and influence 
each other, and both develop in the course of the histori­
cal development of socioty.
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The productive forces are the more mobile component 
of the modo of production. They are always changing, for 
people are constantly improving the instruments of labour 
and accumulating production experience. As for the rela­
tions of production, they change depending on the level of 
development of the productive forces and, in turn, exert 
au impact on their development.

When the relations of production correspond to the level 
of development of the productive forces, the latter develop 
well. The socialist countries provide an example of such 
a correspondence. Here, production develops rapidly, with­
out crises or unemployment, because it is based on public 
ownership of tho means of production.

When the relations of production do not correspond 
to the development level of the productive forces, they slow 
down the development of producliou. This is exemplified by 
lho c/mtcmporary capitalist countries, where production is 
developing slowly and, during economic crises, even goes 
into recession, while millions and millions of the working 
people lose their jobs and join tbo ranks of the unemploy­
ed. This happens because, in bourgeois society, it is private 
and state capitalist ownorship of the means of production 
that predominates and also hampers the further develop­
ment of the productive forces.

A specific level of development of the productive forces 
requires corresponding relations of production. This is the 
economic law, discovered by Marx, of the correspondence 
of relations of production to the character and level of 
development of the productive foires. This law' reveals tho 
economic basis of social revolution. When relations of
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production fall behind and hamper tho development of the 
productive forces, they arc inevitably replaced by new ones. 
In a society divided into hostile classes, the change in 
production relations always takes placée by means of a 
social revolution.

The classes whose interests are met by the old relations 
of production do not give up their positions willingly. It 
is hardly likoly, for example, that US capitalists will them­
selves give up their plants, factories, railways, and so on, 
since private property allows them té exploit the working 
people, increaso their capital and live in luxury. In order 
that the old relations of production, which have become a 
brake on the. development of. productive forces, might he 
replaced, Ihcrefore, a social force is required that is capable 
of eliminating relations of the exhalation of man by man. 
In capitalist society the working class is* just such a force. 
Together with its. ally, the peasantry, it lias a vital vested 
interest in getting rid of exploitation.

Only in socialist society, where there are no hostile 
classes, do relations, of production develop by changing in 
a planned way as the productive forces develop, rather 
than by means of social revolution.

.The basis of society must be distinguished from the mode 
of .production.

The basis of society means tho economic system, i.e., 
the totality of socio-production relations at eac(h given stage 
in the historical development of society, relations connected 
with a specific level of development of the productive 
forces. The basis of society can be antagonistic or noit- 
anlagouistic. The.bases of the slave, feudal and capitalist 
societies are antagonistic, since they arc based on private 
ownership of the means of production, relations of domi­
nation and subordination, and exploitation of man by man. 
The basis of socialist society is non-antagonistic, for this 
society is based on public ownership of the means of 
production in the absence of exploitation.

The basis engenders a corresponding superstructure and 
determines its development. The superstructure consists of 
the political, philosophical, legal, artistic, religious and 
other views of society and corresponding institutions. In a 
class society, the superstructure lias a 1 class character. The 
dominant class creates institutions to protect its class inter­
ests, in accordance with its views.

Both the basis and the superstructure exist only for a
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specific period of time. When the basis cliauges, so does 
the superstructure. Thus, the replacement of the feudal 
basis with the capitalist one also entailed a replacement of 
the feudal superstructure with a capitalist one; the emer­
gence of the socialist basis led to that of tho socialist super­
structure and destruction of the capitalist. While tho super­
structure as a whole is engendered by the basis, individual 
elements of it may emergo witbin the heart of the old 
society, since ideas and views corresponding to the most 
advanced class take shape here. Under capitalism, for 
instance, a proletarian ideology corresponding to the new 
revolutionary class—tho proletariat—emerges.

The superstructure is engendered by the basis, but onc,c 
it has come into cxisLonco, it is not passive in relation 
to this basis, but exerts an active influence on it, helping 
it to take shape and consolidate itself. In relation to the 
basis, however, tbe superstructure may play either a reac­
tionary or a progressive role. For example, the superstruc­
ture of the capitalist basis at present plays an extremely 
reactionary part, for capitalism has now come to act as a 
hrake on tho further development of the productive forces. 
Iu order that tbe productive forces might develop success­
fully, private ownership of the moans of production must 
be abolished. The superstructure, however, protects private 
property, declaring it sacred and thereby hampering the 
development of the productive forces under capitalism. This 
is the reactionary role of the superstructure in capitalist 
society.

Under socialism, the superstructure of the socialist basis 
plays a progressive role. In this society, the political author­
ities direct the development of the productive forces, there­
by facilitating the fulfilmeut of the tasks facing the coun­
try in building a communist society.

The modo of production of the material wealth, being a 
unity of the productive forces and the relations of produc­
tion together with the corresponding superstructure, consti­
tutes tbe socio-economic formation.

During the history of mankind there have been five socio- 
oconoinic formations: the primitive-communal, slave-owning, 
feudal, capitalist and communist, the first phase of the 
latter is socialism. Each of those lias had its own corres­
ponding economy, views, ideas and institutions. The devel­
opment of the socio-economic formations proceeds from 
the lowest to tho highest. Thus, foudalism made way for
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capitalism, and capitalism for socialism, the first pliaso of 
communism. The establishment, development and collapse 
of socio-economic formations follow the laws of social de­
velopment,

The economic laws
of the development of society

Marxism-Leninism teaches that nature and society must 
not bo considered as n chance accumulation of isolated, 
unconnected phenomena. On the contrary, all uatural and 
social phenomena arc interconnected and interdependent. 
This deep link between phenomena is expressed in the laws 
of the development of nature and society. The purpose of 
science is to discover these laws.

The economic life of society is based on economic laws. 
These determine the groat diversity of socio-production rela­
tions between people, i.e., in the sphere of production, 
distribution, exchange and consumption. The most import­
ant thing for political economy as a science is to discover 
and study the economic laws of the development of society.

The laws of nature and society have in common the fact 
that they arc objective in character, i.e., they emerge and 
operate regardless of whether we know them or whether 
we desire the operation of a particular law. This means that 
people cannot change, transform or abolish these laws. 
Neither can they create new ones. People can only discover 
them. Yot the fact that these laws are objective does not. 
mean that people are powerless before them: they c(an get 
to know them and use them in the interests of society. 
Thus, having understood the law of the correspondence 
between relations of production and the character of the 
productivo forces, the proletariat in the socialist countries, 
together with the peasantry and under the guidance of 
communist and workers’ parties, overthrew tho power of 
the exploiters and began to build a new society.

Economic laws have a number of specific features dis­
tinguishing them from the laws of nature. The first specific 
of economic laws is that they are relatively shortlived and 
operate during a particular historical period. The operation 
of economic laws is based on specific economic conditions, 
meaning the relations of production ami the basis of so­
ciety. During the transition from one formation to another, 
the old relations of production arc eliminated and replaced
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with new ones. This accounts for the fact that one set of 
economic laws leaves the historical stage and new ones 
emerge to take their place.

Tho fact that, under capitalism, relations of production 
arc based on private ownership of the means of production 
allows capitalists to exploit the working class and subordi­
nate the entire development of production to their own en­
richment in the form of profits. For this reason, the p r o ­
d u c t i o n  o f  s u r p l u s  v a l u e  i s  t h e  b a s i c  o b j e c ­
t i v e  e c o n o m i c  l a w  of  c a p i t a l i s m .

Private ownership of the menus of production results in 
each capitalist striving to develop tho branches of produc­
tion that arc most profitable for him, and this excludes 
the possibility of planned, balanced development of Lhe na­
tional economy under capitalism. The capitalist economy 
develops on the basis of competition and anarchy of pro­
duction. Consequently, c o m p e t i t i o n  and a n a r c h y  
ar'e also an'ob"j e c t i  v e  la w  o f  c a p i t a l i s m .

When capitalist ownership of tho means of production 
is abolished, tho economic lawB of capitalism also cease 
lo operate. In'the socialist countries, elimination of capital­
ist private ownership of the means of production loads to 
the emergence of new economic law's, while the old ones 
cease to operate.

The basis of the socialist relations of production is public, 
socialist ownership of the means of production. Under 
socialism, the working people themselves are the owners of 
tho means of production. They -work for themselves, for 
their own society, so tho development of production is sub­
ordinated here lo increasing satisfaction of the material and 
cultural requirements of society. E n  s u r  au  c e  o f  t h e  
f u l l e s t  s a t i s f a c t i o n  o f  t h e  m a t e r i a l  and c u 1- 
1 11 ra 1 r e q u i r e m e n t s  o f  t h e  w h o 1 o o f  s o c i e t y  
i s  t h o  b a s i c ,  o b j e c t i v e  e c o n o m i c  l a w  o f  s o ­
c i a l i s m .

Public socialist ownership of Lhe means of production 
combines tho entire socialist national economy into a single 
organism, a single national-economic complex. Such an econ­
omy can develop only according to a plan. The planned, 
balanced development of ike national economy is an objec­
tive economic law of socialism.

Many economic law's operate within each socio-economic 
formation. Those that are inherent in only one formation 
are called specific economic laws. Among these it is possible
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to identify llic basic economic law determining the goal 
pursued by society, and tlie means used for attaining this 
goal.

In addition to specific economic laws, there are general 
ones inherent in all socio-cconoinic formations. Those in­
clude, for example, the law of the correspondence between 
relations of production and the character and level of devel­
opment of the productive forces. It expresses the necessary 
links and interdependence between the two aspects of so­
cial production—t-he productive forces and relations of pro­
duction. Apart from general and specific laws, there are 
some that are inherent in just, a few stages in the develop­
ment of social production. For example, the law of value 
oporalcs only in those formations where there is commodity 
production.

The second specific of economic laws applies to the way 
they are used in the interests of society. In contrast to 
laws in the natural sciences, where the discovery .and 
application of a now law takes place more or less smoothly, 
in the economic sphere the discovery and application of a 
new law meet with fierce resistance on the part of obsoles­
cent forces. The uso of economic laws in a cjnss society 
lias a class character.

Such are the specifics of economic law's in contrast to the 
laws of nature.

The economic laws may, under all modes of production, 
operate and manifest themselves cither spontaneously, or 
as recognised necessity, i.e., they arc applied consciously.

In antagonistic socio-economic formations, where private 
ownership of the means of production predominates, eco­
nomic laws operate spontaneously, w'hclhor they arc known 
or not. Under capitalism, Tor instance, the production pro­
cess is social in character, and all branches are interlinked 
and interdependent. But this social character of the produc­
tion process is based on private property, i.e., in his own 
enterprise, each capitalist pursues his own selfish goals of 
becoming richer and strives to gain more profits. The neces­
sary link and proportions between branches of production 
take shape randomly, through countless and constant di­
vergences: today there is a glut of one type of product, 
tomorrow it is in short supply, and so on. For this reason, 
in relation to each capitalist, economic laws operate as a 
superior force that cannot be brought under control. In 
individual instances, of course, capitalists may come to
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realise the economic laws of capitalism, but they are 
powerless to change the spontaneous nature of their 
operation.

Under socialism, the presence of public ownership of 
the moans of production ensures that economic laws are 
understood and applied consciously in the interests of so­
ciety.

In a socialist society, tbe application of the objective 
economic laws requires conscious, organised and vigorous 
activities by all tho working people. The communist and 
workers’ parties play a tremendous role in the cognising 
and application oi the objective economic laws in the inter­
ests of building a communist society.

Definition of tho subject-matter 
of political economy

Political economy studies the basis of the development of 
society. This is the productiou of material wealth, the 
mode of production. Dut political economy studios pro­
duction only from the point of view of the economic rela­
tions between people in the production process. It studies 
the basis of society. “It is not with ‘production’ that, polit­
ical economy deals, but with the social relations of men 
in production, with the social system of production”, 1 
Lenin wrote. At the same time, political economy has to 
take account of tho interlinks between the productive forces 
and relations of production. Neither can it isolate itseli 
totally from the superstructure, for this grows up from the 
basis and exerts a strong impact on it.

The subject-matter of political economy is, therefore, the 
production (economic) relations between people. These in­
clude: the forms of ownership of the means of production; 
the position of the various classes and social groups in pro­
duction and their interrelations; the forms of distribution 
of the material wealth.

Political economy is, therefore, the science of the devel­
opment of socio-production, i.e., economic relations between 
people. It clarifies the laws governing production, distribu­
tion, exchange and consumption of the material wealth in 
human society at various stages of Us development.

> V. I. Lenin, "The Development of Capitalism in Russia,” Col­
lected Works, Vol. 3, Progress Publishers, Moscow, 1977, p. 62-63.
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It is cloar from this definition of political economy that 
it is a historical science. It shows how society develops 
from lowor to higher stages, how the entire course of his­
torical development prepares the objective necessity of the 
triumph of the communist modo of production.

Political economy is a class, partisan science dealing 
with aspects of tho economic interrelations between people 
and classes, and touching on their vital interests.

Is the collapse of capitalism and triumph of communism 
really inevitable? Bourgeois political economy naturally 
replies in the nogativo to this question, since it represents 
the interests of a system that long since began to act as a 
brake on social development and is doomed to perish.

Bourgeois economists were able to analyse reality moro 
or less objectively while the bourgeoisie was still a rising 
class, and the development of capitalism was in the inter­
ests of social development-. But this time has long since 
passed. Since tho working class began to act as an indepen­
dent force countering the bourgeoisie, and the development 
of the class struggle reached the stage when it began to 
predict the collapse of capitalism, bourgeois political econ­
omy has lost its scientific nature. 11s task lias been to use 
any means available to defend the obsolescent system of 
capitalism and struggle against tho ideology of the working 
class.

Political economy was developed on a truly scientific 
basis by the leaders of tlic working class—Marx, Engels 
and Lenin.

Tho essence of pre-Leninist political economy is concen­
trated in Capital, Marx’s main work. On the basis of the 
analysis of the capitalist system, in this work it is scientif­
ically proved that the collapse of capitalism and establish­
ment of the power of the proletariat, as well as the triumph 
of communism, are inevitable.

Under tho new historical conditions under which Lenin 
lived and worked, he was able to continue the work of 
Marx and Engels and raise political economy to a higher 
stage. Lenin’s historic contribution was that lie created the 
scientific theory of imperialism, investigated its nature, con­
tradictions and laws. Lenin’s analysis of imperialism in 
the hook imperialism, the Highest Stage of Capitalism 
and other works is a direct continuation and further devel­
opment of the ideas contained in Marx’s Capital. Analysis 
ef imperialism and, above all, Lenin’s discovery of tho law
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of uneven economic and political development under capi­
talism in tlio age of imperialism provided the basis for 
the theory of the proletarian revolution.

Lenin showed that the revolution would triumph first in 
one or several countries. This brilliant discovery provided 
the foundations for the entire strategy and tactics of the 
Hessian Communist Party during the preparations for and 
carrying out of the Great October Socialist Revolution, as 
well as the subsequent period of struggle for the victory 
of socialism in the USSR. It was Lenin who was the 
author of tho political economy of socialism.

Marxist-Leninist economic theory is creatively developed 
in Ihc decisions of the Communist Party of the Soviet 
Union, llie communist and workers’ parlies oT other coun­
tries and the works of Lenin’s disciples. Elaboration of the 
following questions of vital importance is an example of 
llie creative development of Marxism-Leninism as a whole 
and Marxist-Lcninisl political economy in particular: the 
question of the two phases in the development of commu­
nist society and the laws governing tho growth of socialism 
into communism; of the creation of the material and tech­
nical haso of communism; of the courses oi development 
and drawing together of llie two forms of socialist prop­
erty; of llie erasing of class distinctions and establishment 
of full social equality; of the formation of communist so­
cial relations; of the conditions for the implementation 
of the basic principle of communism “from each according 
to his abilities, to each according to his needs’’;- of the 
completion of the revolution in the sphere of culture and 
moulding of the new- man, elaboration of the problems of 
the political organisation of society during the transition 
to communism.

The method of political economy is that of dialectical 
materialism which presupposes, first, investigation of the 
production relations in tlio process of their emergence 
and development, i.e., historically; second, consideration of 
this process as an objective reality, i.e., materialistically; 
third, revelation of tho internal contradictions of develop­
ment inherent in social production, i.e., dialectically.

Wliat exactly is the significance of political economy?
The significance of Marxisl-Leninist- political economy 

is that it- provides the working class and all working peo­
ple with a knowledge of the laws governing the economic 
development of society and allows them to fulfil success­



fully the tasks facing them. It shows (lie working people 
of the capitalist conn trios tho reasons for their enslave­
ment, poverty and deprivations. It shows that oppression 
and impoverishment of the working class-and all the work­
ing people depends on the arbitrary sway of the entire 
capitalist system rather than chance or the arbitrary will 
of individual capitalists. For this reason, only an uncom­
promising class struggle, elimination of capitalism and es­
tablishment of the power of the proletariat can liberate 
the working people from exploitation.

Marxist-Lcninist political economy reveals to tbc people 
of the developing countries the true reasons for their back­
wardness and poverty. It shows that oppression and plun­
der of the peoples of tho colonial and dependent countries 
is engendered by imperialism and its colonial system. For 
centuries, a handful of imperialist countries applied coer­
cion and deception to enslave the vast majority of mankind 
iu the colonial countries, reducing them to the status of 
slaves. Only a resolute struggle against imperialism and 
all its manifestations can put the peoples of tho former 
colonies and dependent countries on the path to national 
independence and progress. Political ecouomy shows the 
direction that the building of socialism and communism 
must take in the countries liberated from tho oppression 
of capital. It reveals the advantages of Ihe socialist eco­
nomic system over the capitalist one and the inevitability 
of the victory of communism. A knowledge of the laws 
of political economy gives the popular masses an opportu­
nity to lako a conscious part in building communism, to 
develop the working people’s initiative, teach them to 
work more productively. It helps to make all tho working 
people active builders of socialism and communism.

Marxist-Leninist political economy is a powerful weap­
on in the hands of the proletariat and all working people 
for the struggle for peace,- national independence, democ­
racy and socialism.



Chapter 1

PRE-CAPITALIST MODES 
OP PRODUCTION

In this chapter wo shall consider briefly the emergence, 
development and reasons for the collapse of the primilive- 
cornmmial, slave-owning and feudal modes of production.

1. THE PRIMITIVE-COMMUNAL MODE 
OF PRODUCTION

Life appeared on Earth some 900 million years ago, and 
the first people over two million years ago.

Science explains the appearance of naan on Earth in the 
following way. In various parts of Europe, Asia and Af­
rica, whore thero was a warm climate, there were highly- 
developed species of monkey. Over a very protracted pe­
riod of development, theso monkeys developed into homo 
sapiens. The fundamental difference between man and ani­
mals appeared when man began to make tools, even the 
most primitive ones. The manufacture oE tools or instru­
ments of labour meant the beginning of human labour, as 
a result of which the monkeys’ forolimbs gradually develop­
ed into human hands. As the hands were freed for labour 
activities, man’s ancestors began increasingly to stand 
erect. As soon as even the simplest tools were made, the 
need arose for contact between primitive people in the 
labour process concerning the application of these tools. 
1 Inman speech began to develop. Labour and speech exert­
ed a decisive influonco on the development of tho brain.
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Thus, it was labour that created man himself, and it was 
thanks to labour that human society emerged and began 
to develop.

The firsl socio-economic formation was the primitive- 
communal system, which lasted for many hundreds of 
thousands of years. This is the stage from which tlio de­
velopment of society began. At first, people wore in a lialf- 
savago state, powerless before the forces of nature. They 
ale a mainly vegetarian diet consisting of things found 
ready to eat in nature: roots, wild fruits, nuts, and so on.

Man’s first tools wore a roughly cut stone and a stick. 
Later, through a slow accumulation of experience, people 
began lo produce simple tools for banging, cutting and 
digging.

The discovery of fire was of major significance in the 
struggle with nature. Fire made it possible for primitive 
people to diversify their diet. Tlio invention of the how 
and arrow constituted a now ora in the development of 
primitive people’s productive forces. As a result, people 
began lo hunt- animals and meat was added to their diet. 
The development of hunting gave rise to primitive live­
stock-breeding and the hunters began to tame animals.

The beginning of laud cultivation was another step for­
ward in tho development of the productive forces. Primi­
tive farming remained at a very low level of development 
for a long time. The use of draft animals made farming 
more productive and provided it with a firm basis. Primi­
tive people began to go over to a settled way of life.

The relations of production in primitive society wore 
determined by the stale of tho productive forces. The basis 
of the relations of production was collective ownership by 
individual communes of the primitive moans of produc­
tion, in particular, instruments of labour. Collective own­
ership corresponded to the development level of the pro­
ductive forces at this time. Tho instruments of labour in 
primitive society were so primitive that people could not 
fight tho forces of nature and wild animals on their own, 
so they lived in groups or communes, and organised their 
economy (hunting, fishing, the preparation of food) on a 
joint basis, in addition to communal ownership of the 
means of production there was also private property be­
longing lo members of the commune—certain tools, which 
wci'O also weapons for defence againsl predators.

In primitive society labour was not very productive and
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created no surplns product over and above the amount 
essential for life. Labour activities were based on simple 
co-opera lion, i.e., many people do the same jobs. There 
was uo exploitation of man by man, and the egalitarian dis­
tribution of the scanty food between the members of the 
commune brought them all to the same level.

While people were gradually becoming isolated from 
the animal kingdom, they lived in “herds”. Subsequently, 
when they began to hunt and farm, the clan organisation 
of society took shape, i.c,, only people who were related 
combined their efforts in joint labour. At first, the clan 
consisted of several dozen people, hut later grow to several 
hundred. As instruments of labour developed, a natural 
division of labour emerged within the clan between men 
and women, adults, children and old people. Men specialis­
ed in limiting and women in gathering food, which some­
what increased labour productivity.

At the first stage of the clan system, the head of the 
clan was t-lie woman, who collected the food aud dealt 
with domestic matters. This was.the matriarchy or matri­
archal clan. Later, when livestock-breeding aud farming 
were taken over exclusively hy the man the matriarchy 
was replaced by the patriarchy, where a man headed the 
clan.

The. switch-over to livestock-breeding and farming was 
accompanied hy the emergence of a social division of la­
bour, i.e,, one part oi society began to concentrate on ag­
riculture, the other on stock-raising. This separation of 
livestock-breeding from farming was the first major speial 
division of labour in history.

The first social division of labour, made people’s labour 
more productive. A certain surplus of some products and 
demand for others appeared in the communes, and this 
laid llic foundations for exchange between livestock-breed­
ing and farming tribes. Later on, when people learned to 
smelt metal ores—copper and tin (iron smelting came 
later)—and fashion bronze tools, weapons, and vessels, 
and the invention of tho weaving loom greatly facilitated 
the production of fabrics and clothing, some people in the 
communes gradually began to specialise in handicrafts, 
and their output more often to be offered for exchange.

The development of tlio productive, forces increased con­
siderably the productivity of human labour, man’s power 
over nature and a certain supply of consumer goods. But
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these new productive forces of society could no longer lit 
into tlic framework of llio existing relations of production. 
The restricted nature of communal properly, and the egali­
tarian distribution of products of labour began to act as 
a brake on the further development of the productive 
forces. The need for joint labour disappeared, and a need for 
and possibility of individual labour emerged. Joint labour 
had required collective ownership of the means of produc­
tion, but individual labour required private ownership. Pri­
vate ownership of the means of production arose and, to­
gether with it, property inequality both between clans and 
between people within the clan. Rich people and poor peo­
ple emerged.

As the productive forces developed, man began to obtain 
more means of subsistence lhau were essential for his sur­
vival. Under these conditions it hccame possible to employ 
more workers. They were provided by wars, prisoners being 
made into slaves. At first, slavery was patriarchal (domes­
tic) in character, but later it became the basis of the exist­
ence of a new system. Slave labour led to a further rise 
in inequality: a household using slaves quickly grew rich. 
Later, as property inequality increased, rich people began 
to enslave not ouly captives, but also members of tlieir 
follow tribesmen who had becomo impoverished or were 
in debt. Thus aroso the iirst class division of society into 
slave-owners and slaves. Exploitation of man by man be­
gan. From this time on, right up to the establishment of 
socialism, human history is the history of a struggle be­
tween classes.

The growing inequality, between people led to the for­
mation of the stale as an organ of oppression of the ex­
ploited class by the class of exploiters. Tims, slavery grew 
up on the ruins of Ihc primitive-communal mode of pro­
duction.

2. THE STAVE MODE OF PRODUCTION
Slavery is history’s first, most flagrant and overt fprm 

of exploitation. It existed virtually everywhere.
Slavery in Egypt, India and. China, existed from the 

4lli to 2nd niillcnia B.G.. In Greece it. flourished most in 
the iitli and 4lh ccnltirios P».C. In Rome, Ihc slave-owning 
system reached the peak of its development in the period 
from the 2nd century ti.C. to the 2nd century A.D.
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The further growth of the productive forces and develop­
ment of the social division of labour and exchange under­
lay the transition from the primitive society to slavery.

What exactly were the productive forces like at that 
time? During the ago of the primitive society, instruments 
of labour had been made mostly of slono, but during the 
age of the slave-owning system irou smelting was discov­
ered and iron tools began to predominate. Motal tools 
brought an expansion of the bounds of human labour. Using 
a motal axe, it became possible to fell trees and remove 
bushes from arable land; the iron ploughshare made it pos­
sible to work large plots of land. Farming began to provide 
not only grain and vegetables, but also wine and oils. The 
fashioning of metal tools led to tho emergence of a spe­
cial group of people—craftsmen—whose labour became in­
creasingly iudepondeut. The second major social division 
of labour took place—tho separation of crafts from farm­
ing.

This process was accompaniod by a further development 
of exchange, which engendered money. Money became a 
universal commodity for evaluating ail other commodities 
and acting as a medium of exchange. The growth of the 
division of labour and exchange gave rise to the appear­
ance of people who specialised in huying up and selling 
commodities. This was the third major social division of 
labour—the emergence of the merchant’s activities. Taking 
advantage of the small producers’ isolation from the mar­
ket, merchants bought up their commodities at low prices 
and sold them in the market at higher ones.

Tho development of crafts and exchango entailed the 
formation of towns. At first these differed little from the 
villages, but gradually they began to be centres where 
crafts and trade became concentrated. This paved the way 
for tho separation of tho towns from the villagos.

The development of the productive forces, the further 
social division of labour and exchange increased property 
inequality even more. On the one hand, rich people ap­
peared who concontraLed tbo draft cattle, instruments of 
labour and money in their own hands; on the other—poor 
people, who became poorer and poorer and were com­
pelled to turn to the rich for loans. Usury emerged—the 
debtor a ml the erodilor. “The class struggles of the ancient 
world look the form chiefly of a contest between debtors 
and creditors, which in Rome ended in tho ruin of the
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plebeian debtors. They wore displaced by slaves.” 1 Rich 
slave-owners began to owu hundreds and thousands of 
slaves. They seized vast areas of land and largo slave- 
owning estates thus took shape (iu Ancient Romo they 
were called latifuudia). Huge numbers of slaves worked on 
these estates.

The relations of production in slave socioty were based 
on the slave-owners having in their possession both the 
means of production (the land, instruments of labour, and 
so on) and the production workers—the slaves. The slave 
was considered as no more than a thing; he was complete­
ly and undividedly at the disposal of his master. Slaves 
were called speaking tools. Jn tho eyes of slave society, 
the slave differed from on axe or ox only in that be could 
speak. In all other respects, however, lie belonged to his 
master in just the same way as cattle, land or tools.

The exploitation of slaves was extremely severe. They 
were treated worse than cattle: they were driven to work 
by the whip and for minor omissions were cruelly punished 
or even killed. The killing of a slave was not considered 
as murder. The slave-owner assimilated the entire product 
of slave labour, while tho slave received the most meagre 
quantity of means of subsistence as to prevent him from 
dying from hunger and to allow him to continue working 
for his mastor.

On the basis of the simple co-operation of slave labour, 
tho ancient world made a significant economic and cultu­
ral advance. Ancient culture grew up on the skeletons of 
generations of slaves. Many branches of knowledge (math­
ematics, astronomy, mechanics and architecture) made 
great strides forward. Yet, iu spite of its achievements com­
pared with the primitive-communal system, the slave mode 
of production was a hindrance to tho further development 
of mankind.

The slave mode of production contained deep and insu­
perable contradictions, which eventually led to its collapse. 
Above all, the slave form of exploitation destroyed the 
slaves—the main productive force of society, so the slaves 
often rose up against these barbaric forms of exploitation. 
An influx of slaves obtained through successful warfare 
was a condition for Lhe existence of the slave economy. 
The main forces for the waging of wars wero the peasants

1 K. Marx, Capital, Vol. I, jj. 135.

■1—0536 33



and craftsmen, who served in the armed forces and bore 
Hie burden of the taxes required for waging the wars. As 
a result of competition of large-scale production based ou 
cheap slave labour, howover, the peasants and craftsmen 
wore ruined. This undermined the economic, political and 
military might of the slave stale. Victories were succeeded 
by defeats and the constant source of additional cheap 
slaves dried up, the result being a production recession.

“Universal impoverishment; decline of commerce, han­
dicrafts, the arts, and of the population; decay of the 
towns; retrogression of agriculture to a lower stage—this 
was the Anal result of Roman world supremacy." 1

When it emerged, the slave mode of production further­
ed the growth of the productive forces, hut its later de­
velopment, as we have seen, destroyed these productive 
forces. For this reason, the relations of production based 
on slave labour became a brake ou the development of the 
productive forces of society. The labour of slaves, who had 
absolutely no interest in the result of production, became 
obsolete. A historical necessity arose for the slave-owning 
relations of production to be replaced by others that would 
change the position of society’s chief productive force—the 
slaves.

With the decline of the latifundia based on slave labour, 
small ones became more profitable, so the number of freed 
slaves increased and, at the same time, the latifundia 
were broken up into small plots worked by coloui. A colo- 
nns was no longer a slave, but a tiller of the soil wdio re­
ceived a plot of land for life-long use and paid a certain 
amount in money or in kiud for this privilege. The colonus 
was not a free leuaut; he could not leave the plot of land 
to which lio was attached, and he could be sold together 
with llio plot. Coloni were the forerunners of the medieval 
serfs.

Thus, the new, feudal mode of production began to take 
shape within the slave-owning system.

As tho slave economy developed, the class struggle be­
tween oppressed and oppressors grew in intensity. This 
struggle developed into slave uprisings against tile slave­
owners. The slaves were joined in their uprisings by free 
peasants and craftsmen, who were exploited by the big

1 F. Engels, The Origin of the Tamil;/, Private Property and the 
State, Progress Publishers, Moscow, 1972, p. 14(5.
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landowners and the slave stale. The most significant of 
the many slave uprisings was that led by Sparlacus (74- 
71 B.C.).

Internal blows intertwined increasingly with ones from 
outside, and this brought about Ihe final collapse of the 
slave-owning system.

3. THE FEUDAL MODE OF PRODUCTION

The feudal system existed, in various versions, in al­
most all countries. The feudal age was a long one: in Chi­
na the leu dal system lasted over two thousand years; in 
the countries of Western Europe feudalism existed from 
the fall of the Roman Empire (5th century A.D.) until the 
17lh century in Britain and the 18th century in France. In 
Russia, fernl alia in lasted from the 9th century until the 
abolition of serfdom in 1861.

In Western Europe, feudalism took shape as a resutl 
of the interaction of two processes: the decline of the Ro­
man slave slate, on the one hand, and the disintegration of 
the clan system in the conquering tribes, on the other.

As already noted, elements of feudalism in the form of colo­
natos had appeared even under slavery, but the slave-own­
ing Roman Empire fell at the end of the 5lh century A.D. 
under the impact of both internal and external blows. 
Ceaseless wars wore waged against slave-owning Romo by 
the Germans, Galls and oilier peoples. This struggle ended 
in victory for the Gormans, Gails, Slavs and other peoples 
living in various parts of Europe.

Until they conquered Rome, the victorious tribes had 
clan systems hut owing to the centuries of struggle the 
clan systems of these tribes were primarily military in 
character. The tribe was headed by military loaders and 
their personal guard. After conquering Rome, the Gormans 
and Galls took two-thirds of the Romans’ land, together 
with the coloui who were working it-. This land was distrib­
uted among clans and individual lalifundia, A substantial 
part of the land went to the military leaders, the strongest 
of whom later became kings. The military leaders handed 
over the seized laud to their combatants for life-long use, 
and later as inheritable property together with the peasants 
living on it. The plots of land handed out on these terms 
were called fiefs, and the people who received them - feu­
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dal lords. Those who received land iiad to do military ser­
vice. Tlic land continued to be worked by small peasants, 
but they wero now personally dependent on their new 
masters.

The feudal lord's private ownership of the land and his 
partial ownership of the serfs provided tho hasis for the 
relations of production in feudal society. The serf was not 
a sl.nvo Tor lie had his own household. Alongside the prop­
erty of the feudal lords there existed the property of the 
peasants and craftsmen—tools and their private holdings. 
The small peasant holding and the production of inde­
pendent small craftsmen were based on personal labour, 
production was primarily subsistent in nature, i.e., the 
products were mainly produced for personal consumption 
rather than for exchange.

Large-scale feudal landowuersliip underlay the exploi­
tation of the peasants by the landowners (feudal lords). 
Some of the feudal lord’s land constituted tho feudal es­
tate, while the rest- was allocated to the peasants on condi­
tions of bondage. This was a condition for the landowner 
to be provided with a labour force. The peasants inherited 
the plots of land were obliged either to work the landown­
er’s land using their own implements (labour rent or cor­
vée), or hand over part of their output in kind to the land- 
owner (rent in kind or quit rent), or to do both. Lalor, 
instead the feudal lords began charging money rent. This 
system led not only to an overt form of exploitation, but 
also inevitably presupposed tho personal dependence of 
the peasant on the landowner, The feudal lord could not 
kill his peasants, but he could sell them, There was non­
economic. coercion oE peasants to work for the feudal 
lords,

The working time of the peasant serf was divided into 
two parts: the necessary and tho surplus, During the neces­
sary time, the peasant produced what was needed for his 
own subsistence and that of his family, During tho sur­
plus time, he created surplus product, which was approp­
riated by the feudal lord in the form of land rent (labour 
rent, rent in kind or in money), Tho exploitation of tho 
peasants in the form of land rent constituted the main fea­
ture of feudalism overywhere.

The towns, whore mostly craftsmen and merchants liv­
ed, were subordinate to the power of the feudal lords on 
whose land they were situated. Their populations fought
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to liberate themselves and often won the towns’ indepen­
dence. The growth of towns and the development of trade 
e.\erted a strong influeucc on the feudal countryside, The 
economics of the feudal lords were drawn into market cir­
culation. In order to buy luxuries, the feudal lords needed 
money, so they increasingly introduced money rent to re­
place labour rout or rent in kind. This entailed an intensi­
fication of feudal exploitation and of Ihc struggle between 
the feudal lords and the peasant serfs.

4. THE DISINTEGRATION 
AND COLLAPSE OF FEUDALISM.

THE EMERGENCE 
OF CAPITALIST RELATIONS 

OF PRODUCTION 
WITHIN THE FEUDAL SYSTEM

A higher level of the productive forces was achieved 
under feudalism than under slavery. In agriculture, produc­
tion techniques improved and the iron plough and other 
iron tools became widespread, New branches of field cul­
tivation emerged; viticulture, wine-making and horticulture 
developed substantially, Livestock-breeding and related 
hranchos—butler and cheese-making—also grew. Meadows 
and pastures expanded and improved.

In the sphere of handicrafts, in the towns, there was a 
gradual improvement in the tools, methods of working raw 
materials and craft specialisation. New crafts appeared — 
weapon, nail, and knife making, smithing, cobbling, sad­
dlery, and so oil. The smelting and working of iron ad­
vanced. In the 15th century, blast furnaces appeared; the 
compass was invented and the great geographical discove­
ries wore made.

But the feudal system, under which these new productive 
forces emerged, hampered their further development: the 
productive forces came up against the narrow hounds oi 
the feudal relations of production. The peasantry, oppres­
sed by feudal exploitation, was unable to increase agricul­
tural output since the productivity of serf labour was very 
low. in the towns, the growth of Ihc craftsman’s labour 
productivity came up against obstacles raised by guild
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rules. All this required the elimination op the old relations 
of production and (lie establishment of new ones, free ïrom 
feudal bondage.

During the feudal age, primitive commodity production,
i.e., the production of goods for exchange, gradually ex­
panded, but it was based on private ownership of the 
means of production and on personal labour. There was 
fierce competition between the producers of commodities. 
This led to their stratification iuto rich and poor in both 
the Lown and conntryside. As the market expanded, the 
more or less big commodity producer began increasingly 
often to hire ruined peasants and craftsmen. Thus, capital­
ist relations gradually began to take shape within the feu­
dal system.

Capitalism also developed in another way. Commercial 
capital, represented by merchants, hegan to subordinate 
directly the production of the peasants and craftsmen. Ini­
tially, the merchant acted as a middleman in the exchange 
of commodities, but later he hegan to buy up (he small 
producers’ commodities on a regular basis, provide them 
with raw materials, and lend them money. Thus, the small 
producers became economically dependent on the merchant. 
The next step made by commercial capital was to gather 
together the isolated craftsmen in one building, where 
they now worked as wage workers. Commercial capital 
became industrial capital and the merchant an industrial 
capitalist.

Capitalism also began to emerge in the countryside. As 
commodity production developed, so did the power of mon­
ey, and the feudal lords began to go over to money rents. 
The development of money relations provided an impetus 
to the stratification of the peasantry into the rural bour­
geoisie and ruined peasants.

Thus, capitalist production grexv up within the feudal 
system in both town ami village. The end of feudalism 
became a historical necessity.

The entire history of feudalism was one of fierce strug­
gle between peasants and feudal lords, and this struggle 
became particularly intense towards the end of the feu­
dal age. The peasants’ uprisings shook (he feudal system 
and led to its collapse. The struggle against the feudal 
lords was headed by the bourgeoisie, who made use of the 
sorts’ uprisings against the feudal lords to seize political 
power and become the ruling class.
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REVISION EXERCISES
1. How did primitive society emerge?
2. What were the productive forces ami relations of pro­
duction of ihe primitive-communal mode of production?
3. What were the reasons for Iho disintegration and col­
lapse of Hie primitive-communal mode of production?
4. What were the productive forces and relations of pro­
duction under slavery?
5. What were the reasons for the disintegration and col­
lapse of the slave-owning mode of production?
(i. What were the relations of production during the pe­
riod of feudalism?
7. What wero the reasons for the disintegration and col­
lapse of the feudal mode of production?
8. In what ways did capitalist relations emerge withiu 
feudalism?



T11E CAP1TALISTJFM0DE  
OF PRODUCTION

The capitalist mode of production, as we have seen, 
emerged within feudalism. During its development, capi­
talism has gone through two stages: pre-monopoly capital­
ism and monopoly cdpitalism or imperialism.

Both of these stages have one and tho same economic 
basis—private ownership of the means of production and 
exploitation of wage labour. But there arc differences be­
tween pre-monopoly capitalism and imperialism.

Pre-monopoly capitalism is the period in the develop­
ment of capitalism when there is free competition and the 
productive forces develop more or less smoothly. In tbo 
USA, Britain, France and other developed countries, pre- 
monopoly capitalism dominated until the last thirty years 
of the 1‘Jth century.

Since 1870 onwards, processes began to develop in the 
economies of tho capitalist countries that gave pre-monop­
oly capitalism new features; free competition was replaced 
by monopoly domination. Monopolies began to play the de­
cisive role in the economic life of the capitalist countries. 
At the turn of (he century, pre-monopoly capitalism turned 
into imperialism—the highest and last stage in capital­
ism’s development.



A. PRE-MONOPOLY CAPITALISM

Chapter II

COMMODITY PRODUCTION. 
THE COMMODITY AND MONEY

Marx begins his analysis of capitalism wiLh the commo­
dity. Under capitalism, everything, from the smallest pin 
to a huge factory, and even man’s labour power, is bought 
aud sold or, as the economists put it, takes the form of a 
commodity. The relations between pcoplo in society lalco 
the shape of relations between commodities. The commo­
dity, as Marx points out, is the economic cell of bourgeois 
society. Just as a drop of water reflects everything around 
it, the commodity reflects the main contradictions of capi­
talism.

Investigation of the commodity and commodity produc­
tion allowed Marx to clarify the essence of capitalist rela­
tions of production.

1. THE GENERAL CHARACTER 
OF COMMODITY PRODUCTION

The concept of commodity production

Commodity production is the manufacture of goods not 
for personal consumption, but for sale, for market ex­
change. “By commodity production’1, Lenin wrote, “is 
meant an organisation of social economy in which goods 
arc produced by separate, isolated producers, each special­
ising in the making of some one product, so that to satis-
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íy the need of society it is necessary to buy and sell prod­
ucts (which, therefore, become coinmodies) in the mar­
ket/’ '

Commodity production arose in very ancient times, dur­
ing Lire disintegration of the primitive-eonirminnl system. 
At the last stage in the development of primitive society, 
as we have seen, the first major social division of labour 
look place. Two branches of production appeared—farm­
ing and livestock-breeding. In order to satisfy people’s re­
quirements, exchange was necessary. Farming tribes need­
ed the products of the livestock-breeding ones, and vice 
versa, so those that bad surplus products exchanged them. 
Thus, commodity production became dominant.

After emerging during Lite disintegration of the primi- 
tive-ooimnuual system, commodity production existed under 
both the slave and feudal modes of production, but subsis­
tence economics still predominated. This means that each 
economic unit carried out all types of work, from obtaining 
various lypcs of raw material to processing them for its 
own consumption. This typo of economy, with mainly 
surpluses being exchanged, predominated right until the 
emergence of capitalism.

The development of capitalism dealt a final blow to the 
subsistence economy. Under capitalism, all the products 
of labour, as well as the land arid labour power, assume 
the form of commodities. When labour power becomes a 
commodity, commodity pruductiou becomes universal in 
character and now predominates.

Since, under capitalism, the lminnfacture of commodi­
ties becomes the predominant form of production, the rela­
tions between people in the process of social production, 
i.c., rclalious of production, arc expressed in commodity 
relations. In fact, lei us take the chief production relation 
in capitalist society—the relation of exploitation of the 
proletariat by the bourgeoisie. In order that the 
capitalist might exploit the worker, the latter 1ms 
lo sell his labour power, which acts as a commo­
dity. The capitalist pays the worker a wage, with 
which the worker buys means of subsistence-commo­
dities. Thus, the relations oF production between the work­
er and the capitalist are not direct; they pass through the 1

1 V. J. Lenin, “On the So-Called Market. Question", Collected 
IFor/ii, Vot t, Progress Publishers, Moscow, 1977, p. 93.



medium of commodities and assume the character of com­
modity relations.

The capitalists sell one another their products ami buy 
raw materials, equipment and other commodities from one 
another. The relations between capitalists also assume a 
commodity character.

Consequently, in capitalist society, commodity produc­
tion acquires a general, dominating character, while the 
relations between people operate as relations between things 
or commodities.

The conditions lor
the rise oT commodity production

Commodity production emerges only under certain con­
ditions. The main condition for the emergence and exist­
ence of commodity production is the social division of 
labour. This means that the production of the various prod­
ucts is divided between individual people or groups of 
people. For example, some people produce fabrics, others -  
footwear, yet others—domestic items, another group—instru­
ments, and so on. It is obvious that, in order to satisfy 
their requirements, those people must exchange the results 
of their labour. Thus all the producers, taken together, 
constitute, as it were, a Jargc production collective whoso 
members depend on one another.

But the social division of labour is only one of the con­
ditions for the existence of commodity production. Another 
essential condition is the presence iu society of various 
(isolated) owners of means of production. Let us imagine 
that a person has made something and wants to sell it. 
Can he do this? Yes, provided lie is the owner of the means 
of production that he used to make the thing and, conse­
quently, the owner of the thing itself. Within primitive 
communes, for example, in spile of the existence of the di­
vision of labour, there was no commodity production or 
commodity exchange. The members of the commune ex­
changed the results of their own labour, but they did not 
soil things to one another, since it was the commune as a 
whole that owned the means of production and the prod­
ucts of labour. Jt was a different matter when communes 
exchanged will) one another. In this case a change of 
ownership look place and the product of labour was a com­
modity.
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And so, social division of labour and the presence in so­
ciety of various owners of means of production provide the 
basis for commodity production. Only given both these 
conditions do commodity production and exchange oT prod­
ucts in the form of sale and purchase take place.

There are two main types of commodity production bas­
ed on private ownership of the moans of production—sim­
ple and capitalist.

Simple and capitalist 
commodity production

Capitalist commodity production emerges under certain 
social condilions on tho basis of simple commodity pro­
duction.

The most characteristic representatives of simple com­
modity production are small peasants and craftsmen. They 
base their production cm personal labour, i.c., they them­
se lves work, without exploiting tho labour of others. Each 
simple commodity producer is a private owner of means of 
production, and he carries out production not for his own 
consumption, but for the market, for sale.

Simple commodity production is dual in nature. On the 
one hand, in as far as it is based on private property, the 
small peasant or craftsman is an owner, and this draws 
him doser to the capitalist. On tho other hand, in as far as 
simple commodity production is based on personal labour, 
the commodity producer is a labourer, which draws him 
closer to the proletarian who, in contrast to the simple 
commodity producer, does not have any means of produc­
tion of his own. Herein lies the community of interests of 
the working class and the peasantry aud the possibility 
of an alliance between them.

Under certain social conditions, simple commodity pro­
duction serves as I he point of departure and basis for tho 
emergence of capitalist production. There are two such 
conditions. First, private ownership of the means of pro­
duction. As we have seen, this condition emerged during 
the disintegration of primitive society. Second, conversion 
of labour power into a commodity. This was completed du­
ring the disintegration of feudal society.

Simple commodity production is not stable; a differentia­
tion constantly takes place among the peasants and crafls-
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men, ¡.0 ., there is a stratification between those (the mi­
nority) who gel rich and the rest (the majority) who be­
come poorer and poorer. The peasants and craftsmen who 
are ruined become proletarians. Under the conditions men­
tioned above, Lhcse processes led to the formation of a 
bourgeoisie and a proletariat in both town and village.

Capitalist commodity production, like simple commodity 
production, is based on social division of labour and pri­
vate ownership of the means of production; it is not, how­
ever, based on the personal labour of the owner of the 
means of production, hut on exploitation of wage labour. 
Under capitalist commodity production, (be capitalist has 
the means of production and money at his disposal. With 
his own money he buys labour power, which puts the 
means of production in motion. The transmutation of la­
bour power into a commodity means that, under capital­
ism, commodity production develops further and becomes 
universal. The exekango of commodities, Lenin wrote, is 
the “simplest, most ordinary and fundamental, most com­
mon and everyday relation of bourgeois (commodity) so­
ciety". 1 This is why we must clarify exactly what a com­
modity—this economic cell of capitalism—really is.

2. THE COMMODITY
AND LABOUR CREATING COMMODITIES

The use value
and value of a commodity

A commodity is a thing that* first, satisfies some human 
need and, second, is produced not for personal consump­
tion, hut for sale or exchange.

The person who produces an object for his own con­
sumption is producing only a product, riot a commodity. 
In order for the product to become a commodity, it must 
satisfy sonic social need, i.e., a requirement for it on the 
part of other members of society.

There are two closely interlinked aspects of tiro commo­
dity: use value and value.

‘ V. 1. Lenin, “On I ho Question of Dialectics", Collected IForfcs, 
Vol. 38, Progress Publishers, Moscow, 1!)72, ¡i. 360.
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Since a commodity satisfies some human demand it is 
said lo liave use value. The needs satisfied by commodities 
may bo extremely diverse. The commodily may be an es­
sential, such as bread, clothing, or footwear. It may be a 
luxury—expensive wine, precious items, and so on. It may 
also be a means of production such as machines, coal, iron, 
etc.

Each thing may have several use values. Thus, coal 
may he used as a fuel or as a raw material for making 
chemical products.

The discovery of a use value, i.e., the utility of a thing 
for mankind, takes place during the historical development 
of society and is a result of the development of the produc­
tive forces. Coal, for instance, was used by man long ago. 
The development of science and technology allowed new 
qualities of coal to be revealed and it began to be used 
as a raw material for the chemical industry.

Under commodity production there is a continuous ex­
change of various use values in a specific quantitative ra­
tio. Ono axe, for example, may be exchanged for 20 kg of 
grain. This quantitative ratio according to which one use 
value is exchanged for another is the exchange value of 
the commodity. Two qnesLiom arise when considering ex­
change value:
(1) on what basis can commodities of different types be 
equated and
(2) why arc different commodities equaled in definite 
proportions, in a definite quantity? If different, totally dis­
similar commodities are equated in exchange, this moans 
they have something in common. Even Aristotle noted that 
“exchange cannot lake place without equality, and equality 
withou t cornparability’’.

All commodities have the following qualities to some ex­
tent or another: utility, ability to be a subject of supply 
auc! demand, rarity and labour.

Which of these qualities determines a commodity’s value?
At first glance it may seem that the utility of a commo­

dity is behind its value: after all, the moro useful and nec­
essary a thing is, the higher its value must he. In real­
ity, however, there is constant evidence that utility ¡s not 
the reason lor value. The most useful things arc often 
cither free of charge (such as air) or very cheap (such as 
water) whore they occur in adequate quantities in nature, 
while tilings of little use to mankind often cost, a lot (snob

46



as diamonds). In facl, if products cost more, llie more 
useful llioy wore, bfead and water would cost more lliau 
diamonds. Utility, or use value, is, therefore, a condition 
of and not the reason lor value. Although value cannot 
exist without use value, the latter is quite possible without 
value (for example, air has considerable use value but no 
value).

Can supply and demand determine the magnitude of 
value? At first sight it might seem so. The greater the de­
mand for commodities, the higher, of course, arc the pri­
ces charged for them, and vice versa: the greater the sup­
ply of a commodity, the more there is of it on the market, 
the lower its price.

Going deeper into the question, however, it becomes 
clear that the value of commodities docs not depend on 
supply and demand. Let us take, for example, sugar and 
salt. Llolh of these goods arc equally subject to the Jaw of 
supply and demand. If the demand for them is equal to 
the supply, the value of a kilogramme of sugar is still in­
comparably higher than that of a kilogramme of salt. This 
means that supply and demand have nothing to do with it. 
True, Llie size of the supply and the demand do influence 
the prices of commodities: it is not, however, the magni­
tude of the value they determine, but the degree of diver­
gence of market prices from the value ol commodities. 
Willi an increase in the demand for a commodity and a 
drop in the supply of it, market prices rise above value, 
and, in the opposite case, when demand diminishes and 
supply rises, they fall below value. Only when supply 
equals demand do market prices correspond to value. Yet 
such a situation is hardly ever encountered in capitalist 
commodity production, so supply and demand do not del er­
mine value.

Can tho rarity of commodity determine its value? There 
arc thousands of examples in reality to show that it can. 
Take, for instanco, gold, diamonds and bread. The first 
two are rare, and very expensive. There is a lot. more bread 
around, and it is much, much cheaper although it is of 
considerably more use to people. This docs not mean, how­
ever, that rarity is the reason for greater value. For exam­
ple, when there is no rain for several years people long for 
it- tho “demand” lor it is tremendous, hut in spite of ail 
its rarity and utility, and the need for it, it still has no 
value that can bo expressed in money terms.
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Consequently, neither utility, nor the ability to ho the 
subject of supply and demand, nor rarity arc the reason 
for value. The only common denominator left is labour, 
and it is indeed labour that is (he basis, or, as Marx puts 
it, the substance of value. The more labour is required 
to produce a particular commodity, the greater the latter’s 
value and the more expensive it is. Gold is more expen­
sive than coal because considerably more labour is used 
in finding gold and purifying it tlian in extracting the 
same quantity of coal.

All commodities ave the result of human labour. They 
arc mutually comparable because they all include a cer­
tain quantity of embodied labour. The fact that commodi­
ties are the products of labour makes them values.

Value is the social labour of commodity producers em­
bodied in a commodity. The tend “embodied” stresses the 
fact that the labour included and embodied in the commo­
dity has assumed the form of a thing or a commodity it­
self. The quantitative relations and proportions in which 
commodities are exchanged constitute a form in which val­
ue is manifested; they show that equal amounts of labour 
have been spent on the exchanged items and that they are 
of equal value.

The value of a commodity is a social category; it is not 
visible, but it makes itself felt every time once commodity 
is exchanged for another aud commodities are equated with 
one another. This is why Lenin said that “value is a rela­
tion between two persons . . .  a relation concealed beneath 
a material wrapping”. 1

Use value has always existed and will always exist, but 
the commodity as a value appeared at a certain stage in 
the development of society, together with commodity pro­
duction and exchange. When commodity production dies 
out, so will the value of the commodity. Consequently, val­
ue is a social and historical category, i.e., it exists at a 
specific stage in the development of society.

Although a commodity is a unity of two aspects (use 
value and value), this unity is contradictory. How is this 
seen?

As use values, commodities arc qualitatively heterogeneous 
(wheat, cloth, iron and so on), while as values they are

1 V. I. t.enin, “Karl Marx”, Collected Works, Vol. 2t, Progress 
Publishers, Moscow, 1U71, p. GO.
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qualitatively homogeneous (they aro all products of human 
labour). As use values, commodilios are intonded for con­
sumption; as valuos they aro intended for sale. The produc­
er of the commodity is interested in the value (and not 
Llio use valuó), hut in order for commodity to he re­
alisable as a value, it must he a use value, i.e., thero must 
be a demand for it on the part of the other memhers of 
society. As a use value, the commodity is tangihle, while 
its valuó is not. Such are the contradictions hetween the 
use value and value of the commodity.

Thus, wo have seen that the commodity has two quali­
ties: it i3 a unity of uso value and value.

What is responsible for the dual nature of the commo­
dity?

Concrete and abstract labour

The dual nature of the commodity is explained hy the 
twofold character of the lahour that produces the commo­
dity, The lahour of the commodity producer, as emhodied 
in the commodity, on the one hand, acts in the form of 
concrote lahour and, on the other, in that of ahstract la­
bour.

Concrete labour is labour spent in a specific, purposeful 
and useful form. A person cannot work “in general". 
When he performs a particular joh, it is the work of a 
cobbler, a farmer, or miner, etc.

Various forms of labour differ in quality, the skills, in­
struments and materials used, and finally, their results,
i.e., the products, use values. Concrete labour creates the 
use value of the commodity.

But looking closer at the various types of lahour, a fea­
ture common to them all is discovered—the expenditure 
of human lahour in general, i.e., the expenditure of the 
energy of muscles, the hrain, nerves, and so on. Labour 
considered in isolation from its concrote form, lahour as 
the expenditure of human lahour power, is abstract la­
bour. Abstract labour forms the value of the commodity.

Concrete lahour, as the croator of use value, has always 
existed and will always do so—hoth under commodity pro­
duction and in its ahsence. Ahstract lahour is inherent on­
ly in commodity production. The reduction of the various 
types of concrete lahour to one and the same ahstract la-
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hour, labour in general, is connected with the oxistenco of 
commodity production, with the fact that the product is 
made for sale. In fact, if the commodity producer has 
made, for examplo, boots, how can lie exchange them for, 
say, grain on the market? As use values, these products 
aro incomparable. This means that they can only bo com­
pared according to the amount of lahour spont on them. 
If, for instance, the cobbler exchanges a pair of boots for 
100 kg of grain, this means that equal amounts of ab­
stract lahour are spont on the boots and the grain. If the 
boots were made not for exchange but for the use of the 
cobbler’s family, there would be no need to determino how 
much abstract labour was embodied in them. When com­
modity production dies out, so does the category oí ab­
stract labour.

The twofold nature of tbe labour producing the commodity

In simple and capitalist commodity production thore is 
an antagonistic (irreconcilable) contradiction botween con­
crete and ahstract lahour. This is manifested as a contra­
diction between private and social labour.

Private and social labour

Under the conditions of commodity production, each com­
modity producer puts out a specific type of commodity. 
There is division of labour in society and, tho deeper it 
is, the moro branches of production there are, the broader 
tho commodity producers’ contacts, and tho stronger their 
all-round dopendence on one another. Dozens and even 
hundreds of people of diverse trades take part in the man­
ufacture of almost any itom. This means that tho lahour



of each commodity producer is a part of social labour and 
is social in character.

Yet, in a society where thoro is private ownership of 
tbe means of production, the commodity producers operate 
in isolation from one another; they are disunited. Their la­
bour, which is essentially social, therefore takes tho form 
of private labour. The social character of labour is hidden 
here, and it only appears in the exchange of goods on the 
market. It is in the exchango of commodities through sale 
and purchase that it becomes clear that tho privato lahour 
of the given producer is a part of social labour, since it is 
necessary for society.

Since the producer’s labour is private and social in char­
acter, there appears the basic contradiction of simple com­
modity production—that between private and social labour. 
This contradiction is rovealed during exchange. When the 
producers come to the market, some of them can sell their 
goods, while others cannot. They cannot sell them either 
because there is no demand for them or because they are 
too expensive. If, however, the producer does not realise 
his commodity, this means that his private lahour has not 
found social recognition; tho producer makes a loss and, 
if this happens frequently, he is ruined. Consequently, the 
contradiction between private and social lahour leads to 
tbe ruin of some producers and tbo enrichment of others.

The magnitude of the value 
of the commodity

Sinco the valuo of a commodity is created by labour, 
the magnitude of the value is measured hy the amount of 
labour embodied in the commodity. But there are many 
producers and they spend different amounts of lahour on 
producing identical commodities. For this reason, the valuo 
of a commodity cannot be measured by the actual expendi­
ture of lahour by each individual producer. If the magni­
tude of the value of the commodity were determined by 
the physical expenditure of lahour hy oach individual pro­
ducer, thero would he no single magnitudo lor the value 
of identical commodities. In reality, however, identical com­
modities have equal values in exchange. The magnitude of 
the valuo of a commodity is determined by the expenditure 
not of individual labour, but of socially necessary labour,
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moasured not by the individual labour time spent by each 
individual producer, but the labour time that is socially 
necessary to produce the given commodity.

By socially necessary labour time we mean the time re­
quired to produce a unit of the commodity under average, 
socially normal production conditions in tbo given industry 
(standard of technology, producers’ skill, labour intensity). 
As a rule, socially necessary labour timo is determined by 
the conditions of production under wbicb tbe greatest 
quantity of commodities of the given type are produced.

Socially necossary labour time is constantly changing, 
so the magnitude of value is, too. The change in tbe so­
cially necessary labour time is a consequence of a change 
in labour productivity. The productivity of labour is ex­
pressed in the quantity of output created per unit of labour 
time or is determinod by the amount of labour time spent 
per unit of the product of labour. A rise in the productivi­
ty of labour means any change at all in the labour process 
that reduces the expenditure of labour per unit output. The 
higher labour productivity, i.o., tbe greater the output that 
can be produced during a given period of time, tbe lower 
the value of the commodity. And, vice versa, the produc­
tivity of social labour will be lowor, the greater the social­
ly necessary labour time required to produce the given 
commodity, in which case the value of tbe commodity will 
be higher. Consequently, the labour productivity and value of 
each unit of tbe commodity are inversely dependent on each 
other. If labour productivity rises, tbe value of the commo­
dity falls, and the opposite: if labour productivity falls, 
the value of the commodity risos.

The productivity of labour must be distinguished from 
the intensiveness of labour. Labour intensity is expressed 
in the expenditures of labour per unit of time. The moro 
labour is spent over a given period of time, the more out­
put is produced, but tbe value of the commodity may not 
change, since a largor amount of labour is now distribut­
ed over a larger quantity of output.

The magnitude of the valuo of the commodity is affected 
by the complexity of labour. Labour is divided into skilled 
and unskilled according to its complexity. The labour of a 
worker who has not undorgone any special training is 
simple (unskillod) labour. That requiring special training 
is complex (skilled) labour. Complex labour creates more 
value per unit of time, which is why Marx says that com­



plex labour acts as simple labour raised in degree or mul­
tiplied.

In commodity production based on private property the 
reduction of different types of labour, labour requiring dif­
ferent degroes of skill and of different productivity, to a 
common denominator, the abstract labour, forming the 
value of the commodity, takes place spontaneously on the 
market during the sale of the commodity. The value ox- 
presses the relations of production betwoen tbe producers, 
the mutual exchange of thoir aclivitios. Superficially, how­
ever, these rotations are relations between things.

3. THE DEVELOPMENT OF EXCHANGE 
AND, THE FORMS OF VALUE

Exchange value—the form 
of manifestation of value

The value of a commodity is created by the labour spent 
on producing it, but the value reveals itself only when 
one commodity is equated to another in the process of ex­
change, i.e., through exchange valuó. Thus, the value of 
one commodity cannot be expressed directly in terms of 
labour time; it is expressed through tho medium of an­
other commodity. For instance, one axo=20 kg of grain. 
Here the grain servos as a means for expressing tho value 
of the axe. This equation states that equal amounts of 
labour wore spent on producing 20 kg of grain and one 
axe. A commodity that expresses its value in terms of 
another commodity (in our example, the axe) has relative 
form of valuó. Tho commodity, whose use value servos as 
a moans for expressing the value of anothor commodity 
(in our example, the grain), has an equivalent form of 
value.

Exchange value has developed considerably through his­
tory from an elemontary, accidental form of value to the 
money form oí value.

The elementary form of value
In subsistence production, when the products were pro­

duced for personal consumption rather than for exchange, 
only chance surplusos of products woro exchanged. The
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quantity of products exchanged was limited. One particu­
lar good was exchanged diroctly for another one and ex­
pressed its value only in terms of the other one. For exam­
ple, one axe *=20 kg of grain, or x  of commodity A —y of 
commodity B. Since exchange was chance in character, no 
identical form of measurement was developed for the mag­
nitude of the value of the commodity. Here we are dealing 
with the elementary, one-time or accidental form of value.

The total or expanded form of value

Under the primitivo-communal system, when the first 
major social division of labour look place—the separation 
of livestock-breeding from farming trihes, and also various 
crafts began to develop—more and more commodities be­
gan to he offered for exchango: livestock, grain, and so on. 
Exchange between producers became a regular thing, but, 
in tho exchange of commodities, it became increasingly 
clear that many people wanted one particular commodity, 
which happened to be livestock. Livestock was equated to 
and exchanged for many other commodities. For example,

( = 4 0  kg of grain 
I =  20 m of cloth 

1 sheep | —2 axes
J = 3  gr of gold 
( = x  of commodity A, etc.

This form in which the valuo of one commodity can be 
expressed in a multitude of other commodities is called 
the total or expanded form of value.

The general form of value

As commodity production and exchange devoloped, the 
commodity for which there is the greatest demand grad­
ually comes to stand out among all the others. All com­
modities begin to express their value in terms of one and 
the same particular commodity. A commodity that serves 
to express tho value of many other commodities is a uni­
versal equivalent, i.e., of equal value for any other com­
modity. When the universal equivalent appears there is
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a transition from the expanded form of value to the genoral 
form of value, which can he expressed thus:

40 kg of grain \
20 m of cloth
2 axos
3 gr of gold
x  of commodity A , etc.

1 sheep

The transition to the general form of value results in 
the appearanco of tho circulation of commodities. Now 
each act of exchange is dividod into two stages—sale and 
purchase. At this stage, the role of the universal equiv­
alent has not yet been assumed by one single commodi­
ty. In some places livestock was the uuiversal equivalent, 
in others—salt or furs, etc.

The further growth of commodity production and the 
expansion of oxchango required a transition to a single 
oquivalont since many different commodities fulfilling the 
role of the universal equivalent impeded tbo development of 
exchango and conflicted with the demand on the growing 
market. This contradiction was resolved hy tho precious 
metals—silvor and gold—gradually coming to fulfil the 
role of the universal equivalent on a constant basis.

The money form of value
When the role of the universal equivalent hecame at­

tached to a single commodity, such as gold, the money 
form of value aroso. This can ho expressed as follows:

40 kg of grain 
20 m of cloth 
2 axos 
1 sheep
x of commodity A , etc.

1

=  3 gr of gold

The transition to tho money form of value took place 
after the second major social division of lahour—the sepa­
ration of handicrafts from agriculturo. Because they havo 
specific qualities (homogeneity, divisibility, small volume,
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etc.), it was gold and silver that became the universal 
equivalent and turned into money. Money is a specific 
commodity that fulfils the social function of expressing the 
value of all other commodities. When money appeared, all 
commodities hegan to measure their value in money terms.

4. MONEY

The essence of money and its functions

Money emerged spontaneously in the course of the his­
torical development of commodity production and ex­
change. It was tho development of the forms of value from 
tho most elementary ones that led to the appoarance of the 
money form of value and money itsolf.

Gold and silvor, metal coins or hank notes are used as 
money. Theso types of money did not appear all of once, 
however; they were the result of protracted development. 
Initially, it was the commodity most often exchanged that 
was singled out as money. Individual peoples used 
different things at different times as money: pelts, live­
stock, leather, grain, salt, etc. As exchange developed, 
tho role of money was transferred from one commodity to 
another. Over a long period of development of the commo­
dity economy, it was gold that firmly assumed the role of 
money. In the 19th century gold was used as money in 
the vast majority of countries.

As the commodity oconomy developed, money hegan to 
fulfil several functions: a measure of the value of a com­
modity, a means of circulation, a means of accumulation or 
hoarding, a means of payment and universal money.

Measure 
of value

Tho functions of money

Means of 
circula­

tion

Means of 
accumu­

lation  
or hoar­

ding

Means of 
payment

Univer­
sal

money



Let us look closor at each of those functions.
Money’s chief function is a measure of value. The es­

sence of this function consists in money boing used to 
measure the valuo of all commodities. In order that it 
might fulfil its role as a measure of value, money must have 
value itself. Just as the weight of a hody can he measured 
by using an iron weight only hecause the latter has a weight 
of its own, the value of a commodity can only be measured 
using another commodity that itself has a valuo.

The value of a commodity is measured through the me­
dium of gold. Whon setting a specific price for a good, the 
owner is mentally or, as Marx put it, “ideally”, expressing 
the value of the commodity in terms of gold. A commodity 
can he equated to a certain quantity of gold hecause, in 
reality, there always exists a certain correlation hetween 
the value of gold and the value of the givon commodity. 
This correlation is based on socially necessary labour ex­
pended on producing the commodity and gold.

The value of a commodity expressed in monoy is called 
its price.

Commodities oxpross their value in terms of a spocific 
quantity oT gold or silver. This amount of monetary mate­
rial must he measurahle. A dofinite weight of it is taken 
as a unit measure of money. The monotary unit in the 
USA, for examplo, is the dollar, in Britain it is tho pound 
sterling, in France—tho franc. To facilitate measurement, 
monetary units are divided into smaller parts: the dollar 
into 100 cents, the franc into 100 centimes, the pound ster­
ling into 100 peaces.

The monetary unit with its divisions serves as the stan­
dard of price.

Money’s second function is as a means of circulation. 
Until monoy appeared, there was elementary exchange of 
commodities, i.e., a commodity was exchanged directly for 
another one. When money appeared, it was used to faci­
litate this exchange. First, the commodity is sold for mon­
ey, and then another ono is hought with this money. The 
exchange of commodities carried out with the help of mon­
ey is callod commodity circulation (commodity—money 
—commodity). It must, however, he noted that once the 
commodity has hecome the property of the purchaser, it 
loaves circulation while money is constantly in tho sphere 
of circulation, i.e., it goes from hand to hand. Thus, mon­
ey is an intermediary in the circulation of commodities
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and fulfils the function of a means of circulation. In order 
to fulfil this function, tho money must he at hand.

Initially, in the exchango of commodities, money was 
used in the form of bars of gold and silvor, but this was 
inconvenient for many reasons. They had to be weighed 
every time, broken down into small pieces, and tosted for 
purity. Gradually, therefore, gold and silver bars were re­
placed hy coins minted by tho slate. A coin is a piece of 
monetary metal of standard shape, with a state stamp that 
confirms its weight and purity.

During circulation, coins become worn and lose part of 
their value, but, in practice, worn coins are accepted as 
full-value money. This is because, in fulfilling its func­
tion as a means of circulation, money does not stay long 
in the hands of either seller or purchaser. The producer 
is interested in the nominal value of the money ho re­
ceives, and does not caro whether he is paid with old or new 
coins: it makes no difference, as ho will immediately spond 
them, anyway, in order to purchase the commodities he 
requires. As a rosult, the function of a means of circula­
tion can be fulfilled by coins of less than full value and 
even by paper money.

As the commodity economy developed, money began to 
fulfil the function of a means of accumulation or a means 
of hoarding. Money is a universal embodiment of wealth. It 
can be used to acquire any commodity. Producers accumulate 
money and savo it in order to buy t-lie commodities they need. 
This function can be fulfilled only by full-value m on ey -  
gold and silver coins or things made of gold and silver.

Money fulfils the function of a means of payment. Com­
modities are not always sold for cash. Sometimes they are 
bought or sold on credit, or on deferred payment terms. 
During purchase on credit, the transfer of the goods from 
the seller to tho purchaser takes place without payment 
and the money must be handed over within a certain pe­
riod of time. Hero money is fulfilling the function of a 
means of payment

For example, a smith makes a plough in the spring. The 
peasant needs this plough but has no cash to huy it with 
until the autumn when ho has sold his harvest. In this 
situation, the peasant can only receive the plough from 
tlio smith on credit, i.o., payment will be put off until the 
autumn. Money acts as a moans of payment also in the 
payment of taxes, land ront, and so on.
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The functions of monoy as a moans of circulation and a 
means of paymont make it possihle to clarify the law 
according to which tho mass (quantity) of money neces­
sary for the circulation of commodities is dotormined.

The amount of money noccssary for circulation depends 
on: (1) the sum of the prices of the commodities in circu­
lation; (2) tho speed with which money circulates. The 
faster money circulates, the less of it is required for circula­
tion, and vice versa. If, for example, commodities worth 
100 hillion dollars are sold during tho year, while, on ave­
rage, each dollar makes 50 turnovors, the following formu­
la will dotorminc the amount of money required for the 
circulation of the total mass of commodities:

. , .  eum total of commodity pricesAmount of money = — s—rr— ;----------- . , =J velocity of money circulation
100 b illion dollars

50

monoy 

■—2 billion dollars

Thanks to credit, the requirement for money is reduced 
by the sum of the prices of the commodities sold on credit 
and the sum of mutually cancelling payments (clearings). 
Thus, the full formula of money circulation acquires tho 
following form:

M P —C +  PD—Cl
MT

The law of money circulation is that the amount of 
money roquired for commodity circulation must equal tho 
sum total of tho prices of commodities to he sold (P), 
minus the sum total of the prices in credit sales (C), 
plus the total payments 'due (PD), minus the total of 
mutually cancelling payments (clearings) (Cl), all divided 
by the average numher of monoy turnovors (MT).

This law is of significance for all social formations under 
which commodity production and circulation exist.

Money also fulfils the function of universal money. On 
the world market, as Marx put it, monoy strips off its 
local garh and acts not in the form of coins, hut in its 
original form—that of bullion. In the trade turnover be­
tween countries on the world market, gold is tho universal 
moans of purchase and payment and the ahsoluto mate­
rialisation of social wealth.

Such are tho functions of monoy, all of which aro integ­
rally interlinked and express, in different forms, the essence 
of monoy as the universal equivalent.
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In social formations based on exploitation (slavery, feu­
dalism, capitalism), money has a class nature; it is a 
means of exploitation.

Gold and paper money. Inflation

Paper money consists of money tokens, issued by the gov­
ernment, to replace and represent gold in its function as 
a means of circulation and a means of payment. Paper 
money in fact has no value of its own, so it cannot fulfil 
the function of a measure of the value of commodities.

Paper money was first issued in America in 1690. In 
Russia it appeared in 1769.

However many paper tokens are issued, thoy represent 
only the value of the quantity of gold nocessary to cover 
commodity turnover. If the amount of papor money issued 
corresponds to the amount, of gold necessary to keep up 
commodity circulation, the purchasing power of paper mon­
ey coincides with that of gold money. Usually the bour­
geois state resorts to additional issues of paper money, 
since its incomes are usually below its outlays. This is par­
ticularly characteristic during wars, crises and other dis­
ruptions. As a rosult, the paper money depreciates.

Let us take an example, assuming that fivo billion gold 
coins, each worth a dollar, are required for commodity 
circulation. The state issues this number of paper dollars. 
This means that each paper dollar represents one gold coin. 
Let us assume that commodity circulation remains unchang­
ed, but the state issues a further five billion paper dollars. 
One gold coin is now represented by two paper dollars, 
with which it is possiblo to buy only the same number 
of commodities as could previously be acquired for one 
dollar. Thus, the paper money has depreciated and its pur­
chasing power has fallen.

This process is called inflation. Inflation entails a rise 
in commodity prices, but the wages and incomes of the 
working people in the capitalist countries grow during pe­
riods of inflation, if they grow at all, more slowly than do 
prices. This is why the working masses suffer most from 
inflation.

At a particular stage, inflation leads to serious disrup­
tions in tho economy. Thero are various means for restor­
ing normal monoy circulation. One of the methods of
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monetary reform is for tbe depreciated money to be re­
placed by a smaller quantity of new money.

The contont and methods for implementing monetary 
reforms are determined by the bourgeois state in the inter­
ests of the ruling class. As a consequence of monetary 
reforms carried out by tbe bourgeoisie, the standard of liv­
ing of the massos falls.

In addition to monetary reforms, tbe capitalist countries 
devalue their currencies. Devaluation is a drop, fixed legis­
latively, in the gold content of the national monetary 
unit and, correspondingly, a drop in its official exchange 
rate in relation to the currencies of other countries. By 
resorting to devaluations, tbe bourgeois governments try 
to eliminate economic disturbances at tbe expense of tbe 
working people. Mass devaluations of the capitalist coun­
tries’ currencies took place in 1949 and in 1967, but in 
relation to the US dollar not to gold. By the early 1970s, 
the unprecedented scalo of militarisation of tbe economy, 
and tbe deterioration of the USA’s position on tbe capitalist 
world market led to tbe US government officially abolishing 
the exchange of paper dollars for gold and reducing the 
gold content of the dollar, especially in 1971 and 1972. 
The devaluation of the US dollar, the main reserve curren­
cy of the capitalist world, is one of the cloarest manifes­
tations of tbe monetary and financial crisis of imperialism.

Credit money

Apart from paper money, in tbe capitalist countries there 
also exists credit money, which arises from money’s func­
tion as a means of payment. The simplest form of credit 
money is tbe bill of exchange, or promissory note, which 
is debtor’s document of standard form, expressing an obli­
gation to pay a certain sum of money by a certain date. 
By passing from hand to hand during the sale and pur­
chase of commodities, the promissory note or bill of ex­
change fulfils the role of money.

Initially, tbe role of credit monoy was fulfilled by the 
private commercial bill, i.e., one given by the purchaser 
of tho commodity. But the promissory notes of individuals 
had a very narrow circulation, as they were only accepted 
by people acquainted with tho signatory. Later, tbe bills 
of individuals began increasingly to be accepted and dis­



counted hy hanks. In their place, however, the hanks hegau 
to givo their own promissory notes, which came to bo call­
ed hank notes. Bank noles are the promissory notes of the 
baukor, and on presenting them at any timo, the bearer 
can receive their value iu cash from the bank.

Bank notes could he exchanged for gold or other coin 
money. Under these conditions they circulated on a par 
with gold, and did not depreciate. As capitalism develops, 
tbero is a relativo fall in the amount of gold in circulation 
and it begins to be accumulated increasingly in tho form 
of gold reserves in the central emission hanks. In circu­
lation gold hegins to he replaced hy hank notes and then hy 
paper monoy. Initially, hank notes were usually exchangeable 
for gold but later on inconvertible ones were issued. This 
made bank notes increasingly similar to paper money.

Monetary systems
For a comprehonsive description of money, we must con­

sider tho various monetary systems that exist in the capi 
talist countries.

Monetary systems are the forms in which a country’s 
money circulation is organised. There have heen both me­
tallic and paper monetary systems. If only one metal (gold 
or silver) acted as monoy, the system was called mono­
metallic, hut if both these metals wore accepted as money, 
it was a bimetallic system.

At different stages in the development of capitalism (16th 
and 17th centuries), the monetary systems of many coun­
tries were himetallic. By the end of the 19th century, how­
ever, almost all the capitalist countries had gono ovor to 
a monometallic gold-based system of money circulation.

The main features of a monometallic system are: freo 
minting of gold coins, exchango of other money tokens for 
gold coins and gold flows between countries. The free mint­
ing of gold coins means that private individuals may ex­
change their gold for coins at the mint. At the same time, 
the owners of coins may turn them into gold hullion. Undor 
such a system, the quantity of monoy in circulation corres­
ponds spontaneously to the requirements of commodity 
circulation.

Under gold monometallism, small change coins made of 
copper, nickel, and so on are issued for the purposes of 
small-scalo turnover.



From tho hcginning of the First World War (1914- 
1918), the capitalist countries went over to a paper money 
system of circulation. Gold is now no longer in circulation 
anywhere. This is due to the general crisis of capitalism, 
the militarisation of the economy and tho hourgeois states' 
use of money issues to roh tho working people.

5. THE LAW
OF VALUE-AN ECONOMIC LAW 

OF COMMODITY PRODUCTION

Competition and anarchy in production

When private ownership predominates, the production of 
commodities takes place spontaneously. There is no (nor 
can there be) any institution to instruct the producer which 
commodity to manufacture and in what quantity. Indivi­
dual entrepreneurs and farmers do not co-ordinate their 
production with other entrepreneurs or consumers. Anarchy 
prevails, i.e., production is unplanned and disorganised.

The anarchy of production is intensified hy competition, 
the fierce struggle hetweon private producers for moro 
profitable conditions of production and marketing and for 
higher profits. Competition and anarchy of production are 
a law of commodity production hased on private property. 
Each producer, bo he a peasant, craftsman or capitalist 
(the capitalist does not, of course, produce the commodities 
himself, hut on the market he acts as the producer) strives 
for the highest possible income from the sale of his commo­
dity. He cannot, howevor, predict exactly what the demaud 
for it will he. He only knows which commodities wore 
in great demand recently, and strives to produce as many 
of them as possihle. But the other producers act in the 
same way, with the result that each of them operates at 
his own risk. It often turns out that far moro of a com­
modity is produced than is required hy socioty.

How, then, is  production regulated in a society in which 
private ownership of the means of production predominates? 
It is regulated by the law of value.



The law of value
The law of value is the economic law of commodity pro­

duction in accordance with which commodities are produced 
and exchanged in correspondence with the quantity of so­
cially necessary labour expended on making them. In other 
words, the law of value means that commodities are ox- 
changed at value, i.e., exchanged commodities contain equal 
quantities of socially necessary lahour and are equivalents. 
Consequently, the price paid for a commodity (let us rocall 
that price is the monetary expression of value) must cor­
respond to its value. In reality, howover, under the impact 
of supply and demand, the prices of commodities exceed 
or fall short of their values. The smaller the supply of a 
commodity on the market, the more the demand for it 
exceeds this supply, the higher its price will be, and vice 
versa. Does this mean that the law of value does not ope­
rate? Not at all. The operation of any law can only be 
understood by studying a tremendous number of facts. If 
the prices of some commodity are analysed for a protracted 
period, it turns out that the divergences above and below 
value cancel each other out and, on average, price does 
correspond to value.

In spite of the disorderly and anarchic nature of produc­
tion in a commodity society based on private ownership 
of the means of production, an equilibrium and propor­
tionality are from time to time established hetween indi­
vidual branches of the economy. Tbe commodity economy 
owes this to the la w  of value, which regulates production 
and operates through market competition. Engels points 
out that “since tho competition within a society of ex­
changing producers sets in operation the law of value in­
herent in commodity production, it thereby brings about 
the only organisation and order of social production pos­
sible under the circumstances. Only through under-or over­
valuation of products will the individual commodity produc­
ers be shown directly what and how much of this society 
needs or does not need“. 1

The operation of the law of value in commodity pro­
duction based on private ownership of the means of pro­
duction is manifested as follows: •

• F. Engels, Vorwart zu Marx' Sehrlft, “Das Eland der Philo­
sophie”. Marx & Engels, Werke, Vol. 21, Dietz Verlag, Berlin, 1962. 
p. 185.
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1) The law of value spontaneously regulates the distri­
bution of the means of production and labour power be­
tween the various branches of production.

The social division of labour requires a certain propor­
tionality botween branches, otberwiso normal production 
cannot exist. Price fluctuations and, consequently, the high­
er or lower profitability of production give rise to cithor 
an inflow of tbe means of production and labour into a 
particular hranch, or an outflow from it.

Here is a clear and pointed section from M. Ilyin’s' book 
“Tbe Tale of the Great Plan”. Tbe author has managed 
to provide a very descriptive cxamplo of bow the law of 
value regulates commodity produqtion based on private 
property, especially capitalist production.

“Mr. Fox comes iulo somo money—a million dollars. 
But money must be mado to work. Mr. Fox looks through 
the newspapers, asks his friends’ advice and hires agents. 
From morning till night, the agents race ahout the city 
looking and asking. What should Mr. Fox invest his mon­
ey iu?

“At last they find sometliingl Hatsl That’s what be must 
make. Hats sell woll and people are making money out 
of them.

“There’s no point in thinking any more about it. Mr. 
Fox builds a hat factory. Mr. Pox, Mr. Grox and Mr. Knox 
get the same idea at the same time. And they all begin to 
build hat factories.

“Six months later there are several new hat factories 
in the country. The shops are crammed full of hatboxes. 
Tbe warehouses aro bursting at tbo seams. There are an­
nouncements, billboards and adverts everywhere: hats, hats, 
hats. But the factories continue to produce at full steam. 
And then something happens that Mr. Fox, Mr. Knox and 
Mr. Crox did not foresee. People stopped buying hats. Mr. 
Knox drops tbe priqe of bis hats by 20 cents, Mr. Crox 
by 40 cents and Mr. Fox sells bis at a loss, just to get rid 
of them.

“But things got worse and worse...
“. . .  And suddenly—stop! Mr. Fox closes his factory. 

Two thousand workers arc all laid off and thrown on to 
the streots. The next day Mr. Knox closes his. A week 
later virtually all hat factories are at a standstill. Thou­
sands aro out of work. New machinery is rusting away. 
The premises aro sold for demolition.



“A year or two passes. The hats bought from Mr. Knox, 
Fox and Crox bavo worn out. People begin buying ha is 
again. The hat shops are empty. Dusty boxes are brought 
down from the top shelves. Thero just aren’t enough liais. 
Hal prices go up. And then not Mr. Fox, but a Mr. Duddle 
sets up in a profitable business—be builds a hat factory. 
But the same idea occurs to other clever businessmen— 
Mr. Buddie, Mr. Fuddle aud Mr. Nuddlo. And the whole 
thing starts again.”

2) The law o/ value encourages commodity producers 
to develop their productive forces. Tbe magnitude of the 
value of a commodity is, as we have already seen, deter­
mined by socially necessary labour. Tboso commodity pro­
ducers wbo employ more sophisticated techuology and organ­
ise production better, etc., produco their output for fewer 
inputs than are socially necessary. Meanwhile, these com­
modities are sold at pricos corresponding to tbe socially 
necessary labour. As a rosult, those producers receive extra 
money and become rich. This oncouragcs the other produc­
ers to make technological improvements in their enter­
prises, too. This is how technology is improved and so­
ciety’s productive forces develop.

3) Under certain conditions, the operation of the law of 
value leads to the emergence and development of capitalist 
relations. The random fluctuations of market prices around 
value intensify the economic inequality and struggle be­
tween producers. Competition mins some producers and 
enriches others. Tbe operation of the law of value leads 
to a stratification of commodity producers into bourgeoisie 
and tbe proletariat, to a concentration of an increasing part 
of social production in the hands of some capitalists and 
to tho ruin of others.

The fetishism of commodities

We have already oxpiained that the labour of each indi­
vidual commodity producer, being ossonlially social labour, 
has tbe form of private labour. Tho social character of 
labour, the soqial links between producers and their mutual 
dependence are revealed and manifested only on the market 
during the exchange of commodities. It is os if not people, 
but commodities, were entering into relations with ono 
another here. In this situation, the commodities bear and
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express tbe social relations between people. A tbing made 
by a producer, once it comes on to the markot and enters 
into relations with other commodities, ceases, as it were, 
to oboy its master, begins to live a sort of independent 
life, and a capricious one at that. Today a pair of shoes 
may bring in, say, 20 dollars; tomorrow—only 15 dollars. 
The day after, it turns out that no one will give anything 
for shoes. But sometime later, people will do anything to 
get hold of a pair of shoes and will givo anything asked 
for them.

This independent life of tho commodity on tho market, 
so full of chance, also compels people to assign special 
qualities to it that are, in fact, not inherent in it at all. 
People see only relations between commodities whero, in 
fact, there exist social relations of production. The rela­
tions between people are hidden behind thoso botweon 
things.

This transmutation of relations of production, which is 
inherent in the commodity economy based on private own­
ership of the means of production, Marx calls fetishism of 
commodities. 1

As commodity production develops, the fetishism of com­
modities expands and becomes stronger. When monoy ap­
pears on the scene, it acquires its final form—that of money 
fetishism. People see it as a natural quality of money, gold 
that it can purchase anything. In fact, however, this qual­
ity of gold is a rosult of particular social relations, rela­
tions of commodity production.

Tbe secret of commodity fotisbism was first discovered 
hy Marx. With the abolition of private ownership of the 
moaiis of production, commodity fetishism will disappear, 
too.

REVISION EXERCISES

1. What are the conditions that give rise to commodity 
production?
2. Describe simple commodity production and capitalist 
commodity production.

1 The word “fetishism1' means a religious worship by people of 
things they themselves have created—fetishes. A “fetish” is a thing 
that superstitious people believe to have supernatural, magical 
powers.
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3. What arc the use valuó and value of a commodity?
4. What arc concrete and abstract labour?
5. Describo tho main contradiction of simple commodity 
production.
0. What determines the magnitude of the value of a com­
modity?
7. In what do the essence and functions of money consist?
8. What aro paper and credit money?
9. What is tho essence of inflation?
10. What aro competition and anarchy of production?
11. Describo the law of value. How does it operate under 
commodity production based on private ownership of the 
means of production?
12. What is the essence of tho fetishism of commodities?



Chapter III

CAPITAL AND SURPLUS VALUE. 
WAGES UNDER CAPITALISM

At a certain stage in the development of society, com­
modity production is responsible for the emergence of 
capitalism. What is capitalism? Lenin gives a clear and 
simple definition. “Capitalism is the name given to that 
social system undor which the land, factories, implements, 
etc., belong to a small number of landed proprietors and 
capitalists, while the mass of the people possesses no prop­
erty, or very little property, and is compelled to hire itself 
out as workers.” 1

Under capitalism, the working people enjoy porsonal 
freedom, but they are, at the same time, deprived of tho 
means of production and, consequently, means of subsist­
ence, so they are compelled to work in capitalist enter­
prises.

How did it happen that the means of production fell 
into the hands of a small group of peoplo?

1. PRIMITIVE ACCUMULATION 
OF CAPITAL

The conditions for the emergence 
of capitalism

Bourgoois ideologists deliberately distort the history of 
how tho capitalist and working classos emorged. In an

1 V. I. Lenin, “On Strikes”, Collected Works, Vol. 4, Progress 
Publishers, Moscow, 1977, p. 311.
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attempt to justify in overy possible way tbo unjust distri­
bution of material wealth, tbey invent explanations for 
tho division of society into rich and poor. Since time im­
memorial, they say, people have always been different in 
character. Somo are hard-working and thrifty; others are 
lazy. The first group gradually accumulates all sorts of 
wealth, while the second romains poor. In fact, this is a 
totally false explanation of the origins of capitalism.

Two major conditions arc required for capitalism to 
omorge: people enjoying personal freedom, but having no 
means of production or means of subsistence, and therefore 
having to sell their labour power, and a concentration of 
the means of production and large sums of money in the 
hands of certain individuals.

Those two conditions were fulfilled under the feudal sys­
tem during the stratification of small commodity producers. 
The establishment of tho capitalist modo of production was 
accelerated by the most flagrant coercion on tho part of 
landowners, the emerging bourgooisio and the state author­
ities against tho broad population.

The divorce of the producer 
from the means of production.
Accumulation of wealth 
in the hands of a few

The primitive accumulation of capital is the process by 
which the conditions necessary for tho emergence of capi­
talism aro created. “The so-called primitive accumulation, 
therefore,” wrote Marx, “is nothing else t-han the historical 
process of divorcing the producer from the means of pro­
duction.” 1 This process constitutes the history leading up 
to capital. Primitive accumulation look place in its most 
typical form in England, where the landlords seized the 
peasants’ communal land and even drove the peasants out 
of their homes. The land appropriated from the peasants 
by the landowners was turned into sheep pasture or rented 
out to tenant farmers. There was great demand for wool 
on the part of the growing textile industry.

The emerging bourgeoisie also used such methods as the 
appropriation of crown lands and the plunder of church

1 K. Marx, Capital, Vol. I, p. 668.
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property. Masses of pooplo, deprivod of their means of 
subsistence, became vagrants, boggars and villains. Tho 
government passed harsh laws against the people, who had 
been robbed and were trying to stand up for thomselvos. 
In England these were called “bloody legislation’’. The 
robbed people were forced by torture, lashings, and brand­
ing into capitalist enterprises.

The fac.t that the poasants were deprived of tbeir land 
had a twofold result: first, tho land became the private 
property of a comparatively small number of people; second, 
an abundant supply of wage labour was ensured for in­
dustry. Tlius, the first conditions necessary for the emergence 
of capitalism was created—tho existence of a mass of prop­
ertyless people, personally free but, at the same time, 
deprived of the means of production.

Marx notes the following chief means of forming the 
monetary woalth nocessary for setting up large-scale capi­
talist enterprises; (1) the colonial system—plunder and 
enslavement of the peoples of America, Asia and Africa;
(2) the tax system—tax farming, monopoly and other ways 
of appropriatiug part of the tax lovied on the population:
(3) the system of protectionism—stale’s encouragement of 
the development, of capitalist industry; (4) inhuman exploi­
tation.

Ast a  result of primitive accumulation, labour power de­
prived of means of production was created in massive quan­
tities and huge monetary wealth accumulated in the hands 
of only a few people.

2. THE TRANSFORMATION 
OF MONEY INTO CAPITAL

The general formula for capital
Money is not, in itself, capital. As we have already seen, 

it existed long before tho emergence of capitalism. Money 
only becomes capital at a specific stage in the development 
of commodity production. Before capitalism, under simple 
commodity production, commodity circulation can bo express­
ed by the formula: C—M—C (commodity -m oney—commo­
dity). In this, money functions not as capital, but as a me­
dium in the circulation of commodities. One commodity is 
sold for tho purpose of purchasing another. The movement
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of capital is expressed by another formula: M—C—M 
(money—commodity—monoy), i.e., purchaso for the pur­
pose of selling.

The formula C—M—C characteristic of simplo commodity 
production shows that one commodity is exchanged for 
another through the medium of money. Money serves as 
an intermediary in exchange, and is not capital. The goal 
of commodity exchange is clear. A cohhler, for instance, 
soils his hoots in order to huy bread. One uso value is ex­
changed for another through the medium of money.

The formula M—C—M is completely different, In this case, 
monoy is the point of departure of the entire process and 
is used as a means for purchasing something which is to 
ho sold, i.e., it functions as capital, Tho capitalist uses 
his own money to purchase particular commodities in order 
to turn them into money once more. The starting and fin­
ishing points here coincide: at first the capitalist had money 
and, in the end, he has money, too.

There would he no point at all, however, in all tho move­
ment of capital if, in the end, the capitalist received the 
same amount of money as he had originally. Capital exists 
in order that, at the end of its movement, thero might he 
more money than at tho beginning. The final goal of all 
tho capitalist’s activities is the receipt of profits. Thus, un­
der capitalism, the movoment of money is expressed hy 
Marx using the following formula, which he called tho 
general formula for capital: M—C—M', where M' equals the 
sum of money originally advanced plus a certain increment. 
This increment, or surplus over the original sum, Marx 
called surplus value, for which he used the letter “m” in 
liis formula.

The formula for simple commodity circulation: C—M—C.
The general formula for capital: M—C—M' (M + m ) C— 

commodity, M— money, M' (M + m )—money plus incroment.
Money is used hy capitalists not as medium for the 

exchange of commodities, but as an instrument for making 
profits and getting rich. Under capitalism, this movement 
of monoy as capital is an endless one, during which it ac­
quires the ability for self-expansion. Self-expanding value, 
or value that yields surplus value is called capital.

Ilow docs capital grow? Does this, perhaps, happen in 
the sphere of circulation, during salo and pnrcliaso? No, 
because during acts of sale and purchase (i.e., in the sphere 
of circulation) thero is an exchango of equivalents, ex­
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change of equal valnos. If everyone manages to sell his 
commodities ahove value by, say, 10 per cent, when be­
comes a purchaser, he will pay those selling to him the same 
extra 10 per cent. Thus, that which the producers gain as 
sellers, they lose as purchasers. In fact, however, the entire 
capitalist class obtains an increment on capital.

How does the capitalist derive surplus value if be pur­
chases and sells all commodities at value?

The general formula for capital includes two elements— 
money and tho commodity. Consequently, the increment 
in value can only appear as a result of changes in either 
the monoy or the commodity. Money, as wo have seen, can­
not change its value and engender an increment on its own. 
This means that the source of tho growth of value must 
be sought in the commodity.

In order for money to be transformed into capital, the 
capitalist must find on the market a commodity that creates 
more value when it is consumed than il possesses in itself. 
This commodity is la hour power.

Labour power as a commodity, 
its value and use value

Labour power is the totality of physical and mental abil­
ities possessed by man, which he uses in producing mate­
rial woalth. In any society, lahour power is an essential 
element of production, hut only under capitalism does it 
become a commodity.

Labour power cannot ho a commodity in slave society, 
for the slave helongs to his master. lie  is not his own mas­
ter, so he cannot sell his lahour power. The small peasant 
or artisan owning Lhe means of production does not sell 
his lahour power either. Ho uses it himself.

It is a different matter once the peasant has heen driven 
from the land or the artisan ruined, i.e., when the working 
people are deprived of Iho means of production and means 
of subsistence. In theso circumstances, tho only thing he 
can offer on the market is his own labour power.

Like any other commodity, under capitalism lahour power 
must have and, indeed, does have, its own value and use 
value. Tho valuo of labour power, Iiko that of any other 
commodity, is determined hv the labour time socially nec­
essary for its reproduction. Labour power is man’s ability 
to work. It exists only while its owner is alive, and to
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remain alive the working man needs a certain quantity of 
moans of subsistence. Consequently, the value of labour 
power is determined by the value of the commodities nec­
essary to keep the worker himself alive.

Tho quantity and quality of the necessary means of .sub­
sistence of the worker in each country depend on a number 
of factors: the level of economic development, the conditions 
under which the working class took shape, how long since 
it hegan to wage a struggle for its interests and how suc­
cessful it has been in this.

The modern worker has socio-cultural requirements that 
arose under specific historical conditions. They include, for 
example, the possibility of reading newspapers aud books, 
of watching T.V., going to the cinema, participating in the 
class struggle, and so ou. But these socio-cultural require­
ments differ from country to country and period to period. 
In the developed capitalist countries they are greater than 
in the economically backward ones. The value of labour 
power also includes, therefore, tho value of the things nec­
essary for satisfying the socio-cultural requirements of 
the working class as they have taken shape historically in 
the given country and at the given time. As Marx pointed 
out, “In contradistinction therefore to the case of other 
commodities, there enters into the determination of tho value 
of lahour-power a historical and moral element.” 1

It is the workers* families that provide tho increase in 
lahour power, so the value of labour power must include, 
too, the value of the means of subsistence for the members 
of the worker’s family.

Finally, a person takes some time to acquire a particular 
trade. Expenditure on training the worker is necessary in 
order to create skilled labour power. These outlays on train­
ing are also included in the value of the lahour power. 
Thus, the value of labour power is determined by the value 
of the means of subsistence necessary to satisfy the physical 
and socio-cultural requirements considered normal in the 
given country for tho worker himself and his family, and by 
expenditure on training him. The valve of labour power ex­
pressed in money terms is the price of labour power. Under 
capitalism it takes Die form of wages.

Labour power as a commodity also has use value, which 
consists in the worker’“ ability to creato more value during

1 K. Marx, Capital, Vol. I, p. 168.
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the labour procoss, than that of hig own labour power. 
It is this feature of lahour power, its ability to create 
surplus value, that interests the capitalist.

Now let us look at how, in the process of tho comsump- 
tion of labour power, surplus value is cheated and tho capi­
talist becomes richer.

3. THE PRODUCTION OF SURPLUS VALUE. 
CAPITALIST EXPLOITATION

Specifics of the labour process 
under capitalism

Labour power is consumed during the lahour process, 
which always takes place in a particular social form. The 
social form of the labour process consists of the relations 
of production, which arc based on the form of ownership 
of the moans of production. The specifics of the labour 
process in any society depend on who owns tho means 
of production. Under capitalism, it. is the capitalist, the 
worker being deprived of them. The labour process under 
capitalism is, Ihereforo, characterised by tho following spe­
cifics:

First, the worker works under the supervision of the 
capitalist for whom the labour process takes place, The 
capitalist decides what exactly should be produced, in what 
quantities and how.

Second, the product created during the labour procoss 
belongs not to the worker who manufactured it, hut to the 
capitalist.

These features of the lahour process under capitalism 
transform the worker’s labour into forced labour, into a 
heavy burden.

The labour process and 
the expansion of value.
Capitalist exploitation

Capitalist production constitutes a unified process of 
creating use value and of the expansion of value.

In a commodity ecouomy, use value cannot be created 
unless value is created at the same time. The worker who
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produces the commodity spends his Iahour, which is dual 
in character. On the one hand, it is concrete Iahour and it 
creates use value. On the other hand, it is abstract Iahour 
creating tho valuo of the commodity. For the capitalist, the 
production of use values is merely a means for attaining his 
goal. The goal and motive force behind capitalist produc­
tion is the creation of surplus value.

Let us consider how this surplus value is created.
Tho capitalist huys on the market everything ho needs 

for production: machinery, machine-tools, raw materials, 
fuel and labour power. Production begins in the factory: 
machine-tools and machines operate, workers work, fuel 
is burned, and raw material is turned into a finished com­
modity. When tho commodity is ready, the capitalist sells 
it on the market and, with tho money ho receives, huys 
moTO raw materials, machinery, Iahour power, and so on, 
i.e., the entire circuit begins again. Schematically this can 
ho illustrated as follows:

/ I jPM — C(  . . .  P . . . C ' —M',
x M p

i.e., money—commodity (labour power and moans of prod­
uction) —production—commodity—money.

What is tho value of the commodity produced?
Let us assume that the capitalist owns a garment factory. 

To make suits ho buys sewing machines, wool, lining 
material, butting, thread, etc., and Iahour power. To produce 
500 suits, the capitalist huys 1,500 ra of wool at 30 dollars 
a metre, to a total of 45,000 dollars. The other materials 
cost 30 dollars per suit, to a sum of 15,000 dollars. In 
manufacturing tho suits, wear and tear on the sewing 
machines and other overheads (lighting, heating, etc.) total 
5,000 dollars. Outlays on hiring Iahour force come to 2,500 
dollars (500 workers at 5 dollars a day each).

Thus, the capitalist has hought everything necessary for 
production.

His expenditures on the manufacture of 500 suits are:
wool 45,000 dollars
other materials 15,000 *
wear and tear on machinery, etc. 5,000 »
labour powor 2,500 »

Total: 67,500 dollar?



Tiie value of ono suit (67,500:500) is 135 dollars. On 
Ihe market tho capitalist observes that such suits sell at 
135 dollars each, so ho has to sell his suits at this price, 
too. Thus, tho capitalist advanced 67,500 dollars for pro­
duction and received the samo 67,500 dollars hack from 
the sale of tho output produced (135X500). No surplus 
value was created. The money was not transformed into 
capital

How, then, does surplus value arise?
The fact is that the value of labour power is reproduced 

not in the courso of the entire working day, but of only part 
of it, say four hours. But tho capitalist makes tho worker 
work more than four hours a day. He has paid the daily 
value of labour power and now owns the use value of this 
commodity throughout tho working day. As a result, the 
capitalist compels tho worker to work eight or moro hours 
a day, and the lengthened lahour process allows the worker 
to crcato more value than that of his own labour power.

Lot us assumo that the capitalist makes the worker work 
not lour, but eight hours a day. In eight hours of labour 
the workforce (in our example, 500 people) will use twice 
as much of the means of production, cause double the 
wear and tear and croato douhle the output, i.e., 1,000 suits. 

Now let ua see what tho capitalist’s outlays are:
wool 90,000 dollars
other materials 30,000 »
wear and tear on machinory 10,000 *
lahour power 2,500 *

Total: 132,500 dollars

Over the eight-hour day the workers havo produced 
1,000 suits, which sell on the market at 135 dollars each, 
bringing the capitalist 135,000 dollars. He advanced 132,500 
dollars, hut received 135,000. The initial value advanced 
has heon increased by 2,500 dollars. Theso 2,500 dollars 
are the surplus value and tho monoy has heen transformed 
into capital.

The receipt of surplus value depends on the workers 
working longer than necessary to reproduce tho value of 
their lahour power and creating value in excess of that of 
their lahour power, i.e., surplus value. Surplus value is, 
consequently, the result of the working class’s exploitation 
by capitalists.

Exploitation of man by man was not engendered hy

77



Capitalism; it existed earlier. In slave and feudal socie­
ties, the labour of slaves and serfs was overtly forced 
labour, and exploitation of them was in no way concealed 
or disguised.

Under capitalism, however, the worker is not personally 
dependent. He does not actually holong to a capitalist, so 
tho capitalist cannot make him work hy force. The worker 
does not, though, have any means of production or means 
of subsistence of his own, so he is compolled to sell his 
lahour power. Thus, the system of wage labour is a system 
of wage slavery. The coercion here is economic.

Under capitalism, the forced nature of lahour is conceal­
ed. Having revealed the secret of capitalist exploitation, 
Marx discovered the basic economic law of the capitalist 
mode of production. “Production of surplus-valuo is the 
ahsolute law of this mode of production.” 1

The law of surplus value allows us to understand and 
explain all the processes and phenomona taking place in 
hourgeois socioty. It expresses the exploitative essence of 
this mode of production. Its operation is conditioned hy an 
intensification of competition and anarchy of production 
under capitalism, increasing poverty of the working masses, 
growing unemployment, a deeping and exacerhation of 
all the contradictions of capitalism.

Necessary and surplus labour time

The working day in a capitalist enterprise divides into 
two parts: necessary lahour time and surplus lahour time. 
Correspondingly, tho worker’s lahour divides iuto nocossary 
and surplus labour.

Necessary labour time and necessary labour are the lahour 
time and the lahour the worker requires to roproduco the 
value of his labour power, i.e., the value of tho means of 
subsistence he needs. The capitalist pays wagos for the 
necessary lahour time.

Surplus time and surplus labour are the time and the 
lahour expended on tho production of the surplus product. 
The surplus product under capitalism acquires tho form of 
surplus value, which is appropriated hy the capitalists. The 
ratio of the surplus lahour or surplus labour time to the

1 K. Marx, Capital, Vol. I, p. 580.
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necessary labour or nocossary lahour time shows tho dogree 
of exploitation of the worker. Consequently, surplus tirno 
and surplus labour express a specific social relation char­
acterising oxploitation of the working class by the owners 
of the means of production—the capitalists.

Capitalist ownership of the means of production and ox­
ploitation of wage lahour divide hourgoois society into 
hostile classos.

The class structure of bourgeois society

Marx and Engels proved that tho division of society into 
classes is linked with the appearance of private ownership 
of the means of production, i.o., of the land, minerals, and 
instruments of labour, in a word, everything people neod 
to produce material wealth. One part of society, the mino­
rity, concentrates tho means of production in its hands and 
is therefore ahle to exploit the other part of society, which 
is deprived of tho moans of production.

Lenin said that, in an exploitative society, the term 
“class” applies to groups of people, one of which can ap­
propriate tho lahour of another owing to tho different places 
they occupy in a definite system of social economy.1

The first ovor division of human society into classes was 
that hetween slaves and slave-owners. With tho transition 
from the slave to the feudal system, it was replaced hy a 
division of society into sorfs and Icudal lords.

Bourgeois society is characterised hy the existence of 
two major opposing classes—the hourgeoisie and the pro­
letariat. The hourgooisie is the class that owns tho means 
of production and uses them to exploit the workers in order 
to derive surplus value. Tho proletariat is the class of wago 
workers, deprived of moans of production and consequently 
subject to capitalist exploitation. Under capitalism thore 
also exist tho classes of landowners and peasants, surviving 
from tho feudal systom.

The hourgeoisio and tho proletariat are antagonistic 
classes, i.e., they have opposing and irreconcilably hostile 
interosts. As capitalism develops, tho proletariat grows in 
numhers, hecomes increasingly conscious of its class inler- *

* Sec V. I. Lenin, “A Great Beginning", Collected Works, Vol. 29, 
Progress Publishers, Moscow, 1977, p. 421.
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ests, develops and organises itself lor a struggle against 
Ihe bourgeoisie. Tho class struggle waged by tbe proletariat 
against tbe bourgooisio constitutes the chief feature of 
hourgeois socioty. Tho proletariat is the most revolutionary 
class of capitalist society; it is tho gravedigger of capi­
talism.

Tho socio-economic and political inequality under capi­
talism is deiiborateiy maintained by the hourgeois stale, 
which protects capitalist private ownership of the means 
of production, facilitates exploitation of tbe working people 
and suppresses thoir struggle against the capitalist system.

Bourgeois sociologists and legal experts picture tbe hour­
geois state as being abovo classes and standing ahove so­
ciety in general. In reality, however, the hourgeois state 
is a political organisation of the economically dominant 
class, a dictatorship of tbe bourgeoisie.

The hourgeois state’s main task, like that of any ex­
ploitative state, consists in keeping the oxploitod majority 
subordinated and obedient to tho ruling class. The bourgeois 
state takos different forms (monarchy or republic) and 
regimes (democratic, fascist or despotic), hut its essence 
is one and the same—all forms of bourgeois state are dic­
tatorships of the bourgeoisio. The capitalist state’s aim is 
to maintain and consohdato the exploitation of wage labour 
hy capital.

4. CAPITAL AND ITS COMPONENT PARTS

Capital as a social relation 
of production

Bourgeois economists apply tbe term “capital" to all 
instruments of labour, from primitive man’s sticks and 
stones. One bourgeois author said that “in tho first stone 
which ho (tbo savago) flings at tbo wild animal he pursues, 
in the first stick that he seizes to strike down tbe fruit 
which hangs above his reach, we see the appropriation of 
one article for the purpose of aiding in tbe acquisition of 
another, and thus discover the origin of capital”. 1 The 
purpose of this explanation is to conceal the exploitation of 
the working class under capitalism and to present capital

1 Quoted from: K. Marx, Capital, Vol. I, p. 179.
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in the form of an oternal condition for the existence of 
society.

In fact, however, moans of production are not, in them­
selves, capital: they are a necessary condition fur tlie exist­
ence of any society and, in this sense, classes make no 
difference to them. Meaus of production only hocomo capital 
when they aro the private property of capitalists and are 
used for exploitation of the workiug class. Capital is not 
a sum of mouey or means of production, hut a historically 
determined socio-production relation under which the in­
struments and moans of production, as well as the chief 
means of subsistence, are tho property of tho capitalist 
class; the working class is the chief productive force of 
society, hut is deprived of means of production and means 
of suhsistonce, so it has to sell its labour power to tho 
capitalists and suffor exploitation. In other words, capital 
is the value that, through the exploitation of wage workers, 
begets surplus value.

Of major significance for clarifying the essonco of capital 
and the inochanism of capitalist exploitation is tho division 
of capital into constant and variable. It is this division 
into constant and variablo capital that explains where sur­
plus value comos from.

Constant and variable capital
When he begins production, the capitalist sponds part 

of his capital on budding factory premises, on purchasing 
machinery, raw and other materials and fuol. The size of 
this capital oinbodied in the means of production is not 
changod during the production process. It is merely trans­
ferred to tho commodity to tbe extent that the means of 
production are used up or worn out. Thus, the value of 
tho raw and other materials and fuel is transferred iti its 
entirety to the new product during each act of production. 
A machine, however, will have a service life of, say, 
ten yoars and so will transfer 10 per cent of its value to 
new output each year. The part of capital that is spent 
on moans of production (machinory, machino-tools, raw 
materials, etc.) and does not change its magnitude during 
the production process is called constant capital. Marx uses 
the letter “c” to signify constant capital.

Apart from means of production, the capitalist also pur­
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chases labour power, spending on it part of his capi­
tal. At the end of tho production process, the capitalist 
receives new value producod by the workers. This new value 
is greater than that of lahour power that the capitalist pays 
in tho form of wages. The part of capital spent on the 
purchase of labour power, which grows during the produc­
tion process as a result of the workers creating surplus 
value, is called variable capital, lor which Marx uses the 
letter “y”.

By discovering the division of capital into constant and 
variable, Marx revealed the secret of capital, which is that 
only variable capital creates surplus value. Marx uses the 
letter “ 771”  (from the German Mehrwert) to signify surplus 
value.

Bourgeois economists reject tho divisiou of capital into 
constant and variahle. In their attempts to defond capital­
ism, they do not want to rovoal its exploitative naturo. They 
recognise only the division of capital that tho capitalist 
uses in his accounts, i.o., that between fixed and circulating. 
This division of capital throws light on the production 
mechanism, but it masks capitalist exploitation.

Fixed and circulating- capital

The division of capital into fixed and circulating is de­
termined by the way the various parts of productive capi­
tal transfer their value to the finished product—all at once 
or hit by bit.

The part ol capital that transfers its value to the finish­
ed product gradually as it wears out (premises, machinery 
and equipment) is called -fixed capital. The part of capital 
that is spent on raw and other materials, labour power and 
fuel, etc., transfers its value in its entirety to the output 
during a singlo production period and returns to the capi­
talist in tho form of money received from the sale of tho 
commodity, is called circulating capital.

The division of capital into fixed and circulating com­
pletely masks the fundamental difference between means of 
production and labour powor. Here labour powor falls into 
the same category as raw and oilier materials and fuel, and 
stands with them in opposition to the other part of the 
means of production. This division conceals the special role 
of lahour power as the only creator of surplus value and 
veils the essenco of capitalist exploitation.



Tho two different ways of dividing capital can be repre­
sented graphically as follows:
Division by role in the process of Division by naturo ôi
exploitation circulation

{Factory premises, instal­
lations, equipment, ma- Fixed capital 
chincry

Raw and other mate­
rials, fuel Circulating capital

Variable capital (Workers’ wages

The mass and rate of surplus value
Surplus value has a specific magnitude, both absolute 

and relative. The absolute magnitude of surplus value is 
called the mass of surplus value, and it depends on the 
degree of exploitation and numher of exploited workers. 
The relative magnitude of surplus value is expressed in the 
rale of surplus value or tho degree of exploitation.

By explaining the division oi capital into constant and 
variable, Marx not only rovealed the essence of capitalist 
exploitation; be also showed bow to measure tho degree 
of this exploitation.

Constant capital (c) does not create surplus value, so, 
when determining the rato of surplus value, it must ho 
excluded. Variable capital (v) docs croate surplus value, so, 
iu order to determine the relative magnitude of surplus 
value, surplus value must be taken iu its ratio to variahle 
capital alone. This will givo the rate of surplus value, which 
is a precise expression of the degroe of exploitation of 
labour powor. If wo signify the rate of surplus value with
the letter to', wo get the ratio m' X 100%. Let us
illustrate this with an example. Supposo that the capitalist 
advances 100,000 c + 20,000 120,000 (in dollars), for
the production of commodities, tho goods produced are sold 
for 140,000 dollars. This means that the capitalist recoives 
20,000 dollars surplus value.

What is the rate of surplus value?

to' =  - j  X 100% =  X 100% =  100%

This example shows that tho worker’s labour is here 
divided into necessary and surplus equally, i.c., for half 
the working day the worker works for himself, and for tho

e *
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other half, he works for the capitalist for no wages. The 
greater the size of surplus labour compared with the neces­
sary, the greater the degree of exploitation.

As capitalism develops, the rato of surplus value rises. 
In the USA, the rate of surplus value in the mining and 
manufacturing industries, as calculated from official data, 
was 145 per cent in 1889, 165 per cent in 1919, 210 per 
cent in 1929, 220 per cent in 1939, about 260 por cent in 
1947 and is now over 300 per cent.

How is this rise in the degree of exploitation of the 
workers under capitalism achieved?

5. TWO WAYS OF INCREASING 
THE DEGREE OF EXPLOITATION 

OF THE WORKING CLASS
Absolute surplus value

It follows from the above exposition that, under capital­
ism, tho working day is divided into two parts: (1) tho 
necessary labour time required to produco that quantity of 
commodities with a valuo equal to that of labour power; 
(2) surplus lahour time, during which tho worker works 
for the capitalist and creates surplus value.

Let us take, as an example, a working day of ton hours, 
five hours of which are necessary labour time and five 
hours surplus time. Lot us illustrate this graphically:

|_______ 5 hours______ I 5 hours_______ |
necessary lahour time I surplus labour time

Here tbc rate of surplus value will he:

m' ~ m __ 5 hours surplus time
v ~~5 hours necessary time A 100%  =  100%

If the necessary labour time remains constant then, as 
the working day is lengthened, the surplus labour time 
will grow. This will imply a growth in surplus value, tho 
degreo of exploitation of tho worker. Let us assumo that 
tho working day is oxtended from 10 to 12 hours. Tho 
surplus labour time will now he seven hours, not fivo. In 
this caso, tbo rate of surplus valuo will be

. f x  100% =  140%.
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Marx called surplus value received by extending tbe working 
day absolute surplus value, and since the capitalist has 
an insatiable desiro for surplus value, he strivos to make 
the working day as long as possible.

What is the limit to which the capitalist can extend the 
working day? If he could, he would make workers work 
24 hours a day, hut this is not possiblo, for they have to 
rest, sleep and cat. This determines the purely physical 
limit to the working day.

In addition there are moral limits. The worker is a 
member of society and he needs time to satisfy his cultu­
ral and social requirements (to read newspapers and books, 
to go to the cinema, to meotings and so on). But since 
these limits to the working clay are flexible, under capital­
ism the working day may last 8, 10, 12, 14, 16 or more 
houre a day.

During the initial period of capitalism, in the interests 
of the bourgeoisio, the state authorities extended tho work­
ing day by law. Later on, when technology was introduced 
into production and unemployment grew, the need for le­
gislation to extend the working day disappeared. The capi­
talist could use economic means to forco tho workers to 
work to the limit.

Tho working class hegan to wage a persistent struggle 
for a cut in the working day. This struggle began first 
in Britain, and it hecamc particularly intensive after the 
Geneva Congress of the First International and the labour 
congress in Baltimore in 1866 camo out with the eight-hour 
working day slogan. The working class’s struggle led to 
the majority of capitalist, countries introducing legislation 
to limit tho working day. IIow does the capitalist solve 
the problem of obtaining more surplus value if he cannot 
extend tho working day?

Relative surplus value

The second way to increase surplus value is, given a 
constant length of the working day, to reduce the neces­
sary lahour time and thus increase the surplus labour time. 
How is this done? Let us recall that the value of lahour 
power is determined by the amount of labour that must 
bo spent to produce tbe workor’s means of subsistence. If 
there is an increase in the labour productivity in the in-
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dustrics producing consumer goods, tho value of these 
goods drops. This will mean a drop in the valuo of labour 
power and, consequently, a reduction in the necessary labour 
lime. This is tho basis on which the surplus labour time is 
increased.

Lot us assume that tbo ten-hour working day breaks 
down into five hours of necessary labour timo and five 
hours of surplus labour time. Let us further assumo tbat, 
as a result of a rise in labour productivity, the necessary 
labour time is reduced from fivo to three hours. It is 
then clear that the surplus labour time will increase from 
five to seven. Tho degreo of exploitation (or rate of surplus 
value) will he higher, although the working day has re­
mained unchanged.

Graphically this may he illustrated as follows:

| 5 hours________ I_________5 hours I
necessary labour tjme| surplus labour time

The rate of surplus valuo m' ~ ~ ^ ~ x  100% =  100%5
|______ 3 hours_____ I________7 hours 1
necessary labour time! surplus labour time

The rate of surplus value m’ =  -^- X 100% =  233%
In this example, tho rate of Surplus value has incroascd 

from 100 to 233 per cent as a consequence of the change 
in the correlation between tbe necessary and surplus labour 
time, rather than as a rosult of an absolute extension of 
the working day.

Surplus valuo arising as a result of a reduction in the 
nocessary labour time and a corresponding increase in tho 
surplus labour time following from a rise in labour produc­
tivity is called relative surplus value.

Under certain conditions, capitalists also roceive extra 
surplus valuo.

Extra surplus value

Extra (or additional)  surplus value is a varioty of rela­
tive surplus value. Each capitalist strives to receive more 
profits, for which purpose he introduces new machinery
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and production techniques, and thus achieves a rise in 
labour productivity and a reduction in the individual value 
of his commodities compared "with the average value of 
those produced in the given industry. Since the price of 
the commodity on the market is determined by the average 
conditions of production, the capitalist receives a higher 
than usual rate of surplus value.

Extra surplus value is the diBerence between the social 
value of the commodity and its lower individual valuó. It 
has two features: first, it is received only hy individual 
entrepreneurs, the first ones to introduce new, more pro­
ductive technology; second, the given capitalist receives 
extra surplus value only temporarily, for sooner or later 

* the latest equipment will he used in other enterprises, 
and thon the capitalist who first introduced it is deprived 
of his advantages to receive extra surplus value. But the 
extra surplus value that disappears in one enterprise ap­
pears in another, hecausc another entrepreneur has mado 
an even more sophisticated innovation.

Extra surplus value plays an important role in the. de­
velopment of capitalism. In the pursuit of extra surplus 
value there is a spontaneous development of technology. 
But the capitalist who introduces the latest technology and 
production techniques tríes l.o keep them a secret in order 
to delay their introduction in other enterprises. This in­
tensifies the competition and contradictions between capi­
talists.

Thus, the pursuit of exlra surplus value leads to a de­
velopment of tho productive forces, on the one band, and 
to a slowdown in their development, on the other.

The three stages in the development 
of capitalism in industry

The production of relative surplus value is hased on a 
growth in labour productivity, so analysis of relative sur­
plus value reveals the three historical stages in the growth 
of labour productivity under capitalism: simple co-operation, 
manufactory and machine industry. The first and simplest 
wav in which lahour productivity was increased was capi­
talist simple co-operation, which meant essentially that the 
capitalist concentrated a comparatively large number of 
workers doing identical work in one workshop.
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When many people fulfil one and Ihc same joh jointly, 
the capitalist can, hy comparing their individual labour 
productivity, make the workers speed up their rate of work. 
The result is a rise in labour productivity. For example, 
the labour productivity of five people working together is 
much higher than their productivity when they work in iso­
lation. This new labour productivity costs the capitalist 
nothing, for he pays tho same amount for the labour power 
as previously, hut since more output is produced, ho receives 
higher profits. Moreover, with joint labour of many workers, 
the capitalist economises on premises, lighting, heating, 
and other overheads.

When people work together it hecomes clear that some 
workers do certain operations better, while others do oilier 
ones hetler. As a result, it is more profitable for the capi­
talist to have each worker carry out the particular joh 
that he is best at. Thus, division of labour is gradually in­
troduced into workshops. Capitalist enterprises based on 
division of labour and handicraft techniques arc called 
manufactories.

Division of labour among the -workers entailed a sharp 
increase in the productivity of labour. As an example, let 
us look at pin-manufacture in the 18th century. A work­
shop with ton workers produced 48,000 pins a day, i .c . 
4,800 pins per worker. Without division of labour, however, 
each worker made only 20 pins a day. The productivity 
of labour thus increased 240-fold.

The working conditions in the manufactory were A’ery 
hard. Tho worker had to repeat the same simple move­
ments continuously, and this deformed him both physi­
cally and spiritually. The working day was up to 18 hours 
long and wages wore very low.

Manufactory prepared tho conditions necessary for a 
transition to large-scale machine industry: (1) simplifica­
tion of operations increased the opportunities for replacing 
tho worker’s hands with working machines; (2) the ful­
filment of individual operations gave rise to specialisation 
of instruments of labour and this created the technical 
preconditions for the emergence of machines; (3) manufac­
tory trained personnel stilled for machine industry. This 
was the historical role played by manufactory.

Manufactory was the transitional stage to the factory. 
First the so-called working machine appeared: it carried



out the same operations as the workers themselves had 
previously. But it was beyond the workers’ muscular 
strength to operate such a machine, so the motor mechan­
ism—the steam engine—was invented to set many working 
machines in motion. The capitalist factory, hased on the 
use of a system of machines for producing commodities, 
thus appeared.

As a result of the use and improvement of machines, 
there was a tremendous rise in labour productivity and 
commodities became cheaper. At the same time, however, 
an enormous numher of small producers and enterprises 
based on manual labour were ruined.

The capitalist factory is a new stage in the fettering 
of labour by capital. In the factory, tho worker hecoines nc 
more than an appendage to the machine. The capitalist 
use of machinery leads to an extension of the working 
day, to Hie drawing of women and children into produc­
tion, to the formation oT armies of unemployed people and 
to a deterioration in the situation of the proletariat. But 
the capitalist does not always use machines. Under capi­
talism there arc limits to the use of machines determined 
by tho fac,t that tho capitalist only introduces machines 
when tho price of the machine is below that of the wages 
of tho workers it displaces. The capitalist uses a machine 
only when profitable, so machine production does not do 
away with manual labour, which still exists today in the 
most developed capitalist countries, such as tho USA and 
Britain.

Tho transition from manufactory to the factory means 
the final establishment of tho capitalist mode of produc­
tion.

The basic contradiction of capitalism
On the basis of large-scale machine industry there is a 

spontaneous socialisation of labour and production. In place 
of small workshops using manual labour there appear huge 
factories and plants serviced l)y thousands and thousands 
of workers with various trades. There is an increase in 
the division of labour in social production. Ail enterprises 
and industries aro interlinked and interdependent. Engi­
neering plants, for example, cannot oporate without the out­
put of iron-and-steel works, the latter without coal, and



mines depend on engineering and other plants. Production 
thus becomes social in character. Commodities aro the result 
of the lahour of many hundreds of thousands of workers.

Moanwhile, under capitalism all enterprises, as well as 
the land and minerals, are privately owned. The products 
of social labour are appropriated by the capitalists. 
A contradiction arises and develops between the social 
character of production and the private capitalist form of 
appropriation. This is the basic contradiction of capitalism.

The hasic contradiction of capitalism reflects that between 
the constantly devoloping productive forces and capitalist 
relations of production. By increasingly socialising produc­
tion, capitalism acts as a brake on the further develop­
ment of society’s productive forces. In order to take this 
brake off, capitalist property must be eliminated. Capital­
ism develops tho productive forces, and thereby gives birth 
to its own gravedigger—tho proletariat, a force called on 
to aholish private property and replace it with public, so­
cialist property.

6. WAGES UNDER CAPITALISM

The essence of wages

We have explained that labour power is a commodity 
under capitalism. It has a value. The value of labour 
power, expressed in money, terms, is the price of labour 
power.

In order to conceal capitalist exploitation, bourgeois econ­
omists assert that wages are the price of the worker’s 
lahour. Tho worker supposedly works in the capitalist 
factory, producing various commodities and receiving the 
price of his labour for his labour, i.e., wages.

The improssion that wages are payment for work per­
formed is creatod by the fact that tho worker receives his 
wages aftor having worked for a specific period of time. 
Moreover, wages are either set in accordance with the 
amount of time worked (hours, days, weeks), or with tho 
quantity of the articles produced. Jn actual fact, wages 
are, as Marx put it, a transmuted, i.e., a masked form for 
value, or the price of labour power.

Labour is not a commodity, so it has no value or price. 
In fact, in order for labour to he sold, it must exist before
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the sale. Something that does not exist canDOt ho sold. 
When, for example, a cobbler puts his boots on the market, 
they actually exist and can be sold. But when the worker 
is hired hy the capitalist, his labour does not yet exist. 
There is only his ability to work, his labour power. This 
is what tho worker sells to tho capitalist. When the capi­
talist purchases^ahour power and pays money for it, it 
is not the worker as such that interests him, hut his ahility 
to work, his ability to create surplus value.

Since in capitalist society wages outwardly appear as 
the payment for lahonr, tho impression is inevitahly created 
that all the worker’s lahour is paid for. Let us assumo 
that six hours of socially necessary labour time arc requir­
ed to produce means of subsistence for the worker and his 
family. If one hour of this time is expressed in one dollar, 
tho valuo power is six dollars. The capitalist pays the full 
valuo of the labour power -s ix  dollars, but tho working day 
lasts, for example, twelve hours. One hour of lahour is, 
in fact, paid at a rate of fifty cents. Wages conceal the 
fact that the capitalist pays for one half oE the working 
day, but not for the other. Thus, wages erase any sign of 
the division of the working day into necessary and sur­
plus, paid and unpaid. Wages create the impression that 
all the labour of the wage worker is paid for, and thus con­
ceal exploitation. This is one of the most important fea­
tures distinguishing capitalism from all previous exploi­
tative societies.

Under slavery, for example, exploitation was in its most 
flagrant form. The slave was a thing belonging to his 
master, who could do anything he liked with him: make 
him work from morn till night, give him hardly any food, 
he could even kill him and, of course, paid him nothing 
at all. Under feudalism, the sorf paid his landowner rent 
in some form (lahour, kind or monoy). Under capitalism, 
however, there is concealed exploitation. It even seems as 
if lliorc is no exploitation, that tho worker receives pay­
ment for all his lahour. Wages mask the exploitation of 
the workers under capitalism.

Forms of wages

Under capitalism, wages tako various forms. If the pay­
ment of the value of the commodity lahour power is for a
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certain tin\e worked—a day, week, month, etc.., these are 
time wages.

In order to get a correct idea of tbe essence of time 
wages under eapitalism, tbey must be compared with the 
length of the working day. For instanco, a capitalist pays 
a worker ten dollars for a ten-hour working day. The avo- 
rage priee of one hour of labour is one dollar. If, however, 
tho eapitalist extends the working day to twelve hours, the 
price of one hour of labour drops to 83 cents. So it is clear 
that, for the capitalist, the system of time wages is a means 
for increasing the exploitation of the workers. Alongside 
time wages there also exists another form—piece wages.

Piece wages depend on the quantity of commodities or 
parts made hy tbe worker over a particular period of time 
(such as an hour or a day).

Marx called piece wages a converted form of time wages. 
Indeed, in order to establish the rate of payment for each 
unit produced, account is taken of, first, the daily time 
wages and second, the number of articles made by tlic most 
skilled and strongest worker.

If the daily time wage is ten dollars and tbe number of 
articles produced by this worker is twenty a day, the capi­
talist will pay fifty cents per article. Thus, the capitalist 
ensures that piece wages do not excocd time wages. What 
then, is tho point of piece wages? They have a numher of 
specifics that make them more profitable for the capitalist. 
Under piece wages, for instance, the quality of the lahour 
is controlled by tho product. The capitalist pays for articles 
of average aud high quality. Low quality articles are not 
paid for. This form of payment increases tho tension in­
volved in tho worker’s lahour; he strives to produce more 
output and thus receive more money. But as soon as all 
the workers increase their output, the capitalist reduces 
the rate he pays for each ilom, and thus increases his own 
profits. Marx therefore says that the more the worker 
works, tbe less wages he receives.

Capitalists use various forms of payment of lahour, de­
pending on the specific conditions.

Historically, time wages appeared before piece wages. 
They were used widely in the early stages of the develop­
ment of capitalism, when the capitalists were striving to 
increase the surplus value hy extending the working day. 
This form of payment was profitable for them at the time. 
Later, when the length of the working day was restricted
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kv law, piece wages became widespread. Under contempo­
rary conditions, various forms of time-rate-bonus system 
are becoming increasingly popular.

The reason for the return to time wages is that, in 
modern capitalist industry, many industries have gone over 
to production lines using conveyors that impose their own 
rhythm. This means that the speed of production doos not 
depend on the worker, but is determined hy the speed of 
the conveyor or the specifics of production process. 1 be 
workers work more and more intensively, without any in­
crease in I heir wage rates.

Time and picco wages are also often used together in 
the same enterprises. Under capitalism, these forms are just 
different ways of intensifying the exploitation of the work­
ing class.

In the pursuit of increased surplus value, the capitalists 
also use various sweating systems lor organising the pro­
duction process and wage3. Essentially the idea here is to 
wring as much labour as possible out of the worker during 
a certain period of time. There are dozens of different typos 
of sweating system of wage payment.

One of the first such systems was the Taylor system, 
named after the American engineer who thought it up. The 
essence of this system is as follows: the capitalist selects 
the strongest and most skilled worker in the enterprise 
and makes him work full out. The timo ho takes to fulfil 
each particular operation is registered by a ehronometer in 
seconds and fractions of a second. Those data are then 
given to a speeial technical commission, which studies them 
and, on this basis, decides the production regime and time 
rates for all tho workers. Two wage rates are set; one, a 
raised one for those who fulfil the joh and another, very 
low one, for those who do not. The result of such a wage 
system is a sharp increase in labour productivity, virtually 
no increase in the workers’ wage fund, and consequently, 
a tremendous rise in the exploitation of labour.

Another form of sweating system is Fordism which pur­
sues the same goal of wringing tho maximum possible 
labour out of the worker. This is achieved by  speeding up 
tho conveyor. If, previously, for instance, the conveyor 
moved at a speed of three metres a minute, its speed is 
now increased to four or five metres a minute. Tbo worker 
is compelled, against his will, to work more intensively 
and exert greater efforts, while wages remain unchanged
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and do not compensate for the vital energy spent. Under 
this system, many workers aro completely worn out hy the 
time they reach the age of 45 or 50 and are dismissed 
by the factory owner.

Moreover, the simplicity of the labour operations on the 
conveyor allow the capitalists to nse unskilled workers, set 
lowor wage rates for them and, consequently, reqeivo higher 
profits.

Another sweating system is the participation in profit 
system, which consists in the capitalist telling the worker 
when he is hired that he will bo paid less than hy other 
capitalists, but at the end of each year, after the enter­
prise's accounts have been settled, workers who have work­
ed well will receive a share of the profits.

This system increases the intensity of labour and retards 
the development of the class consciousness of the workers, 
disuniting them and hampering them in their struggle 
against entrepreneurs. The participation in profit system 
gives the workers the impression that they have a vested 
interest in raising tho profitability of the capitalist enter­
prise.

Nominal and real wages

Jn the first stages of tho development of capitalism, the 
worker was rarely paid in money. Tho usnal thing was 
for the capitalist onterprise to have its own factory shop 
selling food and consumer goods. Tho workers took what 
they needed from this shop and, at the end of the month or 
season, the capitalist calculated how much work had beon 
done and how many commodities had been taken. It 
usually turned out that either no money at all or only a 
minimal snm of money was duo to the worker.

Today the system of payment in kind is widespread in 
the economically backward and underdeveloped countries. 
In the developed capitalist countries money wages predo­
minate.

Wages expressed in money terms are called nominal 
wages. Nominal wages cannot, however, show the actual 
level of payment of the worker; for determining this the 
concept of real wages is used. Real wagos are oxpressed 
in terms of the worker’s means of suhsistenc(e. In other 
words, real wages show how many and precisely which
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means of subsistence the worker can buy for himself and 
his family with the money lie has earned.

In determining real wages account must he taken of: 
the size of nominal wages, the prico level for consumer 
goods and services, the size of taxes, the size of rents and 
other payments. As capitalism develops, real wages lend to 
fall.

There are a number of reasons for the drop in real 
wages nndor capitalism. Tho most important is rising pri­
ces. Let ns suppose that a worker’s nominal wage rises 
somewhat. If, however, prices rise faster than wages, the 
worker can huy fewer goods for the samo money, i.c., his 
real wages fall. This is precisely what is happening at 
present in the capitalist countries: prices are rising faster 
than wages.

Another reason for the drop in real wrages is the increase 
in taxes and other payments (for housing, gas, electricity, 
water, etc.). Tho rise in these payments induces wages, 
the result hoing a drop in real wages. A major role in 
reducing mal wages is played by various production fines, 
deduction, etc.

Such are some of the factors responsible for the drop in 
the real wages of the working class under capitalism.

In the capitalist countries there oxists inequality of pay­
ment for the labour of men and women. Femalo workers 
receive considerably lower wages thau men for doing the 
same work. This difference in tho wages of men and wom­
en hrings in considerable additional profits to the capi­
talist.

Another source of tromondous profits for capitalists is 
race discrimination. In the USA, for instance, hlack people 
work under worse conditions than white people do. They 
are employed primarily for the most difficult, harmful 
work, that endangers both their health and lifo. Black 
peoplo roceivo considerably loss than whilo people for their 
labour. The average wage of a black family in the USA 
is 54 per cent of that of a family of European extraction.

In t-hc West European countries there is discrimination 
against foreign workers. Labour power is imported not 
only because them is a shortage of it, hut also hecansc 
lower wages may he paid to foreign workers. Foreigners 
are willing to do any sort of work, including the worst paid, 
since thoy cannot find any work at all in their own 
conntrios.
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Female labour, the labour of foreign workers, and racial 
discrimination all allow the capitalists to raise the already 
substantial rate of surplus value.

The lovel of workers’ wages differs from one capitalist 
country to another. There are many reasons for this. It 
would, of course, bo wrong to suggest that the capitalists 
are kinder to the workers in some countries than in others. 
All capitalists everywhere strive to cutwagesto tho absolule 
minimum. In comparing the wage levels in different coun­
tries, however, account must be taken of the historical con­
ditions under which the working class formed in each 
particular country and the existing level of its require­
ments, outlays counectcd with the acquisition of skills, 
labour productivity, the class struggle and other conditions 
characteristic of this country.

In tho USA, for instance, capitalism developed when 
tlioro was a shortage of lahour rather than an excess of it, 
the result being higher wages. In Britain the working 
c(lass organised itself against tho capitalists earlier than iu 
other European countries, with tho result that the wages 
of British workers were liighor than, say, Irish ones.

Those circumstances account for national differences in 
wage levels.

The struggle of the working class 
for higher wages

The capitalists are constantly striving to cut workers’ 
wages and set a wage lovel adequate for only the most 
essential means of subsistence, their aim hoing to gain 
more and more profits. Iu its strugglo against tho working 
class, the bourgeoisie makes use of the state, the law, the 
church, the mass media, and so on. Moreover, the capitalists 
themselvos unite in alliances of entrepreneurs and act 
against the workers as a united front.

For their part, the workers unite against capital in trades 
unions, whiqh organise the working class in its strugglo 
for a better economic situation. Tho working people’s chiof 
demands in this struggle are: higher wages, betler working 
conditions, work guarantees, etc.

It is as a result of the fierce class struggle, between the 
proletariat and the bourgeoisio that particular wago levels 
are set. When the workers are persistent and resolute in their
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strike struggle, the capitalists ofton havo to accept their 
conditions and raise their wages. The struggle hy the 
working class for a hotter standard of living is now bocom- 
iug particularly hroad in scale in the major capitalist 
countries—tho USA, Britain, Franc,e, the ERG, Italy and 
so on.

In recent years the striko movemont has been character­
ised hy a high level of class consciousness and organisation 
of the working peoplo and an extension of tho range of 
their demands in tho course of class battles, mass-scale dem­
onstrations by the most diverse strata of the working 
people, and a close intertwining of the economic and polit­
ical struggles. In the citadels of capitalism, as has heen 
confirmed once more by rec,ent ovents, the working class 
is the chiof motive and mobilising force in the revolution­
ary struggle and the entire domocratic, anti-imperialist 
movement.

The economic struggle of the proletariat is of major sig­
nificance. Marxism-Leninism toaches, however, that, while 
the economic struggle of the working class is very import­
ant, on its own it cannot lihorate tho workers from ex­
ploitation. Only when the capitalist mode of production is 
destroyed through a revolutionary, political strugglo will 
the conditions for the economic and political oppression 
of the working class he eliminatod.

REVISION EXERCISES

1. What is the essence of primitive accumulation?
2. What is the general formula for capital and how does 

it differ from that for commodity circulation?
3. Describe the commodity labour power. 
h. What oxactly is capitalist exploitation?
5. What are necessary and surplus lahour time?
6. What is the essoncp of capital?
7. What is the basis of the division of capital into con­

stant and variable?
8. How can the degree of exploitation of labour power ho

dolermined?
9. What are the ways of increasing the degree of exploita­

tion of lahour power and what is tlioir essence?
10. Describe the throe stages in the developmont of capi­

talism in industry.
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11. What Is the basic contradiction of capitalism and what 
were the reasons for its appearance?

12. How, under capitalism, do wages conceal the exploita­
tion of the working class?

13. Describe the basic, forms of wages.
14. What are nominal and real wages?
15. What influence does the economic struggle of the work­

ing class exert on wages?



Chapter I V

THE ACCUMULATION OF CAPITAL 
ANO THE DETERMINATION 

IN THE CONDITION 
OF THE PROLETARIAT

We have seen that surplus value is engendered hy capi­
tal. But capital, in turn, arises from surplus value. How 
does this happen? In order to answer this question, wc 
must find out the mechanism of capitalist reproduction.

1. THE ACCUMULATION OF CAPITAL 
AND FORMATION OF AN ARMY 

OF UNEMPLOYED

Reproduction and accumulation of capital

By production we mean tho process of tho creation of 
material wealth. Under capitalism, the entrepreneur buys 
means of production and labour power on the market and, 
as a result of productive activities, penile qreate material 
wealth. The production process is thon completed. Society 
cannot stop producing, for a halt to the production of 
material wealth would mean its downfall. The production 
of material wealth must, therefore, be a continuous process,
i.e., it must go through the samo stages over and over 
again. This constantly renewing and continuously repeating 
process of the production of material wealth is qalled 
reproduction.

The reproduction process takes place in any society, but 
the motive forcos hehind reproduction differ from one so­
ciety to another. Under capitalism, the motive force hehind 
reproduction is the capitalists’ pursuit of surplus value.
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Material wealth is produced and reproduced not to satisfy 
tho requirements oí the working peoplo, hut in order that 
tho capitalist might receivo profits.

During tho process of capitalist reproduction, surplus 
value is created aud then appropriated by tho capitalist. 
But we aro interested not only in tbe appropriation of sur­
plus value, hut also in how it is used, i.e., spent. If the 
capitalist uses all the surplus value for his own personal 
consumption, this is simple reproduction. The capitalist has 
advanced capital of, say, 200,000 dollars, of which 100,000 
are constant and 40,000 variable. With a 100 per cent rate 
of surplus value, 240,000 dollars worth of output will be 
produced, assuming that the entire constant capital is in­
cluded in the valuó oí the product (160,000 c + 40,000 y-f 
+  40,000 m —240,000). Theso 240,000 dollars consist oí 
the 200,000 dollars of the initial outlays advanced, plus
40,000 dollars of surplus valuó created by tbo lahour of the 
workers during the production process.

Since, under simple reproduction, Lbe entire surplus val­
ue goes for tlio personal consumption of the capitalist ami 
his family, the production process in the futuro will he 
repeated on tbe same scalo. The same thing will happen 
iu subsequent years. Although, under simplo reproduction, 
the process of tho production of material wealth is repeated 
on the same scale, analysis reveals the source from wbiqh 
capitalists are enriched.

Duriug tho production process tbe capital initially ad­
vanced is reproduced and surplus value is created and thou 
spent hy tho capitalist for bis own personal needs.

If the capitalist did not appropriate the surplus value, 
the entire capital initially advancod would eventually he 
used up on bis personal consumption. In our oxample, tbe 
capitalist spends 40,000 dollars a year, and so, since tho 
initial capital was 200,000 dollars, nothing would he left 
in five years. But this does not, in fact, happen, hecause 
the sum the capitalist spends on his own porsonal ueods 
is surplus value created by the unpaid labour of the 
workers.

Whatever the original source of tbe advanced capital, 
in the course of simple capitalist reproduction this capital 
hecomes, after a certain time, a value created hy the lahour 
of the workors and appropriated without recompense by 
the capitalist.

One very important circumstance follows on from this.



When the working class, in the course oi the socialist 
revolution, expropriates the capitalists, taking away their 
factories and plants, all it is doing is reclaiming what was 
created by the lahour of generations of the working class. 
This means that the elimination of privato capitalist prop­
erty is a lawful act, is historical justice.

We liavo assumed that the capitalist spends the entire 
surplus value on his personal needs. But is (his always 
the case? In the first stages of the development of capital­
ism, this often actually happened. The capitalist then ex­
ploited only a small numher of workers and sometimes 
worked himself. The situation changed when capitalist 
enterprises began to develop on the basis of large-scale 
machine industry; they expanded and the capitalist began 
!o exploit thousands and thousands of workers. If, for exam­
ple, the capitalist hires 1,000 workers and pays them an 
annual total wage of two million dollars, given a 100 per 
cent rate of surplus value, the workers create, two million 
dollars worth of snrphis valuo a vear for the capitalisl. 
Then he spends not the entire surplus value for his perso­
nal needs, hut only part of it. The rest is used to expand 
production, to purchaso new machinery and raw materials 
and take on extra labour power. Here we are now dealing 
with extended reproduction ov the accumulation of capital, 
when part of the surplus value is capitalised.

Let us use an example to illustrate the process of the 
conversion of surplus value into capital. Assuming that the 
capitalist has 10 million dollars worth of capital and that 
he advances eight million of this sum on constant capital 
and two million on variahle capital, taking tho rate of sur­
plus value as 100 per cent, providing the entire constant 
capital is included in tho value of the product, the result 
of the production process will be commodities worth 12 
million dollars (8 million c-{- 2 million u - |-2  million m).

Now let ns assume that the surplus value, equal to two 
million dollars, is distributed hy tho capitalist as follows: 
one million on extending production and one million on 
personal consumption. The part of the surplus value spent 
on expanding production is spent, on both constant and 
variahle capital in tho same proportions as was the capital 
initially advanced, i.e., 4 .’ 1 (800.000 c -4-200.000 v).

Consequently, during the second year, capital worth 
11 million dollars (8,800,000 c +  2,200,000 v) will he func­
tioning. If the rate of surplus value remains at 100 por
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cent during the second year commodities worth 13.2 mil­
lion’dollars (8,800,000 c +  2,200,000 v +  2,200,000 nt) will 
be produced.

The second year saw an expansion of the volume of pro­
duction and an increase in the mass of surplus value, since 
part of tbe surplus value received during the first year 
was converted into capital. Surplus value is thus a source 
of accumulation of capital. Through capitalisation, i.e., the 
addition of surplus value to eapital, tho capitalist increases 
the size of his capital.

The capitalist’s insatiable desire to appropriate surplus 
value for his own enrichment results in him constantly ex­
panding the scale of his production. Moreover, competition 
compels oach capitalist, undor threat of ruin, to improve his 
technology and expand production. To halt the growth of 
technology and the expansion of production would be to 
drop behind, and those who drop behind fall prey to their 
competitors.

If, however, capitalists constantly expand their produc­
tion, does this mean that they are reducing the share of 
surplus value spent for personal consumption? Not at all. 
As tbe capitalist class grows richor, the part of surplus 
value used to satisfy personal needs actually increases. 
Today's millionaires in the USA, for instance, spend about 
25 per cent of their incomes on tbeir personal needs. Some 
millionaire families have several bouses, expensive yachts, 
dozens of luxury cars and planes. Tbe vast scale on which 
American millionaires spend is also ovidenccd by tbe fact 
that, at a reception given by one of the 60 richest families 
in the USA every season, enough money is spent for an 
ordinary family of five to live adequately for their whole 
lives. AH this indicates that accumulation of capital is 
accompanied by a growth in the parasitism and wasteful­
ness of the capitalist class.

Representatives of so-called vulgar bourgeois political 
economy explain the accumulation of eapital liy the thrifti­
ness of tho capitalists who, so they say, restrict their own 
consumption for the sake of society.

The strongest proponent of such views was the 19th- 
century British economist Senior. “ ‘I substitute’, he proudly 
says, ‘for tho word capital, considered as an instrument of 
production, the word abstinence’”. 1

1 Quoted from: K. Marx, Capital, Vol. I, pp. 559-flO.
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Concerning this “abstinonce”, Marx pointedly romarks 
that the capitalist restricts bis consumption by “lending” 
tbe workers instruments of labour, ratber than by bimself 
using steam engines, railways, fertiliser, etc. Marx un­
masks this apologetic theory and ironically notes that simple 
humanity dietates that tbe capitalist be released from this 
“martyrdom” by depriving him of his right to own the 
moans of production.

At tbe end of tbo 19tb contury, Senior’s theory was re­
vived in a somewhat changed form by the British econ­
omist Alfred Marshall and the American economist Tho­
mas Carver, who simply replaced the word “abstinence” 
with “expoetation".

All theso “theories” are geared to justifying capitalism 
and capitalist exploitation. In fact, however, tbe accumula­
tion of capital and tbe scale of this accumulation 
dopond not on the capitalist’s “abstinonee”, as bour­
geois ideologists try to show, but on exploitation of the 
working class. Let us tako, for example, capital of 8,000 c +  
+  2,000 v. Given a 100 per cent rate of surplus value,
2,000 m will be roceivod, or 4,000 m given a rate of 200 
per cent. Consequently, the greater the degree of exploita­
tion, tho moro surplus value is ereated and the greater the 
size of accumulation. A rise in tho degreo of exploitation 
of labour power is achieved by extending tbe working day, 
increasing tbe intensity of labour, reducing wagos below 
tho value of labour power, and so on.

A major factor speeding up tho accumulation of capital 
is a rise in the productivity of labour, which entails a 
cheapening of commodities. This pormits the capitalist 
to: a) reduce the value of the commodity labour powor, 
this allowing him, for the same sum of variable capital, to 
set in motion a greater mass of live labour and thus pro­
duce more output and, e(onsequontly, surplus value; b) in­
crease his porsonal consumption without roducing the share 
of surplus value going to expand production; e) expand 
production faster by using cheaper machinery and without 
increasing the capitalised surplus valuo.

The scale of the accumulation of capital is also affected 
by tho size of the advanced capital. With the given ratio 
of c to v, the greater the size of capital, tho greater, also, 
will be the size of the variable capital, so, coteris parihus, 
the scale of the accumulation of capital depends directly 
on the size of tbe eapital initially advanced. Such aro tbe
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chief factors determining the size of the accumulation of 
capital.

How does the accumulation of capital affoqt the situa­
tion of tho working class? For an answer to this question, 
we must first look at Marx’s teachings on the organic com­
position of capital.

The organic composition of capital

In his theory of surplus value, Marx discovered the 
division of capital into constant and variahle, and thus 
disclosed tho truo source of surplus value. In his teachings 
on the accumulation of capital, ho enriched this postulate 
with hiB theory of the organic composition of capital.

The composition of capital may he considered from two 
angles: physical and value.

Tho composition of capital in terms of value is determin­
ed hy the ratio into which capital divides hetweon constant 
and variahle and is called the value composition of capital.

In its physical form, the capital functioning in the process 
of production is divided into means of production and 
lahour power. The composition of capital determined by the 
ratio between the mass of means of production used and 
tho amount of lahour power roquired to operate them is 
called the technical composition of capital. This correlation 
depends on the amount of machinery and oquipment in tho 
given enterprise.

There is a close interdependence between the valuo com­
position of capital and its technical composition. As a 
rule, a change in the technical composition of capital leads 
to a change in value terms. Thus, tho ratio hetween con­
stant and variable capital, i.e., tho value composition of 
capital, in as far as it is determined hy the technical com­
position of capital and reflects changes in it, Marx called 
the organic composition of capital.

Consequently, the organic composition of capital is the 
ratio c : v .  For example, if capital consists of 800 c-f- 
-f- 200 v, the organic composition of capital will he 4 :1 .  
Tho composition of capital in value terms must not bo con- 
fused with its organic composition. Tho value composition 
of capital may change continuously in rosponso to fluctua­
tions in the market prices of means of production and 
lahour power. The organic composition of capital only
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changes under the impact of a change in the technical 
make-up. As capitalism develops and the accumulation of 
capital increases, there is a continuous growth in the orga­
nic composition of capital. Thus, in the manufacturing in­
dustry of the USA in 1889 it was 4.5 :1, in 1939—6 :1  
and in 1966—8 : 1.

The growth in the organic composition of capital reflects 
the fact that, as production grows, there is an increase in 
the mass of raw materials, machinery, instruments and 
equipment compared with the amount of labour power used 
in production. If, for example, the initial organic compo­
sition of capital was 1 : 1, later it becomes 2 :1 , 3 :1 , 4 :1 , 
5 :1  and so on. This means that the share of variable capi­
tal in total capital drops from V2 to Va, V4 , Vs, 76, etc. 
Since, however, the demand for labour is determined not 
by capital in its entirety, but only by the variable part, 
the relative drop in variable capital results in the rate at 
which workors arc drawn into production becoming slower 
and slower and falling behind that of accumulation of 
capital.

As a result, an increasing sharo of workers are unable 
to find an application for their lahour. Part of the working 
class proves to he “surplus”, in excess of tho requirements 
of the accumulation of capital. So-called surplus popula­
tion, or relative surplus population, unemployment, dovel- 
ops.

When there is a constant relative surplus population the 
capitalist lam of population, discovered hy Marx, makes 
itself felt. Tho essence of the capitalist law of population 
consists in the fact that, the more surplus value is created, 
the groater the accumulation of capital and the greater its 
organic composition. And, the greater the accumulation of 
capital and its organic composition, the less labour is 
drawn into tho production process.

Tho industrial reserve army 
and its forms

The fact that workers are ousted from the production 
process results in tho formation of au army of unemployed 
people in the capitalist countries.

The main reason lor the formation of an industrial re­
servo array under capitalism is the rise in the organic com­
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position of capital, i.e., the more rapid growth of constant 
than variable capital. In addition, however, there aro other 
factors that intensify the growth of unemployment: a) an 
extension of tho working day and a higkor intensity of 
production, since capitalists make use of the presenco of an 
army of unemployed to force workers who havo johs to 
work for two, three, or moro people and this facilitates the 
growth of the industrial reservo army; h) the spread of 
female and child lahour, because the use of technology and 
simplified joh operations make it possihle for women and 
children to he drawn into production and, since their lahour 
is paid for at a lower rate, male adults are dismissed;
c) the ruin of small producers, since the accumulation 
of capital is accompanied hy an intensification of the pro­
cess by whi^h the small producers—peasants and artisans— 
aro ruined and swell the ranks of the army of unemployed.

The industrial reserve army of labour is essential for 
capitalism to exert a constant pressure on those workers 
who are in work; it allows tho capitalist to roduco the 
workers’ wages and increase the intensity of labour, on 
threat of dismissal, i.e., to step up the exploitation of the 
working class. This is why the capitalists have a vested 
interest in a certain lovel of unemployment heing main­
tained.

Relative surplus population, or unemployment, takes a 
variety of forms in the capitalist countries. There are three 
main ones: floating, latent and stagnant. Let us consider 
each in turn.

Floating relative surplus population consists in tho mass 
■f workers gotting johs then losing them again, so that, 

overall, there are always a certain numher of unemployed 
people. Workers are drawn into production when there is 
expansion and now enterprises are heing opened, hut they 
are dismissed again following a cut in production, the intro­
duction of new machinery, the closure of enterprises, and 
so on. This form of unemployment is the most widespread 
in towns and industrial centres.

Latent surplus population, or agrarian overpopulation, 
consists in there heing a permanent surplus of workers in 
agriculture. This surplus appears hecanse tho small peas­
ants, who own minute plots of laud, can hardly mako ends 
meot and arc always prepared to sell their lahour power, 
if a purchaser can he found.

At the same time, a differentiation takes place of the
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peasantry; it becomes stratified into rich and poor. A huge 
mass of agricultural proletariat forms, consisting of people 
working for wages for rich peasants, the rural hourgeoisie. 
But the rich peasants and capitalist farms, which own most 
of the land, make increasing use of machinery and the 
demand for workers in agriculture drops in absolute terms. 
In order just to survive, agricultural labourers go to the 
towns and industrial settlements, and there swell the ranks 
of tho unemployed.

The stagnant form of relativo surplus population consists 
in tho existence of a mass of workers without permanent 
jobs (those doing outwork at home or on a daily hasis, 
and so on). The standard of living of theso workers is 
considerably below the average for the working class as a 
whole.

Apart from thoso main forms there is also tbe lowest 
level of surplus population, including vagrants, criminals, 
beggars, otc.

As capitalism develops, relativo surplus population grows. 
Under capitalism, unemployment is an undeniable fact, so 
bourgeois economists were Faced with the problem of ex­
plaining its emergence and existence.

MaJthus’s misanthropic population theory

The majority of hourgeois economists attompt. to explain 
the emorgenco of unemployment and poverty hy the eternal 
and natural laws of nature. The most reactionary theory 
was put forward in 1798 by Maltlius, a British economist 
and clergyman. His hasic thesis was that, right from the 
omergenco of human society, population had supposedly 
hocn multiplying geometrically (1 ,2 ,4 ,8 , etc,), while the 
mean? of subsistence, owing to the limited nature of natu­
ral wealth, grows only arithmetically (1, 2, 3, 4, and so 
on). According to Moltbus, this correlation means that vast 
numbers of people on Earth are superfluous: they cannot 
find work or food. Mai thus drew his conclusion on a false 
statistical basis.

In spite of the fact that Malthus’s theory is patently 
absurd, the bourgeoisie greeted it enthusiastically, since it 
allowed all the sores of capitalism t,o he justified. Unem­
ployment could be explained hy the ovorrapid absolute 
growth in the numbers of the working class, and poverty by
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the surplus of “eaters” and shortage of means of subsis­
tence. In Malthus’s opinion, the proletariat could be deliv­
ered from unemployment, poverty and starvation not by 
abolishing the capitalist order, but by refraining from mar­
rying or by artificially limiting the birth rate. In addition, 
Mai thus considered calamities such as wars, epidemics, aud 
so on as boons for humanity: they destroy the “surplus" 
numbers of population and make its size correspond to the 
amount of means of subsistence available.

Progressive-minded people in all countries immediately 
took up arms against Mallhus’s doctrine. The active fighters 
against misanthropic Malthusianism included the Russian 
revolutionary democrats Chernyshevsky, Pisarev, and others.

In his theory of the accumulation of capital, Marx com­
pletely unmasked the falsity of Malthus’s assortions. Yet 
Malthusianism still finds its supporters in the capitalist 
world. It lias become particularly widespread in the USA. 
For instance, William Vogt’s book Road to Survival asserts 
that only 500 to 900 million people can live on Earth and 
that the rest are redundant people who should be annihi­
lated. Robert Cook’s book Human Fertility: The Modern 
Dilemma states that tho population growth constitutes a 
lerriblo threat to human existence.

The real reasou for unemployment, poverty and starva­
tion under capitalism was proved scientifically by the found­
ers of Marxism-Leninism. It is tlio capitalist mode of 
production, with its thirst for accumulation of capital, thaL 
ongcuders unemployment, poverty and starvation among 
the working poople. In order to get rid of these evils, the 
ovorthrow of capitalism in a revolutionary way is neces­
sary. This is graphically evidenced by the development of 
the socialist countries.

2. THE GENERAL LAW  
OF CAPITALIST ACCUMULATION

The essence of tho general law 
of capitalist accumulation

The deterioration of tho situation of the working class 
and growing unemployment are a result of the operation of 
the laws of capitalist production rather than the laws of 
nature. “The greater the social wealth," Marx wrote, “the
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fuclioniiig capital, tbe extant and energy of its growth, 
and, therefore, also the absoiuto mass of the proletariat and 
Ibo productiveness of its labour, the groator is the indust­
rial reserve army.. .. But the greater this reserve army in 
proportion to tho active labour army, the greater is the 
mass of a consolidated surplus-population, whose misery 
is in direct proportion to tho torment of tho aotivo labour. 
The more extensive, finally, the lazarus-layers of t-lio work­
ing-class, and the industrial reserve army, the greater is 
official pauperism. This is the absolute general law of capi­
talist accumulation”. 1

And so, the general law of capitalist accumulation con­
sists in the accumulation of capital creating tho conditions 
for a growth of wealth at one pole—in the hands of tho 
capitalist class—and a growth of unemployment and short­
age of means of subsistence at tho other—among the work­
ing class. Tho general law of capitalist accumulation is a 
concrete manifestation of the operation of the basic econo­
mic law of capitalism—the law of surplus value. It is the 
pursuit of greater surplus value that loads to tho accumula­
tion of wealth, to the luxury, parasitism and wastefulness 
of the bourgeoisie. The more wealth the bourgeoisie accu­
mulates, the groator the army of the unemployed, the higher 
the dogreo of oxploitation of those workers who have johs, 
and the worse their material situation. The accumulation 
of capital and deterioration of the situation of tho proletar­
iat are, therofore, two inseparable aspects of capitalist 
society.

Relative and absolute deterioration 
of the position of the proletariat

As capitalism develops, there is a relative deterioration 
of the position of the proletariat. This means that as the 
social wealth grows, tho share of the workers in the total 
value newly created in society (i.e., in the national income) 
falls while that of tho capitalists rises.

A clear example of tbe progressing relative impoverish­
ment of tho working class is provided by the developed 
capitalist countries—tho USA, Britain, France, and others. 
Thus, the share of the working people iu the US national

1 K. Marx, Capital, Vol. I, p. 603.
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income in 1890 was 56 per cent, while in 1923 it was 54 
per cent and at present it is less than 50 per cent.

Yet, while the share of tho working class in the national 
income is falling, that of tho capitalist class is constantly 
risiug. In the USA the oxploiting classes appropriate over 
half the national income, while they constitute only ahout 
a tenth of the whole population of the country.

The relative worsening in tho condition of the working 
class is expressed in a change in tho correlation between 
wages and profits to the detriment of the working class 
and to the benefit of the capitalists.

The general law of capitalist accumulation engenders a 
tendency towards an ahsolute worsening of the material 
condition of the working class, too.

Under capitalism, the lot of tho worker is an existence 
full of insocurity concerning the future. Tho accumulation 
of capital constantly reproduces the worker as a wago work­
er, throwing him on to the labour market and turning him 
into a subject of exploitation. On the one hand, it dooms 
the greaLer part of the working class to excessive labour and 
terrible exploitation; on the other, it creates a vast army of 
unemployed people.

The absolute deterioration of the position of the working 
class means a worsening of the workers’ working and living 
conditions: a drop in real wages, a rise in the cost of 
living, an increaso in the army of unemployed in both 
town and countryside, a rise in the intensity of lahour, 
a deterioration of housing couditions, and so on. Let us 
take a closer look at some of these factors.

The cost of living in the capitalist countries is rising. 
Thus, for example, taking the cost of living index in tho 
USA in 1970 as 100, the figures for 1975 and 1978 would 
he 139 and 168 respectively. Consequently, the cost of 
living in the USA rose by 68 per cent from 1970 to 1979.

In the USA, the method used to calculate tho officially 
accepted poverty line (in official documents it is called 
the minimum standard of living) is hased on the family 
food hudget. It follows that, as the cost of living rises, the 
poverty line also rises. In 1964 it was 3,130 dollars a year 
for an urhan family of four; in 1969—3,743, in 1972— 
4,275, and in 1973—4,500 dollars. According to official data, 
in 1969 there were 24.3 million people with incomes helow 
the official poverty line, while in 1973 there were 25.5 
million and in 1979—26 million.
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In 1978, the cost of living indox (1970=100) was: 
270, in Britain; 224, in Australia; 167, in Austria; 179, 
in India; 310, in Spain; 309, in Mexico; 270, in France; 
and 211, in Japan.

The major factor accounting for tho tendency towards 
an ahsoluto worsening in tho condition of tho working 
class under capitalism is growing unemployment. Mass 
unemployment is constant and chronic in tho capitalist 
countries. Apart from people who are completely out of 
work, there are millions of partially unemployed, working 
less than a full working week or day. Thus, in the USA, 
after the Second World War the numher of fully unem­
ployed was two to threo million, while in 1978 it was six 
million. Almost ten million workers are not in full time 
work. During the 1970s, the army of unemployed in the 
devoloped capitalist countries douhled and in 1980 they 
numhered 19 million.

Unemployment means deprivation and suffering not only 
for the workers themselves; it makes tho condition of the 
entire working class worse, since the capitalists use it to 
reduce wages.

One indication of the drop in the standard of living of 
tho working class is the continuous rise in the intensity of 
labour in capitalist enterprises. Excessive intensification 
of lahour, together with the lack of tho necessary safety 
measures, leads to injury on a mass scale. In the USA, for 
instance, one workor is killod or crippled at work every 
three minutes and one worker reçoives somo kind of injury 
every 11 seconds.

While considering the question of the tendency towards 
an absolute impoverishment of the proletariat, account must 
he taken of the condition of the working people in the 
economically hackward and dependent countries, where 
imperialism has left a legacy of poverty and a high death 
rate, and also of the ruin and impoverishment of tho 
overwhelming majority of tho peasantry and artisans in 
all capitalist countries.

Such, hriefly, aro somo of the factors hehind the abso­
lute worsening in the condition of the working people in 
the capitalist countrios.

The ahsolute impoverishment of the proletariat must 
not he understood as a steady drop in tho working peoplo’s 
standard of living everywhere, year aftor year, day after 
day. The living standards of certain strata of the working
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pooplo may rlso in one or several countries, while it is 
dropping generally in the world capitalist economy as a 
whole. When describing the condition of the working people 
in the capitalist counlrios it must he remembered that tho 
given level ol material well-being of tbe working class is 
determined by tho baianco of the class forces of the bour­
geoisie and the proletariat Throughout the history of cap­
italism, the workers have been waging a persistent struggle 
for an improvement in their living conditions. This struggle 
is a factor countering tho fall in the standard of living 
of the working class.

The late 1960s and oarly 1970s saw an upsurgo in the 
strike struggle of the working people in the capitalist coun­
tries. Attempts to reduce the heat of the class struggle by 
certain social reforms are not succossful. The numbers of 
those participating in strikes rose during the 1970s by 
more than a third, reaching, according to only official 
figures, 250 million people. There is a steady rise in tho 
political activity of the working class,

Bourgeois economists attempt to omhroider on tho truth 
of capitalism, putting forward a multitude of theories to 
refute the Marxist-Leninist doctrine of the relative and 
absolute worsening in the condition of the working masses 
under capitalism. One such theory is the theory of “people’s 
capitalism”.

Those who support tho theory of “people’s capitalism” de­
clare that, under capitalism, workers’ wages grow* so fast 
that the class differences between workers and capitalists 
are steadily erased. The workers’ wagos suffice for them 
to buy cars, houses, shares, and to open deposit accounts 
in banks; in many enterprises the workers receive a share 
of the profits. “People's capitalism”, its defenders assert, 
brings a “revolution in incomes”, which results in a nar­
rowing of the gap hetweon the way of life of the rich and 
that of the poor and the matorial wealth is distributed evenly 
among the members of socioty. As a conscquenco, class 
antagonism is replaced by equality, and, so they claim, the 
Marxist-Leninist theory of the class struggle is no longer 
applicable, for each worker can, if be is industrious and 
thrifty, become a capitalist. The facts, however, refute these 
assertions. The advocates of “class poace” and “harmony 
of the classes” attempt, by means of such ahsurd theories, 
to distract the working people from the struggle for their 
fundamental class interests, to split the organised lahour
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movement, morally disarm the working class and create 
among it tho illusion that it is possible to eliminate the 
evils of the capitalist system without any revolutionary 
struggle.

The historical trend 
oi capitalist accumulation

Marx made a comprehensive analysis of the accumula­
tion of capital and showed the historical trend of capital­
ist accumulation. The starting point of the emergence of 
capitalist property is private property of small commodity 
producers. During the feudal period petty commodity pro­
duction bogan to disintegrate and capitalist elements to ap­
pear. But this was a very slow process. It was supplement­
ed by the enforced expropriation of tho small producer 
during the period of the primitive accumulation of capital. 
As a result of this expropriation, capitalist property ho- 
came the predominant form of property.

Once they had become consolidated, the capitalist rela­
tions of production, based on large-scale private ownership 
of the means of production by capitalists, facilitated, dur­
ing the first stage of their development, the rapid develop­
ment of the productive forces: an increasing technological 
advance, the combination of tho labour of many hundreds 
and thousands of workers. Production became social in 
character.

The social character of production intensified even fur­
ther the operation of tho economic laws inherent in capi­
talism. The basic economic law of capitalism—the law of 
surplus value—determines the growth of the exploitation 
of the working class and, on this basis, a step-up in the 
accumulation of capital. During the process of the accumu­
lation of capital, the organic composition of capital rises 
and the scale of production increases.

The process of the socialisation of production is accom­
panied by a constant drop in the number of capitalist ty­
coons, hut hugo social wealth is concentrated in their 
hands, and they appropriate tho results of the collective la- 
hour of millions of the working people.

The moro capitalism develops, the more the social char­
acter of the production process conflicts with the private 
capitalist form of property. Private property becomes an
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obstacle to the further development of the productive 
forces.

The socialisation of labour by capital prop ares tho ob­
jective preconditions for tbe fall of capitalism. But the 
operation of tbe specific laws of capitalism also creates the 
subjective preconditions for the decline of capitalism. The 
growth of capital and the scale of production is accompa­
nied hy a constant numerical growth of the working class. 
Owing to the very mechanism of capitalist production it­
self the working class unites, organises and prepares it- 
solf for its role as manager of production in the new, so­
cialist society. During the process of capitalist accumula­
tion, unemployment increases, the condition of the work­
ing class deteriorates and, at the same time, its struggle 
grows in intensity. Tbe working class comes increasingly 
to understand that the only way to rid itself of exploita­
tion and its lack of rights is tho revolutionary destruction 
of capitalism.

Thus, capitalism itself prepares the ohjectivo and suh- 
joctive conditions for its own abolition. The essence of the 
historical trend of capitalist accumulation consists in the 
preparation of the necessary conditions for expropriation 
of capitalist private property and for the collapse of capita­
lism and triumph of socialism.

Marx wrote: “Along with tho constantly diminishing 
numher of tbe magnates of capital, who usurp and mono­
polise all advantages of this process of transformation, 
grows the mass of misery, oppression, slavery, degrada­
tion, exploitation; but with this too grows tbe revolt of the 
working-class, a class always increasing in numbers, and 
disciplined, united, organised by the very mechanism of 
tbe process of capitalist production itself. The monopoly of 
capital becomes a fetter upon the mode of production, 
which has sprung up and flourished along with, and under 
it. Centralisation of tbe means of production and socialisa­
tion of labour at last reach a point where they becomo in­
compatible with their capitalist integument. This integu­
ment is hurst asunder. Tho knell of capitalist private prop­
erty sounds. The expropriators are expropriated.’’1

The inevitability of the collapse of capitalism is confirm­
ed by tbe entire course of historical development. Thus, 
in 1917, the working class of Russia, in close allianco with

' K. Marx, Capital, Vol. I, pp. 714-15.
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the poorest peasantry and under the leadership of the Com­
munist Party, headed by V. I. Lenin, carried through tbe 
Great October Socialist Revolution. During the revolution­
ary transformations, the working class of Russia exprop­
riated the hourgeoisie, eliminated private ownership of 
the moans of production and, in its place, established pub­
lic, socialist ownership of them. Tbis also confirmed new 
relations of production between the memhers of society, 
relations of co-operation and socialist mutual assistance 
between people free from exploitation.

After tbe Second World War, tbe peoples of many other 
countries set out along the path of fundamental socio-eco­
nomic transformations and are successfully building social­
ism today.

REVISION EXERCISES

1. Wbat are simple and extended reproduction?
2. What is the organic composition of capital?
3. What is the essence of the capitalist law of surplus pop­

ulation?
4. What are the reasons for the emergence and the forms 

of unemployment under capitalism?
5. What is the essence of the genoral law of capitalist ac­

cumulation?
6. Explain tbe relative and absolute worsening in tbe con­

dition of the working class under capitalism.
7. What is the historical trend of capitalist accumulation?



Chapter V

THE CONVERSION 
OF SURPLUS VALUE INTO PROFIT 
AND ITS DISTRIBUTION BETWEEN 

THE VARIOUS GROUPS 
OF EXPLOITERS

L SPECIFIC FORMS OF CAPITAL

In the preceding chapters we have considered the rela­
tions hetween the proletariat and the industrial bour­
geoisie, abstracting from the fact that there are also other 
groups of exploiters—the commercial hourgeoisie, hank­
ers, agricultural capitalists and hig landowners who all 
participate in exploiting the working people and who di­
vide the snrplus value produced hy the workors hetween 
themselves. The reasons for the division of the bourgeoisie 
into specific groups must be sought in the conditions of 
capitalist production itself.

The movement of capital

Capital is constantly on the move. A halt or slowdown 
in the movement of capital means a complete loss or drop 
in the surplus value received hy the capitalist.

During its movement, capital goes through a numher of 
stages and takes a variety of forms.

A t the first stage, capital functions in the sphere of cir­
culation in the form of money. The capitalist uses this 
money to huy means of production and labour power, thore- 
hy preparing for the process of capitalist production it­
self. The movement of capital at this stage may he illus­
trated hy the formula:

M —
,L p  

x M p
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(where M—money; C—commodity; Lp—labour power; 
Mp—means of production). Thus, at the first stage, capi­
tal is transformed from the money form into tho form of 
productivo capital.

During the second stage, capital functions in the sphere 
of production, where wage workers are united with the 
means of production. The workers’ labour creates new 
commodities that emhody new value, including surplus 
value. The movement of capital at this stage is expressed 
by the formula:

L p

M p
C

Thus, at the second stage, capital is transformed from 
its productive form into the form of commodity capital.

A t the third stage, capital functions once again in tho 
sphere of circulation, where the commodities that have 
been produced are realised. Commodity capital is transform­
ed into money capital. The movement of capital at this 
stago is expressed thus:

C' — M '
Thus, capital begins its movement in tlie money form 

and finally returns to this form, but the capitalist receives 
more monoy than he initially put into circulation. This 
movement of capital, i.e., the consecutive transformation 
of capital from one form to another and its passago through 
three stages, is called the circuit of capital. The cir­
cuit of capital hreaks down into two stages of circulation 
and one of production.

The circuit of capital

The circuit of money capital

/ L p
M - C (  . . .  P  . . . C ' —M*

x M p

The circuit of productive capital

/ L p
P .  .. C’ - M ' - C ' i  . . . P

x M p
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The circuit of commodity capital 

/ L p
C '—M ' ~ C (  . . .  P  . . .  C

x M p

Consequently, capitalist reproduction is the unity of the 
process of circulation and that of production. Yet, al­
though production and circulation form a unity, the deci­
sive role helongs to production, since it is here that sur­
plus value is created.

The formation of various types of capital 
and groups of capitalists

There are three forms of capital corresponding to the 
three stages in the circuit of industrial capital: money, 
productive and commodity. As capitalism develops, these 
three types become increasingly isolated. Commercial and 
loan capitals separate off from the capital employed in pro­
duction and hegin to function independently in the trade 
and credit spheros. There are groups of the bourgeoisie 
corresponding to these separate types of capital: industrial­
ists, merchants and bankers.

The function of industrial capitalists consists in directly 
appropriating the surplus labour of the working class, sur­
plus value. The function of merchant capitalists is to trans­
form commodity capital into money capital. That of loan 
capitalists is to concentrate and distrihute money capitals. 
Each group of capitalists receives a share of tho surplus 
valuó created hy the working class. In addition to these 
groups of the hourgeoisio, there are also capitalists in agri­
culture. It is not relevant here, though, to identify them 
as a special group, since hasically they do not differ from 
industrial capitalists.

Another group existing within the exploitative class is 
landowners, who occupy a special place in capitalist soci­
ety, since they own ono of the main means of produc­
tion—the land. They, too, receive a share of the total sur­
plus value created.

The separation of individual parts of social capital into 
independently functioning capitals—industrial, commercial

118



and loan, as well as the existence of big landowners, gives 
rise to fierce competition hetween the exploiters in approp­
riating the surplus value. The surplus value appropriated 
by each capitalist takes the form of profit. Industrial capi­
talists make industrial profit; merchants—commercial prof­
it and hankers—interest on loans. Big landowners receive 
land rent.

2. AVERAGE PROFIT 
AND THE PRICE OF PRODUCTION

Production costs and profit.
The rate of profit

The value of a commodity produced in a capitalist en­
terprise breaks down into three parts: (1) c—the value of 
the constant capital (part of the value of the machinery, 
premises, the value of the raw materials, fuel and other 
means of production used up during the given production 
process and transferred to the commodity created) ; (2) li­
the value of the variable capital and (3) m—surplus value.

Of these three parts, the capitalist pays for only the first 
two, which constitute his production costs. Capitalist pro­
duction costs consist, consequently, in outlays on constant 
and variahle capital (c +  v ) .

Whon the capitalist sells the commodity producod in his 
enterprise, surplus value appears as the sum received in 
excess of the production costs. When determining the prof­
itability of the enterprise, the capitalist compares this ex­
cess with the amount of capital spent or advanced, i.o., 
with the production costs. The ratio of surplus value to to­
tal capital is profit. Profit is surplus value taken in rela­
tion to the total amount of capital invested in production 
and acts as if it were engondored by this capital. In fact, 
howover, it is surplus value and is engendered only hy the 
variahle part of capital. This is why, Marx calls profit a 
transmuted form of surplus value.

The profitability of the capitalist enterprise is measured 
by the rate of profit, which is the ratio of surplus value to 
the total capital advanced, in percentage terms. For oxara- 
ple, if the capital advanced (c +  v) is 200,000 dollars 
(160,000 c +  40,000 u), and surplus value (m) for the
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year is 40,000 dollars, the rate of profit (p') will be:

P ' ”  - n p r  * !  0 0 *  -  sifim  * 10l» = 2 «
The rate of profit must bo distinguished from the rate of 

surplus value. In one and the same enterprise, the rate of 
profit is always below the rate of surplus value. In the giv­
en case, the rate of surplus value will be:

100% =  g ij jg  X 100% =  100%

The rate of profit is the motive force behind capitalist 
production. The mid-19th century British trade unionist 
and journalist T. J. Dunning said aptly concerning the role 
played by the rate of profit under capitalism:
“With adequate profit, capital is very bold. A cortain 10 
per cent will ensure its employment anywbero; 20 per cent 
certain will produce eagomess; 50 per cent, positive audac­
ity; 100 per cent will make it ready to trample on all hu­
man laws; 300 per cent, and there is not a crime at which 
it will scruple, nor a risk it will not run, oven to the chance 
of its owner being hanged.” 1

This description is fully confirmed by the way today’s 
capitalists behave. The wealth and might of the American 
hillionaires—the Morgans, Rockefellers, DuPonts, etc.,— 
were created and are maintained in violation of all human 
rights and laws.

The formation of the average rate of 
profit and the price of production

The capitalist economy consists of a multitude of vari­
ous enterprises producing all sorts of commodities. Enter­
prises producing similar products operate under different 
conditions. They differ in scale, amount of technology 
available and organisation of production. As a consequence, 
the individual value of commodities produced in differ­
ent enterprises also differs. But intrasectoral competition, 
i.e., competition between capitalists in one and tho same 
industry, rosults in the prices of commodities boing deter­
mined not by tbe individual expenditure of labour on their

1 Quotod from: K. Marx, Capital, Vol. I, p. 712.
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production, not their individual values, but hy tho market 
(social) value of these commodities.

Sinco the price of commodities is determined by their 
market value, an enterprise with sophisticated technology 
and high labour productivity is in a favourable position. 
Such enterprises receive extra profit, or superprofit. Under 
free competition, however, this situation cannot last long. 
High profits attract everyone. Capitalists who own enter­
prises with less sophisticated technology strive to update 
it, introduco technological improvements, and raiso the 
productivity and intensity of their workers’ labour. As a 
result, the value of the commodities in these enterprises 
falls to the level of the individual value of those produc­
ed hy advanced enterprises, so this value, now hocomes 
the market, or social value. The enterprises that previous­
ly received superprofit cease to do so. But new technologi­
cal improvements once again create tho conditions for 
these or other enterprises to receive superprofit.

In capitalist society, in addition to intra-scctoral com­
petition, there exists inter sectoral competition, i.e., com­
petition hetween capitalists who havo invested thoir capi­
tals in different industries. This type of competition leads 
to the rate of profit being equal in the various industries 
or, the same thing, to equal capitals receiving equal profit.

Let us look at how the rate of profit is equalised be­
tween capitalists. Suppose there are three industries in so­
ciety—the loather, textile and engineering industries and 
that equal capitals are invested in them, hut capitals with 
different organic compositions. If tho capital advanced in 
each of these industries is 100 units (say, billion dollars), 
let us assume that the capital invested in the leather in­
dustry consists of 70 units of constant and 30 units of va­
riable capital; that invested in tho textile industry—of 
80 units of constant and 20 of variable: that invested in 
engineering—of 90 and 10 units respectively. Tho rate of 
surplus valno in each of these industries we shall tako as 
100 per cent. This means that 30 units of surplus valuó 
will be produced in the leather industry, 20 in the textile 
industry and 10 in engineering. Tho value of the commo­
dities in tho first industry will be 130, in the second—120 
and in tho third—110, and in all three industries together 
—360 units.

If we assume that the commodities aro sold at value, 
the rate of profit in the leather industry will be 30 per
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cent, in the textile industry—20 per cent and in engineer­
ing—10 per cent. This would he profitable for the capi­
talists in the leather industry, hut not for those in engi­
neering. In the pursuit of profit, the latter will transfer 
their capital from engineering into the leather industry. 
As a result of the flow of capitals, the leather industry 
will produce more output than is demanded. The price of 
leather goods will fall, and so, too, will tho rate of profit, 
say to 20 per cent.

At the same time, production will fall in engineering, 
while demand remains the same. The changed ratio of 
supply to demand will allow entrepreneurs to raise their 
prices for engineering goods. There will he a correspond­
ing rise in the rate of profit, for example, from 10 to 20 
per cent.

Thus, the flow of capitals from one industry to another 
equalises the various rates of profit, making them all cor­
respond to the average rate of profit. Average profit is prof­
it equal for capitals of equal size invested in various 
branches of production. With tho formation of tho average 
rate of profit, commodities are no longer sold at value 
(c +  o +  m), hut at a price consisting of production costs 
and average profit (c +  y +  p). Tho price equal to the 
production costs of the commodity, plus average profit, is 
called tho price of production.

The equalisation of the various rales of profit to the 
average and the process of the formation of the price of 
production can he illustrated hy the following tahle:
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Leather 70c+ 30a 100 30 30 130 20 120 —10
Textile 80c+20o 100 20 20 120 20 120 0
Engineering 90e+10o 100 10 10 110 20 120 +10

Total 240+  60 100 60 20 360 20 360 -

As can be seen from the table, the various rates of prof­
its were equalised with the average rate of profit. The 
price of production diverged from the value of the commo­
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dity. In one industry it was ahovo value; in another it was 
below it.

In industries with a low organic composition of capital 
{this is the leather industry in our example), the price of 
production is helow value and profit less than the surplus 
value in production. In industries with an average organic 
composition of capital, the price of production coincides 
with value and profit with surplus value. In industries with 
a high organic composition of capital (engineering in our 
example), the price of production is above valuó and prof­
it higher than surplus value. This excess of the price of 
production over value was created hy the workers in the 
industries with a low organic composition of capital, hut 
it is appropriated by tho capitalists in those with a high 
organic composition of capital.

Consequently, the workers are exploited not only hy the 
capitalists for whom they actually work, hut also hy the 
entire capitalist class. The whole class has a vested inter­
est in raising the degree of exploitation of the workers, 
since this leads to a higher average rate of profit. This is 
why the capitalists form a united front in their class strug­
gle against the proletariat. The working class, exploited hy 
all the capitalists, must also show class solidarity and act 
in a united front. A partial struggle for tho interests of 
workers, a struggle against individual capitalists, cannot 
bring any fundamental change in the condition of the work­
ing class. The working class can only throw off the yoke 
of capital if it aholishes the system of capitalist exploita­
tion. This conclusion is what constitutes the tremendous 
political significance of Marx’s theory of average profit for 
the class struggle of the proletariat.

As we have seen, under capitalism commodities are sold 
not at thoir value, hut at the price of production. This 
does not mean, howover, that tho law of value is violated. 
The price of production is a transmuted form of value. 
Some capitalists sell their commodities at prices ahovc val­
ue, others at ones helow it, hut, taken together, all capi­
talists receivo the full value of commodities and the profit 
of the entire class of capitalists coincides with the total 
mass of surplus valuó produced in society. On the scale of 
all society, the sum of the prices of production is equal to 
tho sum of the value of commodities, and the mass of prof­
it to the mass of surplus value. Thus, the law of value 
operates through the prices of production.
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The tendency
of the rate of profit to fall

As capitalism develops, the organic composition of cap­
ital rises. This means that thero is an increase in tho 
amount of raw material, the numher of machines and 
amount of equipment in enterprises. The numher of workers 
also rises, hut moro slowly, so variahle capital grows more 
slowly than constant capital does. Yet the higher the or­
ganic composition of capital, the lower the rate of profit. 
This does not, however, imply that the mass of profit also 
falls. Here is an example. Social capital of 100 hillion dol­
lars, consisting of 70c +  30c, douhles in 20 years to reach 
200 billion dollars. Its organic composition has also risen 
to 160c +  40i>. Given a 100 per cent rate of surplus value, 
in the first instanco tho mass of profit is 30 hillion dol­
lars, in the second—40 hillion dollars. At the same time, 
the rate of profit has dropped from 30 to 20 per cent. A 
drop in tho rate of profit is as inevitable as a rise in the 
organic composition of capital. At the same lime, thero 
are a number of factors working against this drop.

The main factor counteracting the drop in tho rate of 
profit is the rise in the degree of exploitation of the work­
ers. Let us return to our examplo. Assume that tho degree 
of exploitation in the second instance has risen to 200 per 
cent. Profits will now be 80 billion dollars, while tho rate

O n
of profit will he X 100% =  40%. Thus, an in­
tensification of the exploitation of the working class leads 
to an increase in tho rate of profit.

There are also other factors counteracting the fall in 
the rate of profit: a drop in workers’ wages below the val­
ue of their labour power, economies of constant capital 
at the expense of the workers’ health and lives, and 
so on.

All these factors only diminish the fall in the rate of 
profit, giving it the nature of a tendency; they do not eli­
minate it altogether.

The tendency of the rate of profit to fall exacerbates cap­
italist contradictions to the oxtreme. The contradiction 
between the proletariat and the hourgeoisic intensifies, for 
in an attempt to slow down the drop in the rate of profit, 
the bourgeoisie steps up the exploitation of the working
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class. The contradictions within the capitalist camp also 
intensify. The capitalists strive to transfer their capitals 
to industries with a higher rato of profit. This leads to 
very fierco competition betweon capitalists and, eventually, 
to the ruin of some and enrichment of others. Tho con­
tradictions hetween capitalist powers also grow. In tho 
pursuit of the maximum rate of profit, capitals from the 
major developed states race both into the economically 
backward countries (where lahour power is cheaper and 
the organic composition of capital lower) and into other 
countries, including developed ones uüder certain condi­
tions.

By exacerhating capitalist contradictions, tho law of the 
tendency of the rato of profit to fall demonstrates tho his­
torically limited and transient character of the capitalist 
mode of production.

3. COMMERCIAL PROFIT

Industrial and commercial capital

Surplus value is croated in the process of production hy 
the labour of the working class. It is appropriated primar­
ily by industrial capitalists, who own enterprises. It is 
from theso that all the other groups of the exploitative 
class, including merchant capitalists, receive surplus valuo. 
Why does the industrial capitalist hand over part of the 
surplus value to the merchant? In the capitalist economy, 
commodities are produced for sale, so, in addition to heing 
produced, the commodity bas to be sold. As a rule, the in­
dustrial capitalist sells his commodity to the merchant, 
who is responsible for the further movement of tbe com­
modity towards the consumer.

Tbe function of commercial eapital consists in transform­
ing commodity eapital into money capital. If it were not 
for tbe morebant capitalist, the industrialist would bavo to 
have additional capital for equipping trading premises, hir­
ing trade personnol, etc. But the industrial capitalist en­
trusts this to tho merchant, who, heing in touch with the 
demand on the market, can realise the commodity faster. 
Commercial capital is, on the scalo of society, additional 
capital that is isolated from industrial, capital and coun- 
terposos it in the form of the capital of merchant capital­



ists, who receive part of the profit. The profit received by 
merchants is called commercial profit.

The source of commercial profit

Commercial profit is the part of surplus value handed 
over by the manufacturer to the merchant for marketing 
his commodities. Industrial capitalists sell commodities to 
merchants at prices helow tho prices of production, while 
the merchants realise them at the prices of production. The 
commercial capitalists appropriate the difference and so, 
equally with industrialists, receive average profit on their 
capital. If the profit of the commercial capitalist were low­
er than average, trading would be an unprofitable busi­
ness and the merchant would transfor his capital to indus­
try. Both industrialists and morchants roceive average prof­
its. This does not mean, however, that they receive an 
equal mass of profit. The industrial capitalist, who spends 
considerably more capital on production than the merch­
ant does on realising commodities, will also receive a great­
er mass of profit. But for equal shares of capital spont, 
their profits will bo the samo.

When it takos the form of commercial profit, surplus val­
ue is disguised even more, The capital of the merchant 
does not participato in production and the impression is 
created that profit arises from trading itself.

Costs of circulation

The realisation of commodities roquires certain outlays. 
These are called the costs of circulation.

There are two types of capitalist circulation costs: net 
or real costs and additional costs. Net costs of circulation 
are directly connected with the salo and purchase of com­
modities. They include outlays on turning commodities in­
to monoy and vice versa: the greater part of the expendi­
ture on paying for tho labour of workers in trade, on main­
taining trading companies, on advertising, and outlays aris­
ing from competition and speculation. Net costs of cir­
culation add no value to tho commodity and are coverod 
hy the capitalists out of tho part of surplus value received
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from industrial capitalists. Most of the costs of circulation 
of capitalist trade are net costs.

Additional costs of circulation are connected with the 
continuation of the production process in the sphere of 
circulation. They include expenditure, necessary for soci­
ety and independent of the specifics of the capitalist econ­
omy: on storing, finishing, transporting and packaging 
goods. Only once it has hcen delivered to the consumer 
can a product be consumed. The labour spent on finish­
ing, transporting and packaging goods adds new value to 
that of the commodities, so these costs of circulation in no 
way differ from costs of production.

Under capitalism the costs of circulation are constantly 
rising, especially the net costs, ahovc all thoso connected 
with advertising. The costs of circulation in the capitalist 
countries constitute roughly a third of the sum total of re­
tail turnover and are a heavy burden for the working peo- 
plo.

The forms of capitalist trade.
Foreign trade

In the modern capitalist economy thore are two main 
forms of homo trade—wholesale and retail. Wholesale trade 
is hetween capitalists (industrialists and merchants). 
Retail trade is the sale of commodities directly to the pop­
ulation.

Of major importance in wholesale trade are wholesale 
markets, where trade takes place on the hasis of samples, 
where supply and demand for commodities on the scalo of 
tho country are concentrated, and often on that of the 
whole capitalist world.

Foreign trade, i.o., the trade between countrios, consists 
of exports and imports. The price ratio of exports to im­
ports constitutes the halance of trade, which may be active 
or passivo. If a country exports more than it imports, the 
halance of trade is active; if it imports more than it ex­
ports, it is passive.

The marketing of commodities on the foreign market al­
lows capitalists to expand their production and thus increase 
their profits. Particularly profitable for the capitalists 
in tho industrially developed countries is trade with the 
economically less developed countries. This is because con­
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sumer goods are sold to these countries at relatively high­
er prices than those at which raw materials are purchased 
from thorn. Foreign trade is one oi the ways in which the 
dcvelopod bourgeois countries fetter the economically back­
ward ones.

4. LOAN CAPITAL. 
JOINT-STOCK COMPANIES

Loan capital and interest

During the circuit of capital, not only commercial capi­
tal, hut also money capital, taking the form of loan capi­
tal, is separated out. Where does the spare money capital 
como from? If, for example, an industrialist sells his finish­
ed product monthly, and huys raw matoriats once overy 
six months, for five months he has idle money on his 
hands. If 1he capitalist accumulates mouey for replacing 
worn-out parts of lixed capital (so-called depreciation 
funds), again temporarily idle sums of money will accu­
mulate. These sums will he spent on purchasiug new equip- 
meut only after several years.

At other times the capitalist needs money, for instauce, 
if ho did not manage to sell his output heforo neoding to 
purchaso more raw material.

Consequently, at any one time, some capitalists will 
have a temporary excess of money capital, while others 
will he in need of it. The capitalists with the idle 
monoy loan it out, i.e., givo it to other capitalists for 
their temporary use. Loan capital is money capital loaned 
out for a specific period of time for recompense, called 
interest.

Interest is tho part of profit that the industrial or mer­
chant capitalist gives to the loaning capitalist for the loan 
granted to him. The industrial or merchant capitalist uses 
the money he receives to invest in production or trade. 
Consequently, a distinguishing featuro of loan capital is 
that it is not usod by the capitalist to whom it belongs. 
The industrialist uses loan capital in production to hire 
workers, and derive surplus value. Part of this surplus 
value he pays tho loaning capitalist in the form, of 
interest. Thus, the interest on loans is one form of surplus 
value.
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For example, if the industrial capitalist is granted a loan 
of 100,000 dollars, given an average ralo of profit of 20 
per cent, the mass of profit on this capital will he 20,000 
dollars. Out of this profit, the industrial capitalist pays tho 
loaning capitalist interest. The rate of interest is the ratio 
of the sum of the interest to tho capital loaned. If the 
level of loan interest, or tho rate of interest, is three, 3,000 
dollars out of the 20,000 dollars profit will ho paid as in­
terest on the capital of 100,000 dollars. The remaining
17,000 dollars profit is appropriated hy the industrial 
capitalist. This part of profit is called profit of enter­
prise.

The proportions into which average profit is divided bet­
ween interest and profit of enlorpriso depends on the ratio 
of supply and demand in regard to loan capital. The high­
er the demand for money capital, the higher the rate of 
interest, and, on the contrary, the lower tho demand for 
money capital, the lower tho rale of interest. Since inter­
est is merely part of average profit, the rate of interest 
cannot exceed the average rate of profit.

With the development of capitalism, tho rate of interest 
shows a tendency to fall. This is hecause, first, the average 
rato of profit tends to fall and, second, as capitalism de­
velops, the total mass of loan capital greatly increases. 
More capital is offered than is required. Theso factors 
aro also responsible for the drop in tlic level of loan 
interest.

Capitalist credit.
Banks and banker’s profit

The movement of loan capital takes place in the form 
of crodit. There aro two types of capitalist credit: com­
mercial and hank credit

Commercial credit is used when industrial and merchant 
capitalists sell one another commodities on credit in 
exchange for a promissory note (hill) obliging the 
purchaser to pay a certain sum of money hy a particular 
date.

Bank credit is credit granted hy loaning capitalists (bank­
ers) to industrialists and merchants. Bank credit is grant­
ed out of the temporarily idle money capital deposited in 
banks.
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Forms vi capitalist credit

| Capitalist credit

Commercial credit Hank credit

Participants in credit operations 

I I
in commercial credit

I
Creditor D editor
(invest- (invest-
ing cap- jug cap-
italist) italist)

in bank credit

1 1

Creditor 
(loan cap­

italist)

Debtor 
(invest­

ing cap­
italist)

Under capitalism, a bank is a capitalist concern acting 
as go-between for creditors and debtors. Bank operations 
consist in accumulating idle money capitals and incomes, 
and putting them at tbo disposal of investing capitalists, 
as woll as the bourgeois state. In addition, bankers invest 
capital directly in industrial and trading enterprises, there­
by becoming investing capitalists themselves.

Tho. purpose of bank operations, as of those of othor 
capitalist enterprises, is to make a profit. The source of 
banker’s profit is surplus value created in production. 
Banker's profit is tho difference hetwoen the interest charg- 
od by the bauk on the loans it grants and the interest it 
pays on deposits. Deposits are the temporarily idle sums 
of money placed in hanks by capitalists, merchants, land­
owners and othor strata of the population. The bank pays 
a lower rato of interest than it charges for loans, and ap­
propriates the differenco. Tho banker usos this difference 
to cover the expenditure involved in fulfilling banking ope­
rations, while the remaindor constitutes the hanker’s profit. 
Capitalist competition spontaneously brings this profit to 
the level of the average rate oi profit on the bank’s own 
capital. The greater part of a bank’s capital is received 
through deposits.
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In addition to acting as go-between in credit operations, 
banks also settle accounts between capitalists and carry 
out a wide variety of monetary operations. Consequently, 
the bank fulfils the rolo of cashier for many capitalists.

Under capitalism banks arc a special system for the 
spontaneous distribution of monoy resources between sec­
tors of the economy. But this distribution of resources 
takes place in the interests of the capitalists, rather than 
of society. Capitalist credit, which closely links the various 
sectors of the economy, promotes the further growth of the 
socialisation of labour. But tho socialisation of labour pro­
ceeds on the basis of private ownership of the means of 
production. As a result-, the development of credit further 
exacerbates the contradictions of the capitalist mode of 
production and intensifies tho anarchy within it.

Joint-stock companies

At the dawn of capitalism, factories and plants were 
founded by individual entrepreneurs. Later on, howevor, 
such huge construction projects as railways, docks, iron- 
and-stcol works, motor works, otc., required more capi­
tal than the individual capitalist had at his disposal. Joint- 
stock companies began to be set up, and they became wide­
spread in the second half of the 19th century in industry, 
railway construction and hanking. A joint-stock company 
is a form of undertaking whose capital consists of contri­
butions made by its participants, each of whom holds a 
certain number of shares corresponding to the amount of 
capital he invested. A share is a socurity certifying the in­
vestment of a certain amount of money in the joint-stock 
company. The owner of a sharo has the right to recoivo 
part of the profits of the undertaking. The income paid out 
on shares is called a dividend. Shares are bought and 
sold on stock oxchangos for particular prices, called the 
sharo quotation. Tho stock exchange is a market for secu­
rities, especially shares, and it is hero that they arc bought 
and sold, and their quotations set.

The quotation price of shares depends on two factors: 
the level of interest banks pay on deposits and the annual 
income brought in by each share (the dividend). If a 100- 
dollar share brings an income of 10 dollars a year, it will 
he sold for that sum of money which, if invested in a hank,
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would hi'ing in the same 10 dollars annually in the form 
of interest. Let us assume that the bank pays 5 per cent 
animal interest on doposils; in this case Hie share will be 
sold for 200 dollars since, if this sum were deposited in 
the hank, the owner would receive 10 dollars a year in 
the form of interest.

A general meeting of the shareholders votes in a mana­
gerial hoard and appoints officials to organise and run the 
activities of the joint-stock company. The number of votes 
at the general meeting depends on the number of shams. 
Since most shares are, as a rule, held by a small number 
of big capitalists, they are tho virtual owners of the joint- 
stock company. Practice has shown that it is not oven nec­
essary to hold half the shores to be the full master of a 
joint-stock company. Tho number of shares held hy an in­
dividual or a group of interconnected people and allowing 
them full control over tho joint-stock company is called 
the controlling block of shares.

Capital that exists in the form of securities (shares, 
bonds) and brings its owners an income is called fictitious 
capital, hccause securities have no value in themselves. 
They merely indirectly reflect the movement of actual cap­
ital.

The wide spread of joint-stock companies turns capital­
ists increasingly into recipients of interest and dividends, 
while the management of production is in the hands of 
hired managers and directors. Thus, capitalist ownership 
becomes even moro parasitical.

Shares are held by all strata of the population. This 
is to the capitalists’ henefit: the more shareholders there 
are, the more capital is in tho hands of the leading people 
in joint-stock companies. Tlio fact that individual groups 
of working people acquired shares provided bourgeois ideo­
logists with the justification for their theory of the “démo­
cratisation of capital”. This false theory asserts that, as a 
result of the development of the share form of undertak­
ing, the naluro of capitalism has changed and that the 
worker who buys a share supposedly becomes a joint own­
er of the joint-stock company and can participate in its 
management. Iu fact, however, joint-stock companies are 
fully at the disposal of the hig capitalists who hold the 
controlling block of shares. Big capitalists also enjoy all 
the advantages of share capital. Tho working people, who 
hold a negligible proportion of the shares, do not play,
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nor can tlicy, any role in Lho management of the joint- 
stock company.

We have already looked at how surplus valuó is trans­
formed into profit and how it is derived hy industrialists, 
merchants and hankers. But under capitalism there is an­
other exploitative class—hig landowners. They also receive 
a share of the surplus value. This part of surplus value 
takes the form of the capitalist land rent.

5. LAND RENT AND AGRARIAN RELATIONS 
UNDER CAPITALISM

Capitalist land rent

Whcro does land rent come from, who creates it and 
how does it get to the landowner? In answering these ques­
tions, Marxism-Leninism proceeds from the existence of 
capitalist agriculture, which is run hy means of the exploi­
tation of wage labour. It is also assumed that tho land- 
owner and the capitalist are different people.

The owner of land does not himself do any farming. 
Ho rents out the land to a capitalist entrepreneur who has 
decided to invest his capital in agricultural production. 
The capitalist hires agricultural lahourers who, in the pro­
cess of production, croate surplus value. This surplus val­
ue falls first of all into the hands of the tenant capitalist 
and is divided into two parts: his profit, equal to the aver­
age profit on invested capital and an excess ahovc aver­
age profit, which is appropriated by the landowner. This 
part of surplus value constitutes capitalist land rent. Why 
does tho landowner appropriate part of the surplus value 
created by tho workers hired by the tenant capitalist? 
Merely on the hasis that he is the owner of the land and, 
without his permission, no one would have the right to 
farm it. This is why it is said that land rent is an econo­
mic form of the realisation of private ownership of the 
land. If, however, the capitalist is the landowner, he ap­
propriates the entiro surplus value created by the agricul­
tural lahourers.

Land rent under capitalism differs from feudal land rent. 
Under feudalism, land rent in all its forms (labour, kind, 
money) expressed the feudal relations of production bo- 
tween the two main classes—lho landowners and serfs.
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Under capitalism, land rent expresses tbe relations between 
three classes—landowners, tonant capitalists and hired ag­
ricultural labourers. Under feudalism, land rent accounted 
for the entire surplus product created by tho peasants. Un­
der capitalism, surplus value is divided between two ex­
ploiting classes—tenant capitalists and landowners.

There are two types of rent: differential and absolute. 
The existence of these two types is connected, as Lenin 
shows, with the dual nature of monopoly: monopoly of tbe 
land as an economic object, which engenders differential 
rent, and monopoly of private ownership of the land, which 
engenders absolute rent.

Differential rent

In industry, the value of a commodity and tho price of 
production are determined by the average conditions of 
production, in farming, the price of production of agricul­
tural produce is determined not by the average conditions 
of production, but by the conditions of production on the 
poorest land. Sinco the area of land available is limited 
and cannot be increased indefinitely, those capitalists who 
havo rented the best and avorage plots of land are in a 
more favourable position than those who have rented tho 
poorest. This monopoly of different plots of land rented 
by capitalists for farming engenders different incomes. 
Differential rent is the excess of surplus value over the 
average profit received from farming under the more fav­
ourable conditions. But it is not tho land itself that is tbe 
source of rent. The labour applied to the best land is more 
productive and provides additional profit.

There aro t-hreo factors making it possible to obtain dif­
ferential rent: (1) differences in tho fertility of individual 
plots of land; (2) differences in the location of plots of 
land in relation to the market; (3) differences in the prod­
uctivity of additional capital invested in the land.

Marx calls differential rent connected with differences in 
the fertility and location of plots of land differential rent I.

Let us take, as an example, three plots of land of equal 
size, but differing in natural fertility. On oach plot the te­
nant capitalist spends 100 dollars on hiring workers, buy­
ing seed and equipment, etc. Since, however, tho plots 
vary in fertility, tho grain harvests will also differ: four
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centners of farm I, five on farm II and six on farm III.
Assuming that the average rale of profit is 20 per cent, 

the price of production of ail grain (costs of production 
plus average profit) on each farm will bo 120 dollars. 
But what is the individual piico of production of one cen­
tner of grain? On farm I, a centner of grain will cost 30 
dollars (120:4), on farm II—24 (120:5) and on farm 
III—20 dollars (120:6).

On tbo market, however, the price of grain is set at the 
prico on the poorest plot, i.e., 30 dollars a centner, other­
wise, if tho price was set at 24 dollars (the price on tho 
average plot), the tenant capitalist farming the poorest 
plot would receive only 96 dollars (4 x 2 4 ) , i.e., ho would
not even cover his costs, to say nothing of making no prof­
it. Tho capitalist farming tho poorest plot of land would 
then leave farming for he cannot transfor to a better plot, 
since all of them arc already occupied by other tenant cap­
italists. The halt to farming on the poorest plots would 
mean a drop in the total grain yiold. The prices of grain 
would then begin to rise and when they reachod 30 dol­
lars a centner, it would once moro be worthwhile to farm 
the poorest plots of land.

Thus, the tenant capitalist on farm I sells his harvest 
for 120 dollars, that on farm II for 150 dollars and that 
on farm III for 180 dollars. The additional surplus value 
received on farm II over and above the individual price of 
production is 30 dollars and on farm III is 60 dollars. This 
is differential rent I.

In tabular form, our exam ple appears as follow s:

¿S
S3M o

«e*-a io.

I n d iv id u a l  
p ric e  o f  p ro ­

d u c tio n  
(do llars)

T o ta l  p r ie «  of 
p ro d u o ilo n  

(d o lla rs ) 3<3

1 1 < 1 If to ta l
o u tp u t

p er
c e n t­

ner

per
cen t- to t a l

o u tp u t ill
I 100 20 4 120 30 30 120

11 100 20 5 120 24 30 150 30
IIT 100 20 6 120 20 30 180 60

Consequently, differential rent is the additional surplus 
value over and ahove average profit, created by the labour 
of hired agricultural labourers. The labour of the workers 
on plots differing in fertility is of differing productivity, so 
it creates different amounts of surplus valuo.
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The origins of differential rent I are also connected with 
the location of the plots of land. Hero it is the distance 
from l)ig towns, waterways or railways that plays a part. 
Farms located close to retail outlets save a considerable 
part of lahour and means on the transportation of output 
compared with those located further from these points. By 
selling their produce at tho same price as the tenant farm- 
ers from further away, they receive additional surplus 
value.

Differential rent also arises when additional capital is 
invested in the land (iu the form of artificial fertilisers, 
land improvement work, raoro sophisticated machinery, and 
so on). The additional profit received as a result of in­
tensive cultivation is called differential rent It.

Apart, from differential rents I and II, the landowner 
also appropriates ahsolnte rent.

Absolute rent. Price of land

Under capitalism, the land is the private property of in­
dividuals, so, in order to invest capital in agriculture, the 
consent of the landowner is required. The monopoly of 
private ownership of the land excludes any free flow of cap­
itals from industry, into agriculluro. As a result, iu agri­
culture tho organic composition of capital is lower than in 
industry. This moans that, for equal capital invested, moro 
surplus value is created in agriculture than in industry. If 
there wero freo movement or capital from industry into 
agriculture, the additional surplus value created in agriculture 
thanks to tho lower organic composition of capital would 
he distrihutod hetweeu industry and agriculture. But pri­
vate ownership of tho land prevents it from heing redistri­
buted among the capitalists. Landowners appropriate this 
extra surplus value taking it from tho capitalists who have 
invested their capital in agriculture.

Capitalists cannot organise agricultural production un­
less they pay the landowner for the use of his land. The 
sum taken by the landowner as the private ownor of the 
land is called ahsoluto rent.

Let us take a look at the process by which absolute rent 
is formed, using the following example. Assume that tho 
organic composition of capital in industry is 4:1, and that 
all capital consists of 80c+20». Given a rate of surplus
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value equal to 100 per cent, 20 units of surplus value will 
be produced. The value of all output is equal to 120 units. 
Tlie organic composition of capital in agriculture is lower 
tlian in industry and is, for instance, 60c-(-40u, i.e., 1.5:1. 
Given a 100 per cent rate of surplus value, 40 units of 
cultural produce will he equal to 140 units. The tenant cap­
italist, like the industrial capitalist, receives average prof­
it equal to 20, so the price of production of agricultural 
produce (costs of productiou plus average profit) will he 
120(100+20), while the value of this product, at which it 
is sold, is 140. The difference between tho value and price 
of production of agricultural produco (in our example 
140 — 120 =  20) constitutes absolute rent, which is approp­
riated fay tho landowner. Thus, absolute rent consists of 
the excess of the value of agricultural produce over the 
social price of production. IT there wero no privato owner­
ship of the land, this excess of value over the social price 
of production would bo redistributed between all capital­
ists. As a result, average profit would rise. But privato own­
ership of tho land hampers the flow of capital from in­
dustry into farming, so agricultural produce is sold not at 
the price of production, hut at the value of the output pro­
duced on the poorest land, the excess being appropriated 
by the landowner in the form of absolute rent.

Consequently, the monopoly of the private ownership of 
tho land is the reason for the existence of ahsoluto rent 
paid on each plot of land, regardless of its fertility and 
location.

The land is a gift of nature and has no intrinsic value, 
hut under capitalism il. is bought and sold, i.e., it hecomos 
a commodity. How is the price of land determined?

Tho price of a plot of land depends on two factors: the 
annual income it hrings in (rent) and the rate oT loan in- 
torosts. If the landowner receives 10,000 dollars rent a 
year from his land, ho will sell it for that sum of money 
which, iT deposited in a hank, would bring him the same 
incorao. Let us assume that the bank pays 4 per cent in­
terest on deposits. The landownor will then sell bis land 
for 250,000 dollars, hecause if this sum is deposited in 
tho hank it will hring in an annual income of 10,000 dol­
lars in the form of interest (at 4 per cont interest). Con­
sequently, the price of land is capitalised rent, i.e., rent 
transformed into capital and hringing in an income in the
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form of interest. As capitalism develops, tho price of land 
rises owing to the increase in rent and drop in the rate of 
loan interest.

Specifics of the development 
of capitalism in agriculture

The development of capitalism in agriculture is subject 
to the same economic laws as in industry. At the same 
time, depending on the specific historical circumstances, 
the development of capitalism in agriculture proceeded dif­
ferently. There were, however, two most typical develop­
ment paths.

The first consisted in landed estates being retained and, 
through gradual changes, transformed into capitalist ones. 
This is the course that the development of capitalism took, 
for example, in the agriculture of Germany, tsarist Rus­
sia and Italy.

The second path consists in the landed estates being eli­
minated by a revolution, the landowners’ land being con­
fiscated and sold to the peasants. Small farms emerge on 
which capitalist production rapidly develops. This is how 
capitalism developed in agriculture in the USA.

However capitalism developod in agriculture, ownership 
of tho land always hecomos concentrated in the hands of 
the big bourgooisio and, on this hasis, a concentration of 
production takes place. The concentration of production 
leads to small peasant farms being ousted by big capitalist 
ones, hecause Large-scale production enjoys a number of 
decisive advantages ovor small. Large-scale production 
makes it possible to use agricultural machinery on a broad 
scale. On large farms, the productivity of labour is higher 
than on small ones. Major advantages of large-scale pro­
duction are specialisation in some particular sphero (farm­
ing or livestock hreediug) and a high marketability. Small 
production cannot compcto with large-scale production, 
and goes out of business.

In industry, the triumph of large-scale production over 
small is indisputable. As for agriculture, however, bour­
geois economists represont it as some vague state of rural 
bliss and put forward a false theory concerning the “sta­
bility of small peasant farming”. In fact, however, small 
peasant farming is not stable at all, and keeps afloat only
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at tlic cost of unbelievable deprivation and exhaustive la­
bour by the peasant and his family.

Capitalism dovelops further in agriculture and intensifies 
tho counterposition of town and village. The economic ha- 
sis of this is exploitation of the peasantry hy the urhan 
bourgeoisie, ruin of the majority of the rural population 
during the development of industry, trado, credit and tax 
systems. The countryside falls further and further hehind 
the town in economic, political and cultural terms.

The difficult living conditions of the peasants make 
them realiso the need to oliminate the capitalist system. As 
a result, the fundamental interests of the main mass of the 
peasantry coincide with those of the prolotariat. Here lies 
the economic basis of the alliance of the proletariat with 
the toiling peasantry in their common struggle against cap­
italism.

Nationalisation of the land and land rent
A major reason for agriculture falling behind industry 

is private ownorship of tho land.
Private landed property, as wo have already seen, ham­

pers the free flow of capitals from industry into agriculture. 
It prevents the tenant capitalist from investing additional 
capital in agriculture (the application of fertilisers, tbc 
construction of irrigation installations and so on), sinco all 
the benefits from this will, once the land lease expires, go 
to the landowner. Private ownorship of tho land engenders 
absolute rent, which goes into the pockets of landownors, 
who lead a parasitic way of life. This shows that private 
ownership is an obstacle to the development of the pro­
ductive forces of capitalism, so the elimination of private 
ownership of tho land becomes essential. Ono way in which 
this is achieved is nationalisation of the land, i.e., the 
land is made state property.

At tho dawn of capitalism, individual members of the 
bourgeoisie came out for nationalisation of tho land. They 
proposed abolishing private ownership of the land (at the 
time it was mainly feudal ownership) and handing it over 
to the hourgeois stale. What would the consequences of 
this measure he if capitalism were retained? If the state 
took ovor tho land, ahsolute rent would cease to exist, since 
it is engendered hy private ownership of the land.

Although nationalisation of the land hy hourgeois states



would speed up the development of capitalism and its pro­
ductive forces, the bourgeoisio is not, in practice, capahlo 
of implementing this. First, the aholition of private owner­
ship of the land would shake the foundations of private 
ownership in general, including capitalist. Second, as cap­
italism developed, the hourgeoisie itself acquired land, so 
tho interests of the bourgeoisie and landowners hecame in­
creasingly intertwined.

The aholition of private ownership of tho land during 
tho age of developod capitalism can only he carried out by 
a class that fights for the abolition of private property in 
general. This is tho revolutionary proletariat. But proleta­
rian nationalisation of the land does not open the way for 
tho development of capitalism; on tho contrary, it is tho 
hoginning of tho end for capitalism.

Nationalisation of the land in Russia after the October 
Revolution eliminated private ownership of tho land and, 
thus, absolute rent, too. This moasure was ono of the most 
important conditions for the growth of the socialist form 
of large-scale fanning.

Above we have considored the spocial forms taken by 
surplus value in the process of tho movoment of capital. 
We have discovered that the only source of income for 
all groups of hourgeoisie and landowners is tho lahour of 
wage workers creating surplus value. These same specific 
forms taken hy surplus valuo conceal and mask the main 
class contradiction of capitalist society—that between the 
hourgeoisio and the proletariat. By analysing the process 
of the production of surplus value, the accumulation of cap­
ital and the impoverishment of the proletariat, and also 
tho process of the distribution of surplus value, Marx con­
sidered comprehensively the main class contradiction of 
capitalism, the contradiction hetween the hourgeoisie and 
the proletariat. The historical task of the working class 
consists in resolving this irreconcilahle contradiction, i.e., 
in eliminating the capitalist mode of production and ex­
ploitation once and for all.

REVISION EXERCISES:

1. What are the stages that capital passes through in its 
movement?

2. What are capitalist production costs, profit and the 
rate of profit?
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3. How aro the avorage rate of profit and the price of 
production formed?

4. Describe the Jaw of the tendency of the rate of profit 
to fall.

5. What are commercial capital and commercial profit?
6. What typos of costs of circulation exist under capital­

ism and what is their essence?
7. What are loan capital, interest and profit of enterprise?
8. What is a joint-stock company?
9. What is the essence of capitalist land rent?

10. How are differential rent I and II formed?
11. How is absolute rent formed?
12. What aro the chief courses of development of capital­

ism in agriculture?



Chapter VI

THE REPRODUCTION 
OF SOCIAL CAPITAL 

AND ECONOMIC CRISES

The capitalist economy consists ol a multitude of indi­
vidual, independent undertakings. Each capitalist producos 
tho goods that bring him most profit at the given momont. 
As a result, capitalism develops in an unplanned, anar­
chical way. Tho anarchy of production in capitalist society 
creates difficulties in markoting commodities and leads to 
economic crises of overproduction.

Economic crises entail incalculable difficulties for the 
working people and exacerbate the contradictions of capi­
talism tremendously. They are a threatening reminder to 
capitalism of its inevitable downfall.

Let us look at the mechanism of tho capitalist reproduc­
tion of social capital as a wholo.

1. REPRODUCTION OF SOCIAL CAPITAL

Individual and social capital

Under capitalism, social production is not an integrated 
whole, but broken up hetween individual and puhlic capi­
talist undertakings, each being private or state capitalist 
propovty and an independent production unit in relation to 
other undertakings. At the same time, reproduction in each 
individual undertaking depends on reproduction in all the 
others. Thus, reproduction in a motor works deponds on 
other capitalists producing various machine-tools, instru-
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moots, auxiliary materials, fuel, consumor goods for the 
workers, and so on. The actions of individual capitalists 
and, consequently, the movement of individual capitals in­
teract.

The totality of individual capitals in their interdepen­
dence and interconnections constitute social capital as a 
whole. It is here that reproduction takes placo under cap­
italism, in this intertwining of the movements oí indivi­
dual, independent capitals which, at the same time, con­
stitute parts of the total social capital. In order for repro­
duction to take place, not only the individual capitalist, 
but also all capitalists in society must he ablo, on the mar­
ket, to realise tlio commodities they produce in their facto­
ries and plants and to buy the goods they need. In ordor 
to oxplain how the reproduction of all social capital takes 
place, let us look at the composition of the aggregato social 
product.

The aggregate social product

The aggregate social product is the total mass of ma­
terial wealth (machinery and machine-tools, fuel, grain, 
clothing, etc.) produced in society during a certain period, 
say a year.

Looking at the aggregate social product in value terms, 
it consists oí: (1) the value roplacing the constant capital 
used up, i.e., covering wear and tear on equipment, the 
value of raw and other materials, etc.; (2) the valuó ro­
placing variahle capital, i.e., tho value of labour power; 
and (3) surplus value, lu other words, the value of 
the aggregate social product is c +  v +  m (constant capital, 
plus variahle capital, plus surplus value).

Tho individual parts of the aggregate social product play 
different roles in reproduction. Constant capital must con­
tinuo to serve the production process. Variable capital is 
transformed into wages, which the workers spond on satis­
fying their requirements, i.e., on reproducing lahour power. 
Undor simple reproduction, all surplus value is used hy 
the capitalists to satisfy their own personal requirements. 
Under extonded reproduction, part of it is consumed hy 
the capitalists, while the remainder, usually the larger 
part, is used to purchase additional moans of production 
and hire additional labour power.
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Also of major significance in an analysis of the repro­
duction aud circulation of all social capital is tlio physical 
form of the aggregate social product.

In physical terms, tho aggregate social product consists 
of the means of production and consumer goods. Corres­
pondingly, social production as a whole breaks down into 
two divisions: Department / —production of means of pro­
duction, and Department II—production of consumer 
goods. The different physical parts of the aggregate social 
product play different roles in reproduction: means of pro­
duction provide for continued production, whilo moans of 
consumption satisfy people's personal requirements.

The essence of the problem of realisation

The reproduction of social capital presupposes that each 
individual capital and, consequently, all social capital must 
gradually complete its circuit, i.c., transfer from the mon­
ey to the productivo form, from the productive to the 
commodity form, and from tho commodity back to the mon­
ey form, etc. This circuit can only lake place if all capi­
talists and each ono individually can realise, i.e., sell their 
output. The process of realisation consists in each part 
of the annual social product, in both value and physical 
terms, fulfilling its function in the process of production 
and being fully realised.

What conditions aro necessary for the entire product 
manufactured in the course of the year to be realised? The 
Marxist-Leninist theory of reproduction clarifies these con­
ditions and shows Lhat, during the development of capital­
ist production, these conditions are inevitably and constant­
ly violated, this leading to economic crises of overproduc­
tion.

The conditions for realisation 
under simple capitalist reproduction

Under simple reproduction, the production process is re­
peated on the same scalo as beforo, and the ontiro surplus 
value goes for the personal consumption of capitalists.

Wo shall now consider the realisation of the entire so­
cial product under simpio reproduction. Let us assume
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that the value oí the constant capital expressed, for in­
stance, iu millions of dollars, is 4,000 in Dopartmcnt 1 
and that of variable capital—i ,000, while surplus value is 
also 1,000. In Department II let the value of constant cap­
ital he 2,000, of vaiiablo capital—500 and of surplus value 
—500. Consequently, the aggregate social product will con­
sist of tho following parts:

Department I: 4,000c+ l,000y+  1,000m=6,000;
Department II: 2,000c+500y + 500m =3,000.
In Department I, the valuó of the total product, 6,000, 

exists at the end of the year in the form of machines, raw 
materials, and so on. Meanwhile, for the production pro­
cess to be continued, the workers and capitalists of this 
Department need not only means of production, but also 
consumer goods. The output of Department I must be re­
alised (sold). How does this take place?

The part of Department I’s output equal to 4,000c will 
be sold to undertakings in the same Department to replace 
the constant capital used up. The remaining part of the 
output of Department I (1,000c+ 1,000m) is sold in the 
form of means of production to undertakings producing 
consumer goods. These means of production, to a sum of 
2,000, servo to replace tho constant capital in Department 
II.

In Department II, the value of tho total product existing 
in the form of consumer goods (clothing, footwear, food­
stuffs, etc.) is 3,000. Consumer goods wurth 2,000 produc­
ed in Department II are exchanged for means of produc­
tion produced in Department I. The remainder of the out­
put of Department II, also consisting of consumer goods, 
and constituting the reproduced value of variahlc capital 
(500u) and newly created surplus value (500m), is sold to 
the workers and capitalists of this Department.

Thus, the entire social product is realised. The chief 
condition for realisation under simple capitalist reproduc­
tion is the following equation: tho sum of the variable cap­
ital and surplus value of Department I  must be equal to 
the constant capital in Department II.

Let us explain this schematically. If those parts of the 
product that are realised within the Department are signi­
fied hy a trianglos, and those parts that are exchanged in 
the other Department by rectangles, all interconnected by 
lines, we get the following scheme:
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This illustrates the chief condition lor realisation under 
simple capitalist reproduction: I(u +  m) =  IIc, from which 
two more conditions arise: I(c-ho +  m) — lc-t-llc; II (c+  
+  v -f m) — I (y +  m) +  II (o +  m).

The conditions for realisation 
under extended capitalist reproduction

Characteristic of capitalism is extended reproduction, or 
accumulation. In order for production to be increased, ei­
ther existing undertakings must bo expanded or now ones 
built. In Loth cases, a certain quantity of new means of 
production will have to ho set in motion. And, since the 
means of production arc produced by Departmont I, the 
part of Department I output that constitutes newly creat­
ed value I(u +  m) must be greater than the constant capi­
tal of Department II ( l ie ) . Only on this condition will 
there appear a surplus of means of production that can be used 
to expand production in both Departments. For example: 

Department I: 4,000c +  l,000o +  1,000m =  6,000; 
Department II: l,500c+750i>-f 750m =  3,000.
Under extended reproduction, tbo surplus value in each 

Department hroaks down into two parts: that personally 
consumed by capitalists and that accumulated. The latter 
is spent on acquiring additional means of production and 
hiring additional labour power.

Suppose, the capitalists of Department I accumulate half 
their surplus value, i.e., 500. This means they must add 
400 to constant capital and 100 to variable, i.e., spend the 
accumulated part of surplus value in tho same proportion 
as the capital initially advanced. So the valuó composition 
of Department 1 as it must produce during the next year 
will ho 4,400c +  1,100o. Out of the total product of Depart­
ment I (6,000), 4,400 is realised in this Department. The 
remaining 1,600 must be exchanged for the products of De-
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partaient II. But however, for the capitalists o)' Department 
11 to bo able to purchase means of production to the sum 
of 1,600 (to replace tbe 1,500 they spent in the preceding 
year), they must increase their constant capital by 100 out 
of the surplus value of Department II. These 100 units of 
surplus value, used to expand the constant capital of De­
partment II, require an increase in variable capital by 50, 
since tbe initially advanced capital in Department II was 
spent in the ratio 2:1. The value composition of Depart­
ment II, as it goes into production the next year, will bo 
1,600c +  800v. The process of the distribution of tlio moans 
of production and consumer goods within Departments I 
and II may by illustrated as follows:

I. 4,000c+l,000i/ +  1,000*7=6,000

II. 1,500c+750i^ +  750*7=3,000

1 0*



Realisation of the product will tako placo as follows. 
The Department 1 capitalists buy means of production 
worth 4,400 from ono another. The remaining part of the 
means of production (1,600) is exchanged for consumer 
goods in Department 11. As a result of this exchange, the 
Department I capitalists receive consumer goods worth 
1,600, while the capitalists of Department II receive means 
of production to the value of 1,600. The realisation of the 
remaining consumer goods in Department II (1,400) takes 
place within this Department, Tho process of excliango be­
tween the Departments will appear as follows:

= 6,000

The chief condition for the realisation of the aggregate 
social product under extended reproduction is: tho sum 
of the annual incomes of the workers and capitalists in 
Department I must bo greater than the constant capital 
consumed in Department II iu the course of tho year, i.o., 
I(y  +  m )> IIc .

Another condition for realisation under oxtended repro­
duction may ho represented by the equality: the value of 
the variable capital (1,000) plus tho part of accumulated 
surplus valuo added to the variable capital (100), plus the 
part of surplus valuo intended for the personal consump­
tion of the capitalists (500) of Department I must, all to­
gether, equal the value of tho constant capital (1,500) plus 
the part of accumulated surplus value (100) addod to the 
constant capital of Department II, i.e., I (v + v additional+  
+  m for personal consumption) =  II (c+additional c).

One moro condition for realisation is that the entire prod­
uct of Department I under extended reproduction be great­
er than tho sum of the constant capital consumod in the 
previous year in Departments I and II, i.o., I(c+ y -|-  
+  m) >  lc +  lie . In other words, Department I must pro­
duce an amount of additional means of production capable 
of ensuring an increaso in the constant capital of hoth 
Departments in the coming year.
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Yet another condition for realisation under oxtonded re­
production is that all newly croated value must be greater 
than the value of tho product of Department II1. l ( v  +  m) +  
+11 (i>+m) >  II ( c + v + m ) .

The new production cycle in tho second year hogins on 
the basis of more capital and, if the rate of surplus value 
is 100 per cent, the aggrogate social product in the second 
year will bo:

Department I: 4 ,400c+ l,100f +  l,100/ra=6,600; 
Department II: 1 ,600c+800y+800m =3,200.
This is how extended capitalist reproduction procoeds and 

such arc thé conditions for realisation, which predetermine 
the course of extended reproduction.

Under extended reproduction, the development of the pro­
ductive forces is oxpressed in tho fact that tho sharo of 
social lahour used in the production of means of produc­
tion grows Taster than that going for the production of 
consumer goods.

The priority growth of the production of means of pro­
duction compared with the production of consumer goods 
is an economic law of extended reproduction.

“The wholo meaning and significance of this law of the 
more rapid growth of means of production lies in the one 
fact that the replacement of hand hy machino labour—in 
general the technical progross that accompanies machine 
industry—calls for the intense development of the produc­
tion of coal and iron, those real means of production as 
means of production'.” 1

The theory of realisation clarifies the conditions neces­
sary Tor realisation of commodities under simple and ox- 
tended capitalist repi'oduction. It in no way asserts, how­
ever, that, under capitalism, these conditions are always 
actually observed. On tho contrary, they are constantly 
violated.

Whero competition and anarchy oi production are the 
rule, no one knows exactly the market requirements, so 
the specific correlations necessary bolween the industries 
and within each industry are set through constant and 
countless violations of proportionality.

Under capitalism, thero is an antagonistic contradiction 
between production and consumption. The goal of capi­

1 V. 1. Lenin, “On the So-Called Market Question", Collected 
Works, Vol. I, p. 105.
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talist production—maximum profit—is achieved by expand­
ing production and accumulating capital. At tho same 
time, the expansion of production and accumulation of cap­
ital take place at the cost of a drop in tho living 
standards, effective demand and consumption of the 
working people. This leads to a narrowing of the market 
and difficulties in realising goods.

Tho bourgeoisie strives to resolve this contradiction by 
seizing foreign markets. The struggle for foreign markets, 
the seizure, division and redivision of them, create very 
sharp contradictions and engender countless conflicts be­
tween capitalist countries, conflicts that sometimes even 
develop into world wars.

2. THE NATIONAL INCOME

What is tlie national income?

As we have already seen, the aggregate social product 
moans the entire mass of material wealth produced in so­
ciety in tho courso of, say, a year. The social product goes 
to replace constant capital, since it is valuó transferred 
from means of production to nowly producod output. The 
remainder of social product (variable capital and surplus 
value) is new value created during tho year. This part of 
the aggregate social product is the national income of cap­
italist society.

If, for example, a country produces 90 billion dollars 
worth of output during the year, and 60 billion dollars 
worth go to replace the means of production used up over 
the year, tlic national income created will be 30 billion 
dollars.

In physical terms, the national income consists of con­
sumer goods and of the means of production that go to ex­
pand production.

The national incomo under capitalism is created by the 
workers employed in the sphere of material production: 
in industry, agriculture, construction, transport, and so on. 
The national income is created by the workers, peasants, 
craftsmen and intellectuals employed directly in the sphere 
of material production.

No national income is created in the non-productive 
sphere which includes the government machine, credit,
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trade (apart from those operations that are a continuation 
of the production process in the sphere of circulation), the 
armed forces, medical institutions, entertainment enterpri­
ses, and so on. All outlays of these branches are covered 
out of the national income created in the productive 
sphere.

Since the national income is created in the sphere of 
material production, conditions for its growth arc an in­
crease in the number of people employed in branches of 
production, and a rise in the productivity of their labour, 
as well -as a drop in the number of workers employed in 
the non-productivo sphere. Since, as capitalism develops, 
the government machine, tho polico force and armed for­
ces, and the number of people serving the bourgeoisie and 
out of work all grow, this restricts the growth of the na­
tional income.

Distribution of the national income

The distribution of the national income under capital­
ism has a class character and is carried out in the inter­
ests of the exploiters, rather than the working people. 
There is primary and secondary distribution of the nation­
al income.

Under capitalism, the national income falls primarily 
into the hands of the capitalists. Tho primary distribution 
of the national income consists in it being distributed be­
tween capitalists and workors. The workers receive Avages 
and the capitalists surplus value, which is distributed be­
tween industrial capitalists, merchants, bankers and land- 
owners. This distribution may be illustrated by the follow­
ing scheme (in billion dollars).

After the national income lias been distributed between 
the chief classes of capitalist society—the proletariat, cap­
italists and landowners —its secondary distribution, or re­
distribution, takes plnce.

How is the national incomo redistributed? Wc have seen 
that, no national income is created in the non-productive 
sphere (medical institutions, education, entertainment, the 
armed forces, otc.), but the capitalists Avho own undertak­
ings and establishments in this sphere pay their workers 
wages (doctors, teachers, entertainers, etc.), cover their 
OAvn overheads on maintaining premises and also receive
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Replacement of 
constant capital 

used up, 60

Wages of production 
workers, 10

Profit of industrial 
capitalists, 10

Commercial profit, 3

Interest, 2

Land rent, 5

profits. Tho capitalists cover all these outlays out of tho 
national income created in the sphere of material produc­
tion, through payment for services, i.e., by charging for 
treatment, education, various domestic services, and so on. 
Tlio payment for services providos compensation for out­
lays on maintaining these enterprises and ensures average 
profit for the capitalists in the non-productive spbero.

Part of the incomes of tho working people are redistri­
buted through tho state budget and used by the bourgeois 
state in the interests of tbe ruling class.

The bourgeois stato maintains armed and polico forces, 
penal institutions, judicial bodies, an administrative ma­
chine, etc., at tho expenso of the slate budget. Tho main 
source of revenues for the state budget is taxes levied on 
tho population. This means that the working people, who 
receive wages as a result of the primary distribution of 
the national incomo, pay taxes on them to the state. Thus, 
the part of t-ho national income at the disposal of tbo work­
ing people is, in fact, diminishing.

As capitalism develops, taxes grow. In tho USA and 
Britain, for oxample, taxes constitute over 90 per cent of 
the revenues of tho state budgot. Moreover, 40 per cent 
of the national income is redistributed through the budget 
in the USA and over 45 per cent in Britain. In the capi­
talist countries, taxes serve as an instrumont for the addi­
tional exploitation of wage workers, outside the confirms 
of tbe production process.
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How the national income is used

Like the distribution of the national income, its use 
under capitalism bas a class character. The national income 
is used for consumption and accumulation.

The share of the national income going for the personal 
consumption of the working people is not enough for a 
substantial majority of them to be ensured a survival 
minimum. A tremendous number of working people under 
capitalism have to go short of the most essential things, 
to live in housing lacking in amenities, deprive their chil­
dren of education, and so on.

A large share of the national income is appropriated by 
the exploiting classes. Part of it is spent by capitalists for 
their personal consumption, including for purchasing luxu­
ries, as well as maintaining a large staff of servants, Anoth­
er part they use to expand production, or for accumula­
tion. But this share is relatively small compared with 
society’s possibilities and requirements, The relatively small 
volnme of accumulation is explained by tbc fact that a 
significant part of the national incomo is spont unproduc- 
tivoly; on militarisation of the economy, on maintaining 
an inflated govornment staff, on advertising and so on.

The class character of tho distribution of the national 
income under capitalism moans that the purchasing power 
of tho working masses falls behind the expanding produc­
tion. From time to time the gap becomes enormous and 
leads to economic crises of overproduction.

3. ECONOMIC CRISES

The essence of and main reason for crises

French utopian socialist- Fourier described the crises that 
were beginning to be observed as “abundance becoming a 
source of need and deprivation”.

The first obvious signs of a crisis of overproduction arc: 
trade dries up, the market becomes swamped with a mass 
of unsellable goods, factories and plants close down, and 
many workers arc deprived of the moans of subsistence.

Is it really true that capitalist society produces “too 
much” grain, clothing, fuel, etc.? Of course not. The over­
production of commodities, leading to crises, is not abso­
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lute, but relative. The excess of goods exists only in com­
parison with effective demand, but certainly not with 
society’s actual requirements. During a crisis, society’s 
requirements do not fall, but there is a sharp drop in the 
working people’s purchasing power. At such times, the 
people are in great need of the most vital essentials, and 
their requirements arc satisfied oven less than at other 
times.

The most profound reason for economic crises of over­
production under capitalism is the basic contradiction of 
capitalism—the contradiction between the social character 
of production and the private capitalist form of appropria­
tion of the results of production.

Capitalist production is based on the social division of 
labour. As capitalism develops, there is a further division 
of labour and production breaks down into an increasing 
number of branches. Hundreds and thousands of workers 
work in large enterprises that are interconnected and ope­
rate for the national and the world market. Thus, hy com­
bining labour on a tremendous scale, capitalism gives pro­
duction a social character, while each individual commodity 
is the result of the social labour of many thousands of 
workers.

But capital gives production a social character in an 
extremely antagonistic form. The growing socialisation of 
production is in the inlerests of the capitalists, in their 
pursuit of higher profit. The means of production used by 
millions of people in their work are the private property 
of capitalists, so the product of thoir labour becomes the 
property of a handful of capitalists.

The basic contradiction of capitalism is manifested, above 
all, in the contradiction between the organisation of pro­
duction in individual enterprises and the anarchy of pro­
duction on the scale of society as a whole. This is reflect­
ed in tho fact that, in each individual capitalist undertaking, 
the labour of the workers is organised, hut in society as 
a whole, owing to the private ownership of the means of 
production, there is anarchy of production. Each capitalist 
strives to maximise his profit. In the pursuit of a high rate 
of profit, capitalists expand production (or reduce it, in 
order to transfer capital into other, more profitable in­
dustries), without considering the requirements of society. 
The proportions between the branches of production are, 
therefore, disturbed, and this engenders difficulties and
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the impossibility of the entire social product being realised.
The basic contradiction of capitalism is also seen in the 

contradiction hotwoen capitalism’s inherent tendency to­
wards an unlimited expansion of production and the limited 
nature of the effective demand of the main consumers—the 
working masses.

The tendency towards an unlimited growth of production 
is due to the operation of the basic economic law of capi­
talism—the law of surplus value. The pursuit of profit 
compels capitalists to accumulate, to expand production, 
improve their technology, introduce new machinery, hire 
additional workers and produce more. But the striving to 
expand production endlessly is not backed up by a corres­
ponding expansion of consumption. Moroovor, the striving 
to receivo maximum profit induces capitalists to reduce 
wages and step up the degree of exploitation. But increased 
exploitation and impoverishment of the working people 
means a relative drop in effective demand and diminishes 
opportunities for selling commodities. The result of all this 
is economic crises of overproduction.

The basic contradiction of capitalism is manifested, too, 
in the class antagonism between the proletariat and the 
bourgeoisie. Under capitalism a total rift has taken place 
hetween the means of production concentrated in the hands 
of the capitalists and the actual producers, who aro depriv­
ed of everything apart from thoir own labour power. This 
rift is clearly observed in crises of overproduction, when, 
on the one band, an excess of means of production and 
consumer goods huilds up and, on the other, thero is a 
surplus of labour power, a mass of unemployed people, de­
prived of means of subsistence.

The capitalist cycle and its phases

Crises oi overproduction occur periodically. The first in­
dustrial crisis broke out in Britain in 1825. The 1847-1848 
crisis, which emhracod tho USA and several European coun­
tries, was the first world economic crisis. The deepest crisis 
of last century was in 1873, and it heralded the transition 
from premonopoly capitalism to monopoly capitalism, i.e., 
imperialism. The 20lh century’s deepest crisis, called the 
Great Depression, lasted from 1929 to 1933.

Tho period from the beginning of one crisis to the bc-
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ginning of another is called the economic cyclo. It in­
cludes four phases: crisis, dopression, recovery and hoom.

Crisis—the main phase of the cycle—is characterised 
primarily hy overproduction of commodities, sharply falling 
prices, multiple bankruptcies, a sharp drop in production, 
a rise in unemployment, a fall in wages, actual destruction 
of commodities, equipment and enterprises, and a reduction 
of home and foreign trade. At this phase of tho cycle, 
tho contradiction hetwccn the growth in production possibi­
lities and the relative drop in effoctivo demand is manifest­
ed in violent and destructive forms. The high level of 
development of the productive forces comes up against 
the narrow hounds of capitalist relations of production, 
which have become fetters and brakes on their further 
development. The scale of production during crises is 
forcibly reduced to the lovel of the effective demand oxisling 
in society. Tho transition from crisis to depression hegins.

Depression—the second phase of the cyclo—is characteris­
ed by a halt to the further devolopmont of the crisis and 
still stagnant industrial production, low commodity prices, 
slack trado and a low rate of profit. Unemployment and 
wagos remain at tho same level as during the crisis phase. 
Accumulated stocks of goods are partly destroyed and partly 
sold off at sales prices. Capitalist production remains in 
depression until competition and the struggle for sales 
markets and sources of raw materials induce capitalists 
to reequip their enterprises and renew fixed capital. By 
means of all sorts of technical improvements, the capitalists 
strive to reduce the costs of production and make it profi­
table even at the low prices engendered hy the crisis. A 
demand for equipment appears and incentives to expand 
production are created. Gradually tho preconditions are es­
tablished for a transition to a new phase of the cycle—that 
of recovery.

Recovery is characterised by the fact that those enter­
prises that have survived the crisis continue to renew their 
fixed capital and gradually hogin to expand production. 
The volume of production approaches that of tho eve of 
the crisis, and then overtakes it. Trade picks up; prices 
rise along with profits; unemployment gradually falls. When, 
capitalist production overtakes the maximum precrisis level, 
it is entering tho phase of boom.

Boom is the last phase of the cycle. During this phase, 
the tendency for unlimited growth of production is mani-
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fcsted to the full. Once again, tlio capitalists strive to 
overtake one another, expand thoir undertakings, Login new 
construction, and throw growing quantities of goods on to 
the market. The rapid growth of production leaves the 
growth of effective demand further and further behind. 
Overproduction is constantly growing, at first, in hidden 
form, and stocks of surplus commodities are piled up increas­
ingly. At this, tho highest boom stage, tho market suddenly 
becomes oversaturated with goods for which there is no 
effective demand; prices fall and a crisis sets in. Then 
the whole cycle hegins agaio.

Thus, the development of capitalist production is not 
smooth; it experiences sharp fluctuations, hooms and reces­
sions. This cyclical form of development of capitalist pro­
duction is a rosult and evidence of tho intensifying contra­
diction hetweon the productive forces and relations of pro­
duction; it shows that capitalism itself sols limits to its 
own development and will inovitahly porish.

In addition to industrial crisos, the capitalist countries 
also suffer agricultural crises, i.e., crises of overproduction 
of agricultural produce.

Agrarian crisos are usually protracted hecauso agricul­
ture is a hackward sector of the economy compared with in­
dustry. The monopoly of private ownership of the land 
hampers the free flow of capitals, thus preventing tho mass 
renewal of fixed eapital in agriculture and delaying the 
ond of the agrarian crisis. Moreover, during crises, small 
peasant producers do their hest to maintain their previous 
level of production in order to remain in possession of the 
land, and this exacerhates the overproduction of agricul­
tural produce, therehy dragging out the crisis.

The main hurden of agrarian crises falls on the peasant 
masses and leads to their ruin.

Crises and intensification
of the contradictions of capitalism

During crises, it heeomes particularly ohvious that capi­
talism is unahle to deal with the forces that it has itself 
engendered. Eaeh economic crisis hrings a sharp drop in 
production and in the volume of home and foreign trade.

Thus, from 1929 to 1933 in Britain, tho level of coal 
production fell hack to that which had existed 35 years
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earlier; steel output dropped back 23 years; iron output, 
70 years; and foreign trade, 3G years.

During a crisis tremendous wealth is destroyed, while 
even the most vital requirements of the broad population 
arc not satisfied. Thus, during the Great Depression of 
1929-1933, 92 blast furnaces wero demolished in the USA; 
72, in Britain; and 28, in Germany. In 1933, in the USA 
10.4 million acres of cotton holds wore ploughed over, and 
so on.

During crisos, society’s chief productive force—labour 
power—is wasted. The crisis throws millions of workers on 
to the streets, where they suffer imposed idleness aud a 
pointless existence.

Crises intensify the class contradictions between the 
proletariat and the bourgeoisie, botween tho bulk of the 
peasantry and the landowners who exploit thorn, userers, 
and others. Tho working class loses a significant part of 
what it has achieved in its struggle against the capitalists.

Tho broadest masses of the prolotariat, doomed by crises 
to tremendous deprivation, acquire a deep class conscious­
ness and revolutionary resolve. Tlie workers bocoine con­
vinced that tlie ouly way out of poverty and hunger is a 
change in the economic and social system. Even tho back­
ward strata of the working people begin to understand tho 
need to fight against the exploiters.

Thus, economic crises show clearly the need for a rev­
olutionary replacement of capitalism by socialism, which 
would eliminate tho contradictions of the bourgeois system 
and open up boundless scope for the development of so­
ciety’s productive forces.

REVISION EXERCISES

1. What are individual and social capital?
2. Describe the aggregate social product in terms of value 

and physical forms.
3. What aro the conditions for realisation under capitalist 

simplo and extended reproduction?
4. Describe tho national income, its distribution and redis­

tribution under capitalism.
5. What is the main reason for crises under capitalism?
G. Describe the capitalist cycle.
7. What role do crises play under capitalism?



B. MONOPOLY CAPITALISM—IMPERIALISM

During the last thirty years of the 19th ceutury, capi­
talism developed into its highest and last stage—imperial- 

• ism. The main distinguishing feature of this stage is that 
free competition is replaced by monopoly domination.

The development of tho productive forces during this 
period advanced far. In the iron and steel industry new 
methods of steel smelting (Bessemor, Thomas, and open- 
hearth) requiring a transition to large-scale steel works 
became widespread. The last third of the 19th century saw 
a number of major inventions (the dynamo machine in 
1867, tho internal combustion engine in 1877, the steam 
engine between* 1883 and 1885), which speeded up the 
development of industry and transport. On the basis of 
new types of motor, new means of transport appeared: 
trams in 1879, cars in 1885, diesel engines in 1891, and the 
aeroplane in 1903. Successes in scionce and technology 
created an opportunity for the production and application 
of electricity.

In the last three decades of tho 19th century, heavy 
industry took over light industry’s dominant position. Tho 
branches of heavy industry grow rapidly. World steel out­
put, for instance, grew 56 times from 1870 to 1900, that 
of oil 25 times, of coal over three times. Production rapidly 
increased in scale, particularly after the economic crisis 
of 1873.

The development of the productive forces and increase 
in the scale of production were accompanied by an inten-

159



sification of the contradictions of capitalism. Economic cri- 
sos of overproduction bocamo more frequent and destructive, 
and unemployment increased. Wars botweeu the capitalist 
states hrokc out more often, and this brought untold 
suffering to the ordinary people. At the same time, as the 
condition of the working class was deteriorated, there was 
an unprecedented incroase in tho wealth of the capitalists. 
This intensified the oconomic and political struggle of the 
working class.

Tho working class’s ideologists were now faced with 
giving a precise analysis of imperialism and studying the 
new phenomena that hegun to characterise capitalism at 
the turn of the century. This was necessary primarily in 
order to provide the working class with tho correct 
theoretical weapou in its struggle against capitalist 
oppression.

It was Lenin who fulfilled this task, particularly in his 
work Imperialism, the Highest Stage of Capitalism (1916), 
which is of eternal significance, and in a number of his 
other works, too. Lonin showed that all the hasic foatures 
of capitalism still remain under imperialism: private owner­
ship of the means of production by capitalists, relations 
of exploitation of wage labour by capitalists, a form of 
distribution under which the wealth of some increases while 
the condition of others worsens, and antagonistic relations 
hetweon the proletariat and the bourgeoisie.

As a result, all the economic laws of capitalism contin­
ue to operato under imperialism: the law of surplus value, 
the general law of capitalist accumulation, the law of 
competition and anarchy of production, and others. But 
tho operation of these laws acquires new specifics.

Lenin’s analysis of imperialism showed that the monop­
oly stage of capitalism has the following hasic economic 
features: “ (1) the concentration of production and capital 
has developed to such a high stage that it has croated 
monopolies which play a deoisivo role in oconomic life; 
(2) the merging of hank capital with industrial capital, 
and the creation, on the hasis of this ‘financo capital’, of 
a financial oligarchy; (3) the export of capital as distin­
guished from the export of commodities acquires exception­
al importance; (4) the formation of international monop­
olist capitalist associations which share the world among 
themselves, and (5) the territorial division of the wholo
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world among the biggest capitalist powers is completed”. 1
Lenin’s teaching on imperialism and the socialist revolu­

tion constitutes a new era in the development of Marxist 
thought. Lenin proved that the monopoly stago of capi­
talism is the ovo of the socialist revolution. Comprehensivo 
analysis of this now stage in world history allowed Lonin 
to determine the tremendous opportunities of the revolu­
tionary movement in the age of imperialism.

1 V. I. Lenin, “Imperialism, the Highest Stage ol Capitalism”, 
Collected Works, Vol. 22, Progress Publishers, Moscow, 1974, p. 26G.
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Chapter VII

THE BASIC ECONOMIC FEATURES  
OF IMPERIALISM

1. CONCENTRATION 
OF PRODUCTION AND MONOPOLIES

Concentration of production

Before imperialism free competition lield sway. During 
llie period of free competition, many capitalists produced 
the same typo of output and each of them strove to sell 
it for the maximum profit. Free competition leads to the 
ruin of some capitalists and to others becoming rich and 
oxpanding their production. As Engels put it, “Competition 
is the completost expression of the battle of all against 
all which rules in modern civil society”. 1 By ruining some 
and enriching others, free competition led to a concent ra 
tion of production in larger enterprises, where hundreds 
and thousands of workers are employed. Concentration of 
production at a certain stage in its development gives rise 
to monopoly. Concentration of production reaches its high­
est stage of development undor imperialism.

For example, in Germany in 1882, only 22 per cent of 
all factory and office workers were employed in enterprises 
with 50 workers or more, but the percentage had risen 
to 30 in 1895; 37, in 1907; 47.2, in 1925; and 49.9, in 1939. 
In the 1970s, in the FRG 40.2 per cent of all those employ­
ed in West German industry worked in factories and plants 
with a staff over a thousand strong, while such plants and 
factories constituted only 1.3 per cent of the total number 
of industrial enterprises in the country. In the USA in 
1904, the biggest undertakings, producing output worth a 
million dollars or more, constituted 0.9 per cent of the

1 F. Engels, "The Condition of the Working Class in England", 
K. Marx and F. Engels, Colluded Works, Vol. i, p. 375.
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total, while 25.6 per cent of all workers were employed 
in them and they provided 38 per cent of the gross output 
of American industry. In 1939, the biggest American un­
dertakings constituted 5.2 per cent of the total number, 
employed 55 per cent of all workers and produced 67.5 
per cent of the gross industrial product. In 1970, the 500 
biggest companies accounted lor 66 per cent of gross 
sales in American industry. Of these, the biggest 50 cor­
porations, or 0.5 per cent of the total, produced almost a 
quarter of the aggregate output of the US manufacturing 
industry. At present, the 100 biggest companies in the 
USA and the 100 biggest companies in the other imperialist 
countries account for a third of world capitalist production. 
Over the last decade there has been a sharp increase in 
the capitalist world in the number of monopolies with as­
sets of over a billion dollars. At the beginning of the cen­
tury there was only one such monopoly; in the early 
1950s there wero four, in 1963—57, but in 197-1 the num­
ber of such companies had risen to 344. Half the biggest 
monopolies (102) are US corporations, 47 are Japanese, 
30 are British, 25 West German, 22 French and 6 Italian, 
Over 23 million people now work for billionaire companies, 
as against 13 million in 1963.

Tho concentration of capital is accompanied by its cen­
tralisation, meaning an increase in capital as a result of 
the merging of several capitals into a single big one. This 
may take place by agreement, for example, when joint-stock 
companies are formed, or bo enforced, when a big capitalist 
ruins and swallows up smaller capitalist enterprises after a 
licrcc competitive struggle.

Competition forces each capitalist to reduco the price 
of his commodities, and only big enterprises can afford to 
do this. Small ones cannot stand up to the competition, 
so they either go bankrupt or are taken over by the big 
capitalist. This process is a continuous one. For example, 
the number of mergers and take-overs of US firms was 
4,366 from I960 to 1904, 9,557 from 1965 to 1970, while 
the corresponding figures for Britain were 3,828, and 7,044, 
and for France—7,020 and 11,764. In two years (1974- 
1975), about 130,000 firms with over a million dollars worth 
of capital each went bankrupt in tho ten major capitalist 
conn trios (Lh# USA, Japan, the FRG, France, Britain, Italy, 
Canada, the Netherlands, Sweden and Switzerland).

Concentration and centralisation of production and capi­



tal lead lo the accumulation of huge numbers of workers 
in big and very big undertakings. This facilitates the uni­
fication and organisatiou of the working class in its struggle 
against capital and transforms the proletariat into an effi­
cient revolutionary force. The concentration and centralisa­
tion of capital and production lead to a tremendous sociali­
sation of labour, to an intensification of the class struggle 
between workers and capitalists.

Forms of monopoly
The concentration of production leads straight to monop­

oly. Very big enterprises with big capitals have difficulty 
defeating each other in the competitive struggle. Under 
these conditions, tho opportunity and necessity arise for 
the biggest capitalists to come to an agreement with one 
another in order to divide up markets and sources of raw 
materials, to set uniform prices, and so on.

A monopoly is an association of capitalists in whose 
hands the production and sales of the overwhelming major­
ity of particular goods are concentrated. Whatever the differ­
ent forms such associations might tako, they all pursue the 
same goal—the receipt of maximum profit.

Lenin identified the following historical stages in the 
development of monopolies: (1) 1860s and 1870s—tho high­
est stago in the development of freo competition. The 
monopolies were only just beginning to take shape. (2) 
After the 1873 crisis. Cartels began to develop widely, but 
they were still Lhe exception and were not yet stable. They 
were still only emerging. (3) The boom at tho end of the 
last century and tho 1900-1903 crisis: cartels became ono 
of the foundations of economic life.

Monopolistic associations arise primarily in heavy in­
dustry, where the concentration of production is particularly 
rapid. Once they have embraced heavy industry, however, 
they also spread to oilier industries.

The forms of monopolistic associations are extremely di­
verse. Initially they consisted of sliorl-term agreements 
between individual capitalists on the sales prices of com­
modities. These agreements prepared the ground for more 
long-term ones.

A cartel is an association of capitalists who come lo an 
agreement on the division of markets and on sales prices,
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Chief forms of monopoly

Cartel Syndi­
cate Trust Concern

______

----1

anti determine the quantity of commodities to he produced. 
The undertakings included in the cartel produce and sell 
their output independently. This form of monopoly was 
particularly widespread in prewar Germany.

A syndicate is a higher stage of monopolistic associa­
tion. Its participant enterprises produce independently and 
retain their ownership of their own means of production, 
but they lose their commercial independence. The members 
of the syndicate do not themselves sell their output or 
buy raw materials; they set up a joint trading apparatus 
to do this for them. This iorm of monopoly was wide­
spread in prerevolutionary Russia.

A trust is a monopoly in which there is joint ownership 
of all the enterprises, and their former owners become 
shareholders, thoir profits depending on the number of 
shares they hold.

A concern is an association of big trusts or enterprises 
in various industries, banks, trading firms, transport and 
insurance companies on the basis of joint financial depen­
dence on a group of big financial capitalists.

Trusts and concorns are widespread in the USA, Britain, 
France, Japan and other countries.

New forms of concentration 
of production and capital

At the current stage in the development of capitalism, 
the concentration of production and capital is gaining mo­
mentum for objective reasons, including the further advance 
of the scientific and technological revolution. Modern tech­
nology and the level of development of the productive 
forces necessitate a constant increase in the size of indivi­
dual capital, this being facilitated particularly by the intro­
duction of automated production and the need to promote 
research work in enterprises.
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The second objective reason for the increasing conceit' 
(ration of production is the growing crisis of the capitalist 
world economy, which is manifested in the withdrawal of 
individual countries from the world capitalist system. As u 
result of the formation of the world socialist system, the 
sphere of the world capitalist economy has narrowed signi­
ficantly and tho problem of world markets and internation­
al competition has become more acute.

The concentration process is also fostered by the monop­
olies themselves, for they have a vested interest in raising 
the competitiveness of their products on the world market. 
They are assisted in this, to no small extent, by the bour­
geois states, which encourage concentration by granting tax 
concessions, various subsidies, etc.

New forms of production concentration are monopolistic 
combination and diversification. Let ns take a look at 
these.

Leniu wrote about combination in Imperialism, the High­
est Stage of Capitalism, where he described it as the 
“grouping in a siugtc enterprise of different branches of 
industry, which cither represent the consecutive stages in 
the processing of raw materials (for example, the smelting 
of iron oro into pig-iron, the conversion of pig-iron into 
steel, and then, perhaps, tho manufacture of steel goods) — 
or are auxiliary to one another (for example, the utilisation 
of scrap, or of by-products, tho manufacture of packing 
materials, etc.)”. 1

At the beginning of the century, combination took place, 
mostly in the iron and stool industry, but after the war it 
became widespread in other industries, too.

Thus, combination is an association of enterprises that are 
technologically interlinked. There arc two types of combi­
nation: vertical, when an entire production process, from 
obtaining the raw material to producing tho finished out­
put, is unified, and horizontal, wheu various types of output 
are produced on a common raw material basis.

The second, new form of the concentration process is 
diversification, i.e., the production of articles that are not 
technologically connected ivilh the main output, in which 
the given monopoly specialises. For example, General Mot­
ors, Ford and Chrysler, the USA's biggest motor compa-

1 V. I. Lenin, ‘‘Imperialism, the Highest Stage or Capitalism’’, 
Collected Works, Vol. 22, p. 198.
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nies, have in recent years been actively entering the com­
puter and rocketry industries, the production of agricultural 
machinery anil military output, and have been carrying 
out research connected with space exploration.

S'cl, however the forms of concentration might change 
uudor the domination of monopolies, its cssenco remains 
tlio same—a further growth of tho economic might of the 
biggest monopolies, a pooling of their efforts in controlling 
the ever growing share of social production for the purpose 
of obtaining monopoly superprofit.

Monopoly and competition
Bourgeois ideologists assert that monopoly eliminates 

competition. In fact, this is not the case.
First, although monopolies dominate in the economies of 

tho capitalist countries, a perfect, oue hundred per cent 
monopoly, even of a single branch of production, is a rare 
exception. There is, therefore, competition between monop­
olies and capitalists who do not belong to them (so-called 
outsiders). In this struggle, the monopolies make use of 
all means available to force outsiders to join the monopoly 
or to put them out of business.

Second, there is also competition within monopolies. Tho 
participants in cartels and syndicates compete willi one 
another for the most profitable markets and for a bigger 
share of production. In trusts and concerns, there is compe­
tition between capitalists for the leading posts, for the con­
trolling block of shares, and for profit distribution. The 
competition within a monopoly is usually concealed and 
only breaks to the surface iu extreme eases, when it de­
stroys the monopoly. A new oue may take shape in placo 
of a monopoly that collapses in this way.

Third, there is competition between monopolies in one 
and the same industry. This is when there aro several 
monopolies in a single industry.

Fourth, during the age of imperialism, the competition 
between monopolies in different branches of production be­
comes particularly fierce, for example, between coal, and 
iron and steel monopolies, and so on.

Fifth, there is also competition between the monopolies 
of different- capitalist countries for sales markets, sources 
of raw materials, and spheres of investment. The rivalry
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between the monopolies of diiïcrcnt countries is supported 
by the capitalist stales, which exacerbates the contradic­
tions and conflicts between the imperialist powers.

Bourgeois ideologists falsely assert that monopoly means 
planned, balanced development of the capitalist economy. 
Though monopoly grows out of freo competition, it docs not 
eliminate competition, but exists alongside it. Under the 
predominance of monopolies, the competitive struggle be­
comes especially fierce and predatory. In order to get rid 
of a competitor, a monopoly makes use of financial machi­
nations, brihery, blackmail and actual violence.

Imperialism cannot eliminate competition. “In fact it is 
this combination of antagonistic principles, viz., competi­
tion and monopoly, that is the essence of imperialism, it 
is this that is making for the hual crash, i.e., the socialist 
revolution.” 1

2. FINANCE CAPITAL 
AND THE FINANCIAL OLIGARCHY

The concentration
of capital and monopoly in banking

The concentration of production and formation of monop­
olies in industry inevitably lead to concontralion of capi­
tal in banking and the creation of hanking monopolies. 
“We shall only havo a very insufficient, incomplete, and 
poor notion of the real power and the significance of mod­
ern monopolies if we do not tako into consideration the 
part played by the banks.” 2 The fierce competition between 
banks results in small hanks hoing taken over by big 
ones, which conclude agreeinonts with one another and this 
is how banking monopolies arise. They subordinate small 
banks, savings banks and credit societies. Each such mo­
nopoly commands dozens, and sometimes even hundreds 
of smaller banks. The hanks grow in size and their turn­
overs increase. In the USA, for instance, in 1900tbcre were * *

1 V. I. Lenin, "Comments on tho Remarks Made by the Com­
mittee of the April All-Russia Conference", Collected Works, Vol. 24, 
Progress Publishers, Moscow, 1974, p. 405.

* V. I. Lenin, “Imperialism, the Ilighost Stage of Capitalism”, 
Collected Works, Vol. 22, p. 210.
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10,382 banks with assets worth 10,785 million dollars; _ in 
1940 there were 15,017 hanks with assets of 80,213 million 
dollars. Consequently, over 40 years the number of banks 
increased by only 50 per cent, while bank assets increased 
eightfold. In tho USA, the assets of the 50 biggest banks 
constituted 32.8 per cent of total assets in 1950, 39 per 
cent in 1960 and 47.8 per cent in 1970. At the beginning 
of 1975, 177 US banks, constituting only 0.01 per cent of 
tho total number of merchant banks, concentrated in their 
hands 48.5 per cent of the total assets of US merchant 
banks (in 1960 the figure was 36.9 per cent). In Britain, 
the four biggest hanks concentrate, at present, about 90 per 
cent of all bank deposits. In the FRG, the biggest four 
banks account for almost 44 per cent of all hank assets. 
In France, ten hanks hold about 70 per cent of all hank 
assets and almost 80 per cent of deposits and tho "Big 
Threo”—59 and 68 per cent respectively. In Italy, the 
share of six banks in the total sum of bank assets is over 
50 per cent, and in deposits—66 per cent. In Japan, about 
56 per cent of all bank assets and two-thirds of all deposits 
arc concentrated in ton banks. At the present time, in the 
capitalist world 100 hanks control 85 to 90 per cent of all 
financial operation?, therchy ensuring the interests of big 
industrial and finance capital.

Concentration in banking has tho same result as in in­
dustry, i.e., tho formation of banking monopolies. Lenin 
wrote on this: "Among the few banks which remain at the 
head of all capitalist economy as a result of the process 
of concentration, there is naturally to be observed an in­
creasingly marked tendency towards monopolist agreements, 
towards a bank trust." 1

The current forms of hanking monopoly are cartels, syn­
dicates, trusts and concerns. A banking cartel is a group of 
several hanks agreeing to co-ordinate their joint interests 
(mutual responsibility for liabilities, maintenance of an 
identical interest rale on deposits and loans, etc.).

A banking syndicate or consortium is a group of hanks 
agreeing to carry out certain profitable operations that are 
beyond the possibilities of any single bank (the floating of 
largo government loans, the promotion of joint-stock com­
panies with a large capital, and so on).

1 V. T. Lenin, “Imperialism, the Highest Stage of Capitalism”, 
Collected Works, Vol. 22, p. 219.
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A bank trust is tho joint ownership of capital by several 
big banks through their total merging.

A banking concern is an association of officially inde­
pendent banks under the financial control of a single big 
bank, which has bought up the controlling blocks of shares 
of the concern’s other member kinks. In the 1970s, inter­
national hanking associations began to bo set up to back up 
the activities of huge international corporations, for which 
the bounds of the existing hanking system had become con­
fining. In the first half of the 1970s, several such groups 
were formed: European Banks International, with total 
assets of 110.1 billion dollars; Associated Banks of Europe, 
with assets of 64.1 billion dollars; GCB, in Brussels, with 
assets of 62.6 billion dollars; the Orion group of six banks, 
in London, (the USA, Britain, Japan, the FRG, Italy and 
Canada) with total assets of 164.8 billion dollars.

Tho concentration of banking and the formation of bank­
ing monopolies bring changes in tho relations between 
banks and industry.

The new role of hanks

Initially, banks wore intermediaries ill payments. As 
capitalism develops, their credit operations expand. The 
bank takes capital from capitalists who have no use for it 
at tho given time, and put it at the disposal of other 
capitalists, who are in need of funds. The concentration 
and centralisation of banking results in the banks wielding 
tremendous power over the whole, economy.

By concentrating in their own hands the current accounts 
of capitalists, tho big banks know the state of Ihoir affairs, 
control them and, finally, by offering belter or worse credit 
conditions, subordinate industrial capitalists to themselves 
and direct their activities.

From modest intermediaries in payments, hanks have 
become mighty financial centres. This greatly speeds up the 
concentration of production, because the banks give credit 
preference to big under takings associated in monopolies. 
The banks acquire a vested interest in these monopolies 
prospering and begin to buy their shares. They make sure, 
however, that they purchase adequate shares to ensure 
themselves the decisive role in the monopoly.
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Finance cap ita land the financial o ligarch y
Lenin wrote concerning llio essence of linauce capital: 

“Tlio concentration of production; tlic monopolies arising 
therefrom; tlio merging or coalescence of the banks with 
industry—such is the history of the rise of finance capital 
and such is the content of that concept.” 1

The banks buy np the shares of industrial, commercial, 
transport, insurance, and other monopolies, thereby becom­
ing their co-owners. In turn, industrial monopolies also 
hold shares in the banks connected with them. An inter­
twining and coalescence take place between monopolistic 
bouk and monopolistic industrial capitals. This is the basis 
oil which finance capital emerges.

The coalescence of bank and industrial capitals takes 
various forms. It is manifested, in particular, in personal 
unions, i.o., in the same people heading hanking, industrial, 
commercial and other monopolies. The heads of banks are 
members of the boards of industrial enterprises, and repre­
sentatives of industrial monopolies, in turn, are included 
on the management of banks. The structure of finance 
capital varies. Such financial institutions as insuranco com­
panies, investment trusts, pension funds, savings banks, 
and the like, have come to piny a major role in mobilising 
the population’s funds for financing industrial monopolies. 
For this reason, modem finance capital constitutes a coales­
cence of industrial monopolies not only with hanking ones, 
but also with the financial institutions listed above.

One concrete manifestation of the power of finance capi­
tal is the domination of the financial oligarchy.

The growth of monopolies and of finance capital results 
in the biggest bankers and industrialists forming a small 
group of people who hold the dominant position in the econ­
omy and politics. A financial oligarchy takes shape, i.o., 
a small number of finance kings dominate and hold all the 
power. All the vitally important sectors of the economy, 
all the key positions in the politics of the capitalist coun­
tries, are in the hands of the financial oligarchy.

One concrete form of financial oligarchy is the monopo­
ly-finance group. In the USA, for example, the decisive

1 V. i. Lenin. “Imperialism, the Highest Stage of Capitalism”, 
Cullccied W'er&s, Vol. 22, p. 22G.
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role iii the country’s economy is played by IS high finance 
groups, which control assets to a sum of 078.4 billion 
dollars, including 319.5 billion in banking and 358.9 bil­
lion in industry, commerce, and the services sphere. The 
biggest of these financial groups are the Morgans, Rocke­
fellers, California and Chicago groups.

The Morgan sphere of influence is the iron and steel in­
dustry, the chemical industry, the motor, electrical en­
gineering, electronics, rubber industries, etc. The group has 
107.5 billion dollars worth of assets, including 54.7 billion 
in banking, and 112.8 billion in industry, commerce and 
the services sphere.

The Rockefeller sphere of interest includes oil, tbe avia­
tion, pulp-and-paper, chemical industries, etc. The controlled 
assets of this group constitute 124.6 billion dollars, of which 
G7.4 billion arc in hanking and 57.2 billion iu industry.

Tbe sphere of interest of the California monopoly-finance 
group extends to oil, the aerospaco, electrical engineering 
and electronics industries, and so on. The controlled assets 
of this group stand at 66.7 billion dollars: 45 billion in 
banking and 21.7 billion in industry.

The Chicago monopoly-finance group’s sphere of interest 
includes the iron and steel industry, oil, the electrical engi­
neering, and food industries, and agricultural machinery. 
Its controlled assets are 55 billion dollars, 17.4 billion ol’ 
which are in banking and 37.6 billion in industry.

In Japan, two high finance groups—Mitsui and Mitsu­
bishi—control all the key branches of tho economy—metal­
lurgy, engineering and instrument-making, tho chemical in­
dustry, freight transfers, banking and insurance, trade, stor­
age and so on.

In Britain, the docisivo role in the country’s economy 
is played by eleven financial groups that control tho key 
branches of the economy—metallurgy, aviation, television, 
electronics, shipbuilding, engineering, the chemical industry, 
oil extraction and refining, shipping, international banking 
operations, foreign trade, etc.

Tbe domination of a financial oligarchy is characteristic 
of other capitalist countries, too.

The financial oligarchy also dominates in the economic 
sphere by means of the so-called holding system, tho es­
sence of which is as follows. A big financier or group of 
financiers holds the controlling block of shares or otherwise 
takes control of tho head joint-stock company, which is
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the parent company. This parent company acquires tbe 
shores of other joint-stock companies and, once it obtains 
a  controlling block, dominates over dependent daughter com­
panies, which themselves control subsidiary companies, and 
so on. Through the bolding systorn, a financier with a capi­
tal of, say, a billion dollars, can bring much more capital 
under his control. The sphere of domination of big capital 
is thereby constantly expanding. This system may be de­
picted in the form of a multistorey pyramid, with the top 
figures in the financial world at the pinnacle.

The financial oligarchy also dominates in politics, and, 
on this basis, the monopolies mergo with the state machine, 
giving rise to state monopoly capilalism.

3. THE EXPORT OF CAPITAL.
THE ECONOMIC 

AND TERRITORIAL DIVISION 
OF THE WORLD

The export of capital

Before imperialism, the chief form of economic link be­
tween countrios was foroign trade and the export of commo­
dities. Under imperialism, world trade expands oven fur­
ther, but the export of capital now assumes primary im­
portance. Tho export of capital is Iho movement of the 
capital belonging to the monopolies and financial oligarchy 
of one country into others with the purpose of increasing 
monopoly profits, strengthening the economic and political 
positions of tbe monopolies in the struggle for foreign mar­
kets, and expanding the sphere of capitalist exploitation of 
tho larger part of the capitalist world by a fow major im­
perialist countries.

Tbe fact is that, under the domination of monopolies in 
the most developed capitalist countries, a capital surplus 
emerges. If, of course, tho monopolies used their capital 
to raise the standard of living of the working people and 
lift agriculture up to the levol of industry, thero would 
be no such surplus. But then capitalism would not be capi­
talism. Capitalists strive to apply their capital where they 
will reap tho biggost profits.

Tbe need for the export of capital is thus a result of a 
few countries lacking scope for capital to he applied in its
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country of origin. The opportunity for exporting capital 
appeared at the beginning of the 20lh century, when the 
vast majority of countries had already been drawn iuto the 
world capitalist system; the chief railways had already been 
built or were uuder construction, making it possible to 
transport raw materials more rapidly to the ports, and it 
became feasible to transport mass freight over long dis­
tances.

Capital is exported in two main forms: loan and produc­
tive. The export of loan capital takes place when the gov­
ernments or capitalists of other countries arc granted 
loans, on which they must pay interest. In this case, the 
surplus value created by the workers in the importing coun­
try goes as interest to the exporting country.

The export of productive capital takes place when capi­
talists build industrial enterprises, railways, etc., in other 
countries. This happens as follows. In the USA, for in­
stance, a joint-stock company is set up to build oil-exract- 
iug enterprises in a developing country. The share issue is 
bought up by American capitalists. The enterprises are built 
with the capital accumulated from the sale of the shares, 
while the profit made by these enterprises is distributed 
among the shareholders, i.e., American capitalists. In both 
eases, the capital is exported in order to oblain monopoly 
high profits.

Capital is exported predominantly to economically less 
developed countries where thoro is little capital, land is 
cheap, there aro plenty of raw materials and wage rales 
arc low. All these factors make it most profitable to invest 
here. The export of capital has serious consequences for 
both the importing and tho exporting countries.

Tho capilal-importing countries oxperienco an accelerated 
development of capitalism, with all its inherent contradic­
tions—the ruin and impoverishment of the masses, wasteful 
exhaustion of the land and the squandering of other nation­
al wealth. Under the impact of tho capital imported from 
tho imperialist states, the economics of tho developing 
countries run in lop-sided, distorted ways. It is mainly the 
extractive industry and agricultural production for export 
that expaud.

The capital-exporting countries cxporicnco a dual result 
from the outflow of capital. On the one hand, they iucroaso 
their wealth, i.e., they are. constantly receiving surplus value 
from outside in the form of profits from overseas enler-
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prises or interest on loans. On the oilier hand, in tlieso 
countries the export of tho capital reduces the opportuni­
ties for capital investments within the country and leads to 
fewer jobs and higher unemployment.

Capital exports leud to expand tho economic links bc- 
tweon countries, but this means exploitation of the econo­
mically backward countries by tho developed ones.

Bourgeois ideologists try to picture the export of capital 
in tho age of imperialism as “aid” and a “boon” towards 
economically backward countries. The theory of decoloni­
sation appeared: imperialism supposedly furthers the indus­
trial development of the former colonies, making them loss 
and less dependent on tho metropolitan countries. This theo­
ry attempts to conceal the imperialist character of the ex­
port of capital which, in fact, ensures that former colouies 
remain agrarian-raw material appendages for the developed 
countries.

After the Second World War new features emerged in the 
export of capital owing to the establishment and develop­
ment of the world socialist system ami the collapse of the 
colonial system of imperialism.

Under these conditions, the biggest monopolies had to re­
place their strategy and tactics in their struggle for spheres 
of influence and domination of markets. They weut over 
from overt military division of the world to methods in­
volving the economic conquest of markets, mainly by stop­
ping up Ihe export of capital to the countries providing the 
highest profits for tho imperialist powers.

Over 25 years (1946-1970), the sum total of overseas 
capital investments by tho chief capital-exporting countries 
increased roughly sixfold and reached 285 billion dollars 
in 1970, against 51 billion in 1945.

In the postwar years changes took place in the character 
and direction of capital exports. In the first half of tho 
century, capital was exported mainly to the colonics and 
dependent countrios, hut nowadays considerable amounts 
flow to the economically developed capitalist countries, 
which now account for 70 per cent of the direct overseas 
investments of the imperialist powers.

Tho reasons for this are as follows:
First, the economically developed capitalist countries have 

become a more profitable sphere of investment for foreign 
capital because they provide state guarantees of the unhin­
dered repatriation of capitals and profiLs.
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Socond, die foreign monopolies overcome the existing 
customs protectionism in the foreign trade relations by sel­
ling up production brandies and subsidiary companies in 
rival countries.

Third, the dovoloped capitalist countries provide active 
markets becauso of the greater purchasing power, as well 
as reserves of skilled maupower that do not need training, 
and for the American monopolies there is also the advan­
tage of paying lower wages in the West European coun­
tries than in the USA.

Fourth, the growing struggle of the developing countries 
for economic independence and the increasingly frequent 
nationalisation of the property of foreign monopolies make 
the corporations of tho imperialist powers circumspect 
in oxporting productive capital to the countries of Asia, 
Africa and Latin America.

The leading position among the capital-exporting coun 
tries belongs to the USA. At the end of 11)79 the sum to­
tal of all American investments overseas was over 180 bil­
lion dollars, or 62.5 per cent of all the overseas invest­
ments of the developed capitalist countries, while in 1938 
the USA accounted for only 30 per cent of world capital 
exports. The chief regions in which American capital is 
invested are Western Europe, Japan, and Canada, while 
the main sphere of investment consists of the most recent 
industries: the petrochemical, motor, electronics, radio en­
gineering, and so on.

In spile of the increased risk of nationalisation, the im­
perialist powers are interested in using the raw materials 
of the developing countries and, therefore, exporting sub­
stantial sums of capital to them. The poorly developed in­
dustry, shortage of indigenous capitals, cheap labour po­
wer and local raw materials mako the developing coun­
tries profitable investment spheres for foreign capital, 
since the rato of profit here is much higher (sometimes ton 
times so) than in the developed capitalist countries.

One major feature of presont-day capital exports is the 
increased scale and share of the export of state capital. 
The bourgeois state also acts as guarantor for the export 
of private capital. Special organisations have been formed 
to ensure export credits. Another specific typo of capital 
export is that by international organisations of tho capita­
list countries, such as the International Dank for Decon­
struction and Development, the International Monetary
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Fund, and others. The scientific aud technological revolu­
tion has mado tlio salo of paleuts aud licences to other 
countries, as well as the widespread export of technical 
knowledgo, a major form of capital export. The export of 
kuowledgo takos place in the form of so-called cugineor- 
ing, i.e., construction and exploitation, as well as in that 
of know-how, i.c., the totality of knowledge, experience, 
and unpateuted inventions necessary to orgauise a partic­
ular type of production.

Capital is oxported by many countries. Each imperialist 
country tries to export capital to the countries providing 
the most profitable investmont opportunities. This leads to 
competition and struggle not only between capitalists, but 
also bolwoen imperialist countries, aud exacerbates the con­
tradictions of tho eutire capitalist world.

The economic division of the world 
between capitalist alliances

The monopolios in the capitalist countries strivo prima­
rily for undivided sway ovor the domestic market. They 
divide it up among themselves and artificially maintain 
high prices, thereby roaping colossal profits. In order to 
do this, tho monopolies try to protoct tho domestic market 
from foreign competition. To this end, the slate sets high 
customs duties and sometimes actually prohibits the im­
port of certain commodities. Often the customs duty is sev­
eral times highor than the value of the commodity. This 
is how the monopolies’ domination on the domestic mar­
ket is ensurod.

But the domestic market is limited. It cannot absorh tho 
tremendous masses of commodities put out by the huge 
enterprises, so the monopolies strive increasingly to sell 
their products on foreign markets. How ean this he done, 
when foreign markots are protected by high customs du­
ties?

The export of capital is used in order to overcome these 
duties. Capitalists build factories and plants in other coun­
tries, and these swamp the markets with goods. A major 
role in ovorcoming high customs duties and conquering 
foreign markets is played by dumping, which means that 
oxports are sold in other countries at low prices, some­
times at Jess than the production costs. Once the monopo­



lies have ousted their competitors from the market by 
moans of these low prices, they raise Ihem.

The struggle for foreign sales markets, sourcos of raw 
material and investment spheres leads lo the economic di­
vision of the world into spheres of influence of individual 
monopolies. The expansion of monopolies heyond national 
boundaries indicates a new and higher stage in tho con­
centration of production and capital, a stage that Lenin 
called supcrmonopoly.

When a fow trusts or syndicates begin to play the deci­
sive role throughout the capitalist world, in a particular 
branch of production the conditions are created for the 
formation of international monopolies. Inter national monop­
olies consist of agreements between the higgest monopo­
lies of different countries on the division of markets and 
sources of raw material, the scale of production, price pol­
icy, and so on.

The first international monopolies appeared in the 1860s 
to 1880s, by the end of the 19th century they numhored 
ahout 40, while on the eve of the Second World War (in 
1939) there were already 300. There are now approximate­
ly 200 multinational giants. Bourgeois economists predict 
that, in the 1980s, 200-300 multinationals will control three 
quarters of world capitalist production.

Lenin shows that, before the First World War, electri­
cal engineering throughout the world was monopolisod by 
tho USA and Germany. In Germany there existod AEG, 
which had enterprises and hranches in a number of coun­
tries of Europe and America. In the USA, electrical en­
gineering was monopolised hy the Goneral Electric Compa­
ny, which had enterprises and divisions throughout Amer­
ica and hegan to penetrate Europe. In 1907 an agreement 
was concluded hetween these two monopolies on the divi­
sion of spheres of influence throughout the world. Tho 
German company received the European and part of the 
Asian market, while the Amorican ono received the mar­
kets of the countries on the Amorican continent.

The world oil market was, until the First World War, 
divided hotvvoen the American company Standard Oil and 
the Anglo-Dutch oil company Royal Dutch Shell.

A major specific of tho development of supermonopolies 
since tho Second World War has beon agreements on tho 
division of world markets between the imperialist powers. 
Thus emerged the European Coal and Steel Community,
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which embraced the coal and iron and steel industries of 
France, tho FRG, Belgium, Holland, Luxembourg, and Ita­
ly, followed by tho European Economic Community (the 
Common Market), including nine countries (the FRG, 
France, Italy, Bolgium, Luxembourg, Holland, Britain, 
Denmark and Ireland) and the European Free Trade As­
sociation (EFTA), including seven countries (Austria, 
Britain, Denmark, Norway, Portugal, Switzerland and Swe­
den).

As a consequence of the uneven development of the cap­
italist countries, the halance of power hetween the monop­
olies is constantly changing. A prominent place in tho 
economy of the capitalist world has now heen taken over 
hy transnational and multinational monopolies. Transna­
tionals are national in terms of thoir capital, hut interna­
tional in their sphere of production and commercial activ­
ities. For example, Ford Motors has hranches in thirty 
countries. Other transnationals include British monopolies, 
such as British Petroleum, the West German Hoechst, Sim­
mons and others, the Dutch firm Phillips, and so on. These 
monopolies expand mainly through overseas production.

Multinationals are international monopolies in hoth their 
capital and spheres of activity. The setting up and activi­
ties of international monopolies does not mean any let-up 
in the struggle for an economic division of the world or a 
transition to peaceful co-operation between the imperial­
ist countries, hut an intensification of this struggle.

Thus, hy exporting capital and forming international 
monopolies, financial tycoons divide up tho world econo­
mically hetween themselves, i.e., into spheres of influence. 
The struggle for the oconomic division of tho world en­
genders a struggle for its territorial division.

The territorial division of the world 
and the struggle for its redivision

During the period of tho transition to imperialism colo­
nies were seized on a vast scale. From 1876 to 1914 the 
“great” powors soized ahout 25 million square kilometres 
of colonial territory, i.e., 1.5 times more than the area of 
the metropolitan countries. The largest amounts of land 
were seized hy Britain. In 1876 Britain had 22.5 million 
square kilometres of colonial territory with a population 
of 251.9 million, hy 1914 the country’s colonial possessions
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had increased by 11 million square kilometres aud their 
population by 141.G million people. Germany, the United 
Slates and Japan had no colonies in 1870, and France had 
very low. By 1914 these lour powors had seized colonies 
with an area of 14.1 million square kilometres and a pop­
ulation ol about 100 million.

By the beginning of the century, the territorial division 
of the world was complete, and there was no “free” land 
left. Thus, the only way to acquire territory was to seize 
it from its former owner. It now became a question of re­
dividing the world. Wars for a redivision of the already 
divided world characterised tho entire period during which 
imperialism held its undividod sway.

The first war for a redivision of tho world was that be­
tween the USA and Spain in 1898, as a result of which 
the American imperialists seized the Philippines, Puerto 
Rico, Guam, Cuba, the Hawaian and Samoan Islands.

Tho imperialists unleashed the First and Second World 
Wars in ordor to redivide the world.

The imperialist stage of capitalism completed formation 
of the capitalist world economic system which took sbapo 
on the basis of the subordination of economically weak 
countries by tho imperialist powors. A component part of 
the capitalist world economic system was the colonial sys­
tem of imperialism.

The colonial system of imperialism

Tiie colonial system of imporialism included colonies, 
semicolonics and dopendent countries, which were all op­
pressed and exploited by the imperialist powers. The co­
lonial system of imperialism resulted from the economic 
and territorial division of tbe world between the imperial­
ist powors in tbe last third of the 19th century and the 
beginning of tbe 20tb.

Tho ideologists of capitalism maintain that imperialism 
civilised the colonies and dependencies, raising the cultu­
ral level of thoir peoples. In fact, this is in no way true. 
The colonies and dependencies characteristically had back­
ward economies, virtually total illiteracy, no medical care, 
and so on. The development of the colonics was one-sided 
and they were transformed into agrarian-raw material ap­
pendages of tho imperialist powers. During tho age of im­
perialism, the colonies were markets for unsellablo output



and were used as sources of raw material and investment 
spheres, especially in the extractive industries.

The military and strategic significance of colonies and 
dependencies was great. The imperialist powers sot up 
strongpoints, naval and airforce bases there (and are still 
doing so ).

The flnanco capital of tho metropolitan states cruelly ex­
ploited the peoples of the colonies and dependencies. In 
thoso countries, as a rulo, thore was no labour legislation: 
widespread uso was made of child and female labour, the 
working day was often 12 to 14 hours long, and wages 
were at starvation level. The grave position of the working 
people led to hunger, epidemics and the gradual extermi­
nation of the indigenous populations of these countries.

Imperialist oppression and exploitation inevitably met 
resistance from the peoples of the colonial and dependent 
countries and gave rise to a struggle for national indopen- 
dence. The national liberation movement of colonial peo­
ples acquired particularly broad scale after the Second 
World War, when the disintegration and collapse of the 
colonial system of imperialism began. Tbo imperialist states 
began, therefore, to pursue a policy of neocolonialism, 
the chief aim being to expand the sphere of capitalist re­
lations and step up monopolistic exploitation.

After the Second World War, the territories and coun­
tries that had previously suffered under the yoke of colo­
nial and semi-colonial oppression began, one after anoth­
er, to gain their political independence and to tako their 
own independent socio-economic development course. The 
colonial system of imperialism ceased to exist. This led to 
the abolition of tbe territorial division of the world be­
tween the biggest capitalist powers.

4. MONOPOLY PRO FITS- 
THE MOTIVE FORCE 

OF MONOPOLY CAPITAL

Monopoly profit

The basic economic law of capitalism at all its stages 
is tbe law of surplus valuo, which determines the entire 
dovelopment of tbe capitalist formation. It oxpresses the
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capitalists’ striving to appropriate the results of the work­
ers’ labour without paying for them and to increase sur­
plus value. But at the different stages of capitalism, the 
basic economic law of capitalism is manifested in different 
forms.

Prior to imperialism, when free competition predominat­
ed, the pursuit of maximum profits was accompanied by 
a more or loss free flow of capital from one branch of pro­
duction into another. There were large numbers of enter­
prises competing with one another. The result was the for­
mation of an average rate of profit.

Under imperialism, free competition is replaced by mo­
nopoly domination. The rule of monopolies in various in­
dustries creates the economic conditions necessary for the 
monopolies to maximise their profits. Monopoly profit in­
cludes, ovor and ahove averago profit, an extra profit re­
ceived hy tho monopolies as a consequence of their domi­
nation in a particular sphere of production or exchange.

Under imperialism, the commodities produced by the 
monopolies are sold not at the price of production, as was 
previously the case, but at monopoly prices. Tho monopo­
ly price includes production costs and monopoly profit.

How exactly do the capitalists reap monopoly profit?

The sources of monopoly profit

Tho hasis of monopoly profit, as of all capitalist profit, 
is the surplus value squeezed out of the workers by inten­
sified exploitation. As a result of the widospread applica­
tion of various sweating systems for organising produc­
tion, automation and “rationalisation”, intensification of 
labour raises tho rate and mass of surplus value.

The exploitation of tbo worker once he has received his 
wages is continued by other members of the bourgeoisie- 
landlords, merchants, and so on.

One source of monopoly profit is exploitation of the peas­
antry. The monopolies exploit the bulk of the peasants 
by selling them consumer goods at high prices, while buy­
ing up their produco at extremely low ones. The peasants 
thus fall into doht, the peasant holdings are ruined and 
the land and possossioris are bought up for cheap.

Tn addition, there is an increase in monopoly profit as 
a result of the redistribution of the part of surplus value
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created in small and medium-sizo non-nionopolised enter­
prises. This redistribution takes place through the sphero 
of circulation, with these enterprises buying means of pro­
duction and services at monopoly prices and selling their 
output at reduced ones, and also through the stato budget.

Tlio monopolies gain tremendous wealth by exploiting 
the peoples of the dependent and economically backward 
countries, whero wages do not suffice to purchase oven the 
essentials. The ■working people are burdened hy taxation 
and forced labour is openly practiced in both agriculture 
and industry. The monopolies make money by selling com­
modities to these countries at monopoly prices and pur­
chasing the raw materials and foodstuffs produced there at 
low ones. As a result of this non-equivalent exchango, the 
economically underdeveloped countries now lose 14-16 bil­
lion dollars a year.

Such are the chief means omployed hy monopoly capi­
tal to obtain monopoly profit. The operation of the basic 
economic law of capitalism under imperialism creates the 
foundations for the struggle hy the broadest popular 
masses—workers, peasants and intellectuals—of the former 
colonics and dependencies against monopoly capital and 
against imperialism, thereby hastening its downfall.

REVISION EXERCISES

1. Enumerate the chief economic features of imperialism.
2. What are capitalist monopoly and its forms?
3. Give an account of modern monopolistic associations in 

the major capitalist countries.
4. What are the forms taken hy the competitive struggle 

in the age of imperialism?
5. Wbat is the new role of banks in the age of imperial­

ism?
6. What are finance capital and financial oligarchy?
7. What arc tho forms of capital export ovorseas and its 

effects?
8. Describe tho economic and territorial division of tbe 

world in the age of imperialism and the struggle for 
its redivision.

0. What were the colonial system of imperialism and the 
rolo of the colonics in the ago of imperialism?

10. What is monopoly profit and where does it come from?



Chapter V III

THE PLACE OF IMPERIALISM IN  
HISTORY.

T n E  GENERAL CRISIS  
OF WORLD CAPITALISM

1. THE PLACE OF IMPERIALISM 
IN HISTORY

Imperialism is the highest and last stage of capitalism. 
When defining imperialism’s place in history, Lonin point­
ed out that imperialism is a special stage of capitalism. 
The specific character of imperialism is threefold: imperial­
ism -is (1) monopoly capitalism; (2) parasitic or decay­
ing capitalism; (3) moribund capitalism.

Imperialism as monopoly capitalism

In its economic essence, imperialism is monopoly capi­
talism. Its chier feature is the domination of monopolies, 
and this determines imperialism’s placo in history.

In “Imperialism and the Split in Socialism”, Lenin re­
vealed the four main features of monopoly capitalism.

First, monopoly arose when tbo concentration of produc­
tion reached a very high degroe. Monopolistic associations 
play the decisive role in the ocenomic and political affairs 
of the capitalist countries.

Second, monopoly arose because banks changed from 
modest intermediaries into omnipotent financial centres. 
In each of the developed capitalist countries, finance cap­
ital establishes a “personal union” of industrial and bank­
ing capital and takes control over sums running into bil­
lions. A small number of billionaires and millionaires have 
absolute control ovor all the country’s wealth.

Third, (.be monopolies havo led to the intensified seizure
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of the most important sources of raw materials, sales mar­
kets and investment spheres. Their influence covers entire 
countries and evon whole continents, exacerbating the con­
tradictions in the capitalist world to the extreme.

Fourth, monopoly arose out of tho colonial policy pur­
sued by the imperialist powers. The export of capital and 
commodities is used by imperialism as a moans for enslav­
ing nations both economically and politically.

.All this, taken logother, results in the monopolies unit­
ing huge enterprises, the labour of literally hundreds of 
thousands of peoplo, taking over sources of raw material 
and sales markets, and having various experts and scien­
tists on their payrolls. The monopolies take the socialisa­
tion of production to the extreme possible under capital­
ism, but this tremendous progress in the socialisation of 
production is based on private ownership of the means of 
production and serves tho interests of the monopoly bour­
geoisie and financial oligarchy. The broad population not 
only receives no benefit from the rapid development of the 
produelivo forces, but is increasingly exploited.

Consequently, the domination of monopolies greatly ex­
acerbates the chief contradiction of capitalism—that be­
tween the social character of production and the private 
capitalist form of appropriation of the results of produc­
tion,, At its imperialist stage, capitalism becamo a reaction­
ary force holding back the development of human soci­
ety.

Lenin showed that monopoly leads to the most compre­
hensive socialisation of production. Tho high degree oi so­
cialisation and development of production testifies that 
there arc all the material premises for a socialist transfor­
mation of society.

Under imperialism, the productive forces of society achiev­
ed a level that intensified enormously the contradiction 
with the private capitalist form of the appropriation of the 
results of labour. As a consequonce, the productive forces 
develop slowly or are even thrown into reverse during pe­
riods of economic crises.

At the same time, the monopolies step up their oppres­
sion of the working peoplo. The working class begins to 
wage a struggle, gains courage and experience in this strug­
gle, and thus becomes capable of taking power into its own 
hands.

Lenin pointed out that, under imperialism, features of
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the transition period from capitalism to a higher socio­
economic formation were taking shape and revealing them­
selves all the time, imperialism's place in history is deter­
mined hv the fact that it is the highest and last stage of 
imperialism.

Imperialism as parasitic 
or decaying capitalism

Imperialism is not only monopoly capitalism, but also 
parasitic or decaying capitalism. "Monopolies, oligarchy, 
the striving tor domination and not for freedom, the ex­
ploitation of an increasing number of small or weak na­
tions by a bandful of the richest or most powerful na­
tions—all those have given birth to those distinctive char­
acteristics of imperialism which compel us to define it as 
parasitic or decaying capitalism."1 The parasitic character 
of imperialism is manifested in the fact that tbo vast maj­
ority of capitalists arc in no way connected with the pro­
duction process. They have become shareholders, Iho own­
ers of state bonds and other securities that bring in an 
income. Meanwhile, the actual running of enterprises is 
carried out by hired managers.

The decay of capitalism is seen in the inability of cap­
ital to make use of the available productive forces, to 
provide work for the unomploycd and fully load produc­
tive capacity. Tho richest of tho developed capitalist coun­
tries—the United Statos of America—has developed chron­
ic unemployment and enterprises work constantly at less 
than capacity.

The parasitic character of imperialism is also expressed 
in growing militarism and the unleashing oi wars. Increas­
ingly vast sums go not for the production of material 
wealth, but for the destruction of productive forces, espe­
cially society’s chief productivo force—man. Thus, during 
the First World War 10 million people were killed and 
20 million woundod. Millions of people died from epidem­
ics and hunger. During the Socond World War almost 50 
million people died. Such is the price humanity has paid 
for tho imperialists’ attempts to resolve their contradic­
tions hv means of war.

1 V. T. Lenin. “Imperialism, the Highest Stage of Capitalism”,
CoUccfrd Worhs, Vol. 22, p. 300.



The parasitic character of monopoly capitalism is mani­
fested in the export of capital. The enormous profits reap­
ed from exporting capital mean that the monopolies lose 
interest in developing production in thoir own countries. 
At the same time, the capital exported to economically less 
developed countries determines these countries’ distorted, 
one-sided development, dooming them to long years of 
economic and cultural backwardness. The huge profits ac­
cruing from capital exports allow the monopoly bourgeoisie 
to allocate certain sums Tor bribing the upper echelons 
of the working class. This is why Lenin called tbo oxport 
oi capital parasitism squared.

The decay of capitalism at the preseut stage is also con­
nected with two inherent trends relating to scientific and 
technological progress: one towards a slow-down in this 
progress and the other towards its development.

Monopoly, in as far as it ensures high profits by inflat­
ing prices, reduces the stimuli to improve production tech­
nology, i.e., it creates a tendency towards stagnation. Le­
nin wrote on this; “Since monopoly prices are established, 
even temporarily, the motive cause of technical and, con­
sequently, of all other progress disappears to a cortain ex­
tent and, further, the economic possibility arises of delibe­
rately retarding technical progress.” 1

It becomes an increasingly froquent occurrence for mo­
nopolistic organisations to buy up inventions not in order 
to apply them, but in order to prevent their competitors 
from doing so. Tho capitalist relations of production are 
too confining for the results of the scientific and techno­
logical revolution to be used in full for peaceful purposes 
in tho sphere of nuclear powor, space research, the devel­
opment of chemistry, automation of production and other 
major achievements. Imperialism makes use of technical 
progress primarily for military purposes, in order to create 
means of moss destruction. Tho dovolopment of new tech­
nology assumes a distorted, militaristic character. It turns 
the achievements of the human mind against mankind it­
self.

The pursuit for monopoly profit does, however, induce 
capitalists to introduce new, more productive technology, 
which leads to a certain increase in production. Tho in­
troduction of new technology under tho conditions of state

1 Ibid., p. 276.
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monopoly capitalism is accompanied, however, by a rise in 
unemployment and a drop in the working people’s standard 
of living.

The decay of capitalism is also manifested in the way 
the imperialist bourgeoisie uses its profits to buy off, on 
a regular basis, the upper ochelons of skilled workers—the 
so-called labour aristocracy. With the support of the bour­
geoisie, the labour aristocracy seizes the command posts 
in the trades unions and other working-class organisations. 
Alongside petty-bourgeois eloments, it constitutes a seri­
ous danger to the labour movement.

Through the labour aristocracy, the bourgooisie poisons 
the consciousness of the workers by propounding the re­
formist way of “improving” capitalism and establishing 
“class truce”. Imperialism “has recourse to demagogy, 
bourgeois reformism and opportunist ideology and policy, 
and is constantly iu quest of new methods to undermine 
the working-class movemont from within and 'integrate' 
it into the capitalist system”. 1 By splitting the ranks of 
the working class, the lahour aristocracy provenís it from 
uniting its forces in the struggle against imperialism.

Imperialism is characterised hy a turn from bourgeois 
democracy to political reaction in both foroign and home 
policy.

Anti-communist and anti-labour laws, the banning of 
Communist parlies, mass dismissals of communists and 
other advanced workers, tbe drawing up of black lists in 
enterprises, checks on the loyalty of employees, police re­
pression against tbe democratic press, the use of troops 
in putting down strikes, all these have become common 
mothods employed by the imperialist bourgeoisie for main­
taining its domination.

Parasitism and the decay of monopoly capitalism testify 
that capitalism has outlived itself historically and that it 
is due to he replaced by another, progressive system—so­
cialism.

imperialism as moribund capitalism
Lenin described imperialism as moribund capitalism. 

This moans that imperialism is transitional in character.

1 International Meeting of Communist and Workers’ Parties, 
Moscow 1069, Peace and Socialism Publishers, Prague, t969, p. 12.
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It greatly exacerbates all the contradictions oi‘ capitalism, 
the result being proletarian rovolution.

The chief contradiction is that between labour and cap­
ital. In tbe period of monopoly capitalism, the working 
masses arc exploited mercilessly in a way unprecedented 
under premonopoly capitalism.

The old methods of exploitation are supplemented by 
new ones. Tbe monopoly position of tbe big capitalists 
allows thorn constantly to step up the degree of exploita­
tion of the working class, especially following a rise in tbe 
intensity of labour and application of new wage systems, 
to rob the working people as consumers by charging mo­
nopoly pricos for consumer goods, through taxation, fines, 
and so on. The sharp step-up in exploitation, tho rise in 
unemployment, deterioration in the material condition and 
intensification of political oppression of the working class 
under imperialism lead to a further intensification of tho 
class struggle betweon the proletariat and the bourgeoisie. 
As a result, the old methods employed by tho working 
class in their struggle prove inadequate. Alongside the eco­
nomic strugglo, the proletariat sets out increasingly reso­
lutely towards a revolutionary political struggle.

Not only the contradiction between the bourgeoisie and 
the proletariat increases in intensity, but also that between 
the financial oligarchy and all other strata of the popula­
tion. Tbe increase in exploitation and economic oppres­
sion on tbe part of the monopoly bourgeoisie is experienc­
ed not only by tbe proletariat and peasantry, but also 
craftsmen, tbe potty and middle bourgeoisie, office work­
ers aud intellectuals. Tbis creates the conditions for all 
tbe democratic forces to bo united into a single anti-monop­
oly movement under the leadership of the working class.

Imperialism thus brings the working class right to tbo 
stage of socialist rovolution.

At the stage of imperialism there is an intensification of 
the contradiction between Ike imperialist powers in their 
struggle for spheres of influence. Each group of capital­
ists strives to seize and hold markets, sources of raw ma­
terial aud investment spheres. In their struggle for spheres 
of influence, tbe capitalists onjoy tbe all-out support 
of the stato, so the fierce struggle hetwoen tbe imperialist 
countrios for spheres of influence gives rise to military 
conflicts that weaken imperialism a^d shake its founda­
tions.



During the period of imperialism ihero is a sharp inten­
sification of the contradiction between the colonial and de­
pendent countries, on the one hand, and the imperialist 
powers, on the other. Tho imperialist powers rob and mer­
cilessly oxploit the peoples of the developing countries. 
The intensilication of imperialist oppression, as well as the 
development of capitalism in a number of former colonies 
and dependencies, leads to an upsurge in tho struggle wag­
ed by tho peoples of these countries for their economic 
liberation.

The emergence and consolidation of socialism heralded 
an age in which the oppressed peoples were to he liberat­
ed. The national liberation revolutions struck crippling 
blows to the colonisers. Over the last thirty years, over 8Ù 
now independent states, with a population making up a 
third of mankind, have heen sot up on the ruins of the 
colonial empires. Tho development of the contradictions 
botween the imperialist powers and peoples of the colonial 
countries led to the collapse of the colonial system of im­
perialism.

Such are the chief contradictions that make imperialism 
moribund capitalism. Yet to describe imperialism as mori­
bund capitalism docs not mean that capitalism will auto­
matically die out on its own. Imperialism is morihund cap­
italism becauso, by taking all the contradictions of capi­
talism to tho extreme, it put tho socialist revolution on the 
agenda and made it virtually inevitable.

The triumph of the socialist revolution, first in Russia, 
thon later in a number of European and Asian countries 
and in Cuba, is hrilliant confirmation of Lenin’s descrip­
tion of imperialism as moribund capitalism.

2. THE DEVELOPMENT 
OF STATE MONOPOLY CAPITALISM

The emergence and essence 
of state monopoly capitalism

State monopoly capitalism  is characterised by a high de­
gree of socialisation of production, an intertwining of pri­
vate and state monopolies, and subordination of the state 
machine to tire financial oligarchy, the purpose of this sub­
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ordination being interference in tile country’s economy in 
order to enrich the monopolies even I'uiLlieiv

Stale monopoly capitalism unites the strength of the 
monopolies with that of the state into a single mechanism 
for enriching the monopolies, suppressing the labour move­
ment and the national liberation struggle, saving the cap­
italist system and unleashing aggressive wars.

Tho ohjectivo basis on which monopoly capitalism grows 
into state monopoly capitalism is the achievement of a lev­
el of development of the productive forces providing [ox- 
extended reproduction, the development of the modern 
scientific and technological revolution and the construction 
of very large industrial complexes to he all in sharp anta­
gonistic contradiction with the private capitalist ownership 
of the means of production. In order to save the capital­
ist system and, at the same time, provido a handful of mo­
nopolists with an opportunity to appropriate the fruits of 
social progress and make huge monopoly profits, tho bour­
geois state actively intervenes in the economy. Program­
ming of production development, government financing of 
scientific research and technical progress, military orders, 
regulation of market processes and construction of slato 
enterprises hecomo increasingly widespread. All these meas- 
uros taken by hourgeois states serve the interests of the 
entire capitalist class, but above all its monopoly upper 
crust. Given favourable conditions, they may alleviate the 
fundamental contradictions of imperialism somowhat, but 
cannot eliminate them.

The high degree of socialisation and monopolisation of 
the economy since the Second World War has crealod pro­
pitious conditions for state intervention in tho capitalist 
economy. The monopolies are becoming increasingly inter­
twined with the state machine. Extensive action hy tho 
stato on the reproduction process is in the interests of the 
monopolies.

Having enormous economic resources at its disposal, the 
state provides the monopolies with invaluable services, plac­
ing profitable orders with them, selling them raw mate­
rials and electricity at low prices and creating favourable 
conditions for exploitation of tho working pooplo. The 
hourgeois state steps up militarisation of the economy 
and unloashes aggressive wars, thereby ensuring the 
monopolies profitable military orders and enormous 
profits.
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No small role in tho transformation of monopoly capi­
talism into state monopoly capitalism is played by tlic in­
tensification of interimperialist contradictions, contradic­
tions hetwoen the imperialist and developing countries, be­
tween the rapidly growing world socialist system and mod­
ern capitalism. Under these conditions, it is essential for 
the bourgeois state and its resources to be used to resolve 
those contradictions in the interests of the national monop­
olies. The intensification of internal imperialist contra­
dictions is accompanied hy increased intervention hy the 
hourgeois state in the class strugglo, on the side of monop­
oly capital and against the working class.

Forms of state monopoly capitalism

Stato monopoly capitalism takes a variety of forms, the 
main ones heing seen in state monopoly property and 
state consumption, state monopoly regulation and program­
ming of the economy, state redistribution of the national in­
come, militarisation of the economy. Let us look closer at 
some of these forms.

The state monopoly form of property is one of the main 
directions in which state monopoly capitalism is develop­
ing at the current stage. It reveals itself mainly as state 
ownership of industrial, transport, hanking and other en­
terprises and emerges through tho construction of new en­
terprises at state expense, primarily for military purposes, 
purchases of monopoly sharos hy the state and the crea­
tion of joint enterprises. Thero is also stato property in in­
dustries connected with tho scientific and technological rev­
olution, which require big investments (the nuclear and 
chemical industries, radioelectronics, and others) but do 
not give a hig immediate return.

A major role in the emergence of state property is play­
ed hy hourgeois nationalisation, i.e., the transfer of the 
property of monopolies to tho state for compensation. The 
hourgeois atate hecomes the collective owner of the nation­
alised property. As a representative of the entire capital­
ist class, and especially all monopoly capital in the coun­
try, it continues to exploit the workers in nationalised en­
terprises. The management and running of nationalised 
property is taken over hy state organs hoaded hy represen­
tatives of monopoly capital and the financial oligarchy.
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The monopoly bourgeoisio is forcod to comply with the 
nationalisation of enterprises and individual industries in 
order to save the capitalist system as a whole. The nation­
alisation of somo sectors of the economy may he used hy 
the working class to unify the anti-monopolistic forces and 
unleash a struggle hy the hroad working population against 
the monopolies, and for the implementation of overall 
democratic transformations.

State monopoly capitalism presupposes state consump­
tion, which superficially takes the form of purchases of 
goods and services hy the stato. State purchases constituto 
a stahle market, providing the monopolies with hig profits, 
since the state purchases the monopolies’ goods at high 
prices. The vast majority of state purchases are for non­
productive consumption connected mainly with militarisa­
tion of the economy, or constitute purchases of surplus 
goods, the purpose heing to encourage the development of 
particular sectors of the capitalist economy. This happens 
especially when the monopolies are having difficulty sell­
ing their products and are threatened with a need to cut 
hack production. In the USA, for instance, the govern­
ment guarantees that all agricultural output will he pur­
chased.

Having its own enterprises, the state is also a major sell­
er of goods and services. In a numher of countries it sup­
plies private entrepreneurs with coal and electricity, car­
ries out rail freight transfers, sells accumulated stocks of 
foodstuffs, minerals, and so on. The goods are sold to the 
monopolies at reduced prices and the services are provid­
ed at considerably lower rates than those paid hy the hroad 
population.

Thus, tho modern capitalist state acts as an entrepren­
eur in the interests of monopoly capital.

The oxistenco of state property does not imply the ap­
pearance of elements of socialism, as is asserted hy refor­
mists and revisionists, hut its emergence has engendered 
a certain modification of capitalist relations of production. 
Essontially, the difference is that the worker is now 
opposed not hy an individual capitalist or corporation, 
hut hy monopoly capital as a whole, organised in the 
state.

The most important form of state monopoly capitalism is 
expressed in state regulation of the economy, which is close­
ly connected with the development of state property and



of the military industrial complex, with hudget, credit aDd 
tax policy. Using this policy, the state subsidises individual 
monopolies and industries, influences the interest rate, pur­
sues a policy of acceleratod depreciation, reduction of prof­
its tax, and so on.

To counter the instability of the capitalist economy, the 
state applies anti-cyclical regulation, the essence of this 
being to dampen investment during hooms, in an attempt 
to avert the impending overproduction, and to encourage 
investment during crises and depressions, in order to res­
trict the fall in production and speed up the end of the 
crisis.

A major rolo is played in regulation of the capitalist 
economy hy the state budget, which swallows up an ever 
increasing part of the national income. The state hudget 
is used to redistribute tho national income in favour of the 
monopolies.

State regulation is also applied to the relations between 
lahour and capital. The hourgeois state makos broad use, 
particularly in the context of gallopping inflation, of meas­
ures to freeze wages and put down the workors’ strike 
movomont which is geared to raising wages and improv­
ing working conditions. The measures used in regulating 
lahour relations are directed against the workers and car­
ried out in the interests of the monopolies.

Alongsido state monopoly regulation, programming of 
the capitalist economy bas been developed on a consider­
able scale. This is a form of state intervention in the pro­
cess of capitalist production. It involves state organs com­
piling long-term programmes for economic development: 
investmont, exports, imports, scientific research, regulation 
of the proportions hetween industries, training of skilled 
personnel, etc. All these programmes are geared to ensur­
ing the most favourable conditions for the monopolies’ ac­
tivities. The programmes compiled hy hourgeois state or­
gans can ho no more than recommendations to the private 
monopolies. Bourgeois states have to resort to economic 
programming as a result of the high degree of socialisa­
tion of production and the intensification of the contradic­
tions in capitalist reproduction.

Capitalist programming must not he identified with the 
national oconomic planning practiced in the socialist coun­
tries. State monopoly capitalism does not aholish private 
ownership of the means of production and cannot ensure
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the planned, balanced development of the national 
economy.

One of the characteristic features of state monopoly cap­
italism is militarisation of the economy and an arms race. 
Militarisation of the economy has made the bourgeois state 
a major consumer of goods and services. Huge government 
orders for armaments, expenditures on maintaining armed 
forces, and the creation of strategic stocks have resulted in 
direct military outlays constituting over 50 per cent on the 
expenditure side of the state budget. y\s a result of the mil­
itarisation of the economy a military industrial complex 
has taken shapo in the major capitalist countries and bas 
become an integral part of state monopoly capitalism.

The military industrial complex is a uniou of military 
industrial monopolies, reactionary circles in tbo armed for­
ces and tho state bureaucracy, who come out for a continu­
ous step-up in military might for tbo purposo of strength­
ening and expanding the class domination of the monop­
oly bourgeoisie, and also for personal gain.

The material basis of this union is the arms race and 
the development of tho military oconomy. Since the Second 
World War, it has been the military industrial complex of 
the USA that lias developod most, but such complexes also 
exist in other imperialist countries.

The military industrial complex exerts a considerable 
negative influence on politics, the economy and other 
spheres of the life of society, and fulfils most of the billion- 
dollar military orders placed hy bourgeois states for tho 
manufacture of armameuts. Military production ensures 
the military industrial corporations huge profits, the profit 
rate being substantially higher than in the civil sector of 
the economy.

To get a greater share of military orders and enormous 
profits, the biggest producors of armaments establish close 
links with the legislative and executive organs of state po­
wer, get thoir own representatives appointed to high posts 
in military departments, making use of personal unions 
and other levers for this purposo.

The military industrial complex strives to increase de­
liveries of weapons to other countries, opposes detente in 
every possihle way, deliberately stirs up international ten­
sion and escalates the arms raco.
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The international forms 
of state monopoly capitalism

One of the chief specifics of the postwar development of 
the capitalist countries has heen the appearance of inter­
national forms of state monopoly capitalism.

The most important ohjective reasons for thoir appear­
ance are the further intensification of the socialisation 
of production, the scientific and technological revolution, 
and exacerbation of interimperialist contradictions.

Major factors furthering the development of the interna­
tional forms of state monopoly capitalism are connected 
with slrongthoning tho forces of socialism and the upsurge 
of the national liberation movement and collapse of colo­
nialism, which have ongendered a tendency towards a uni­
fication of the capitalist countries for thoir joint strugglo 
against world socialism and pursuing a neocolonialisl pol­
icy.

The goal of the international forms of state monopoly 
capitalism is regulation of international economic relations, 
so, from the point of view of embracing various sphores of 
the economy, two forms of regulation may be identified.

The first is regulation of individual types of interna­
tional economic relations, such as international trade and 
transport, international credit and currency relations.

In 1947, for instance, a General Agreement on Tariffs 
and Trade (GATT) was concluded. The GATT trading pol­
icy is determined by the imperialist powers, and its ac­
tivities scarcely reflect the interests of the developing coun­
tries, thoir right to defend their economies and to stabilise 
prices for raw materials and foodstuffs.

In 1947 the International Monetary Fund and the In­
ternational Bank for Reconstruction and Oevolopment were 
set up and hogan operating. Although they were created 
as specialised UN institutions, they virtually function un­
der the control of tho US financial oligarchy.

The second form is imperialist integration, which em­
braces the entire complex of relations between countries. 
Examples of this form are the European Economic Com­
munity and the European Free Trade Association.

Since its inception, tho Common Market has had a free 
flow of commodities, no customs duties being charged on 
them, as well as a free movement of capitals and labour 
power. For trade with other countries, the memhers of the
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Common Market havo set unified customs tariffs making 
it difficult for commodities from the USA and other coun­
tries to penetrate their markets. This testifios to the fierce 
competition helween the economic unions of capitalist 
countries.

International state monopoly associations do further tho 
development of tho productive forces to some extent, but, 
at the same timo, they exacerhate imperialist contradic­
tions, bocome an instrument in tho competitive struggle 
and a new form of division of capitalist markets.

State monopoly capitalism
and the intensification
of the contradictions of capitalism

State monopoly capitalism entails increased exploitation 
of the working class. Relying on the state machine, 
the monopolies step up the exploitation of the working 
class in capitalist enterprises and rob them evon more by 
means of bigh taxes and prices. All this exacerbates 
the contradictions and struggle between labour and 
capital.

The development of state monopoly capitalism is accom­
panied by the appearance of a new contradiction—that be­
tween the social character of modern production and the 
stale monopoly nature of its regulation.

In addition, being the highest stage in the socialisation 
oi production under capitalism, state monopoly capitalism 
constitutes the fullest material preparation for socialism, 
the threshold of socialism. For the transition to socialism, 
however, the power must he transferred into the hands of 
the working class.

Slate monopoly capitalism develops unevenly during 
different periods in individual countries and hranches of 
social production. Thus, world wars and economic crises, 
militarism and political upheavals have speeded up the 
growth of monopoly capitalism into slate monopoly capi­
talism.

Right-wing socialists and revisionists assert that state 
monopoly capitalism changes the nature of imperialism. 
They claim that the state has become tho decisive force in 
the economies of the capitalist countries, that it is able to 
ensure planned management of the economy in the inter-
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ests oi all society, aad so on. There is, however, no trutb 
in tbeso assertions.

Stato monopoly capitalism does not change the nature 
of imperialism. It actually widens the rift between labour 
and capital, between the majority of the nation and tbe 
monopolies rather than changing the position of tho main 
classes in tbe system of social production. State attempts 
to regulate the capitalist economy cannot aholisb compe­
tition and anarchy of production, cannot onsure planned, 
balanced development of tho whole economy, for tho basis 
of production romains capitalist property and exploitation 
of wage labour.

Bourgeois theories of “crisis-free” and “planned” capi­
talism are refuted by tbe entire course of development of 
the modern capitalist economy. The dialectics of the devel­
opment of stale monopoly capitalism is such that, instead 
of consolidating the capitalist system, on which the bour­
geoisie is counting, it actually further exacerbates the con­
tradictions of capitalism and shakes its very foundations.

In a number of developing countries that havo set out 
towards economic independence the stato has also intro­
duced a scries of measures in the economy, huilds large 
enterprises and focuses particularly on expanding heavy 
industry. But here it is state capitalism, not state monop­
oly capitalism that is developing.

In the developing countries, state capitalism is tho main 
means by which tho state actively intervenes in the econo­
my; it is an instrument for changing tbe economy as struc­
tured during the period of colonial dcpendonce. If the state 
is beaded by progressive, democratic dements, state capi­
talism servos as an instrument in tho struggle against for­
eign capital, as a means for undermining tho economic 
foundations of its domination; it helps to consolidate and 
develop the national economy, and this creates the econom­
ic preconditions for a non-capitalist course of development.

The law of uneven economic 
and political development

The uneven development of individual enterprises, in­
dustries aiul countries is typical of the entire capitalist era. 
Uneven developmcut is a result of competition and the 
anarchy of capitalist production, but in the premonopoly
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period capitalism was able to develop relatively smoothly. 
Countries overtook others only over a protracted period of 
time. The nature of capitalism’s unovon development chang­
es with the transition to imperialism, a period during 
which individual countrios dovelop in jerks. Tho sciontific 
and technological revolution creates new opportunities for 
thoso countries that make intensive use of the results of the 
rapid development of science and technology to overtake 
their rivals.

The changed halance of economic and military potentials 
of tho imporialist powers leads to clashos hetween them. A 
struggle hreaks out for a redivision of the already divided 
world. As a result of the changes in the halance of power, 
tho capitalist world is split into hostile groups. The in­
tensification of the contradictions in the imperialist camp 
leads to their mutual weakening. On this basis the impe­
rialist front may he undermined at the point whero tho 
chain of imperialism is weakest, in the country where the 
conditions are most propitious for a victory of tho proleta­
riat.

The unevenness of tho economic development of the 
capitalist countries in the period of imperialism results in 
thorn doveloping unevenly in political terms, too. The level 
of dovelopment of class contradictions differs from country 
to country, as does that of the political and revolutionary 
resolution of the proletariat and its ahility to draw the 
hulk of the peasantry after it. This means uneven matur­
ing of tho political premises for tho proletarian revolution 
in differont countries.

Proceeding from the law of uneven economic and polit­
ical development of the capitalist countries under impe­
rialism, Lenin drew the universal, historic conclusion that 
socialism could triumph initially in a few, or even one cap­
italist country alono, and that it could not do so in all 
countries at once. Moreover, it was not necessarily tho 
most developed capitalist country that would see the first 
victory of socialism. The triumph of the socialist revolu­
tion in one country is the start of the world socialist revo­
lution.

The incalculable significance of Lenin’s conclusion lies 
in the fact that it opened up revolutionary prospects for 
the proletarians of individual countries, gave them tho ini­
tiative, and confirmed tboir belief that the socialist system 
would inevitably triumph. Tho fact that socialism triumphs
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in different countries at different timos means tbat there 
is an ohjective need for a socialist world economy to take 
shape and a possibility of protracted peaceful coexistence 
between the socialist and capitalist systems.

Lenin’s theory of socialist revolution was fully confirm­
ed by tbo victory of tbe Great October Socialist Revolution 
in Russia, which was organised by the Communist Party 
under Lenin’s personal guidance.

Since the Second World War, further cloar confirmation 
of Lenin’s theory of socialist revolution bas been provided 
by the withdrawal from tbe imperialist system of a num­
ber of European and Asian countries and Cuba that aro 
now successfully building socialism.

3. THE GENERAL CRISIS 
OF WORLD CAPITALISM

The essence and stages
in the general crisis of capitalism

“Our epoch, whose main content is the transition from 
capitalism to socialism, is an opoch of struggle hetweon 
the two opposing social systems, an epoch of socialist and 
national-liberation revolutions, of the breakdown of impe­
rialism and tbe abolition of tho colonial system, an epoch 
of the transition of moro and more peoples to the socialist 
path, of the triumph of socialism and communism on a 
world-wide scale.” 1 This provision formulated in the CPSU 
Programme expresses the essence of tbe general crisis of 
capitalism.

Tbe beginning of tho genoral crisis of capitalism follow­
ed tbo First World War and the October Revolution in 
Russia. Capitalism ceased to be the only system and em­
brace tbo entire world. A sixth of the world was now occu­
pied by a stato based not on private but on socialised so­
cialist ownership of the main means of production. Tbe 
victory of the proletarian revolution in Russia meant that 
the end of capitalism and the triumph of socialism were 
at hand. Full confirmation was provided of the theory Le­
nin developed during the First World War to the effect 
that, at the stage of imperialism, socialism would triumph

1 The Road to Communism, Foroign Languages Publishing House, 
Moscow, 1961, p. 449.
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in different countries over an extended period, rather than 
all at once, through the revolutionary withdrawal of one 
country after another from the world capitalist system.

In one of the previous chapters we discussod economic 
crises. Under capitalism an economic crisis is a crisis of 
overproduction of commodities. It develops only in the 
economic sphere, though it doos, of course, exert a certain 
influence on the political life of society. Tho general crisis 
of capitalism, however, ombraces all spheres of the life 
of the capitalist countries—the oconomy, politics, culturo 
and ideology—and is a comprehensive crisis of the world 
capitalist systom as a whole, characterised hy the struggle 
between moribund capitalism and nascent socialism. Tho 
transition from capitalism to socialism is the main content 
of the general crisis of capitalism.

The general crisis of capitalism has passed through two 
stages in its development and is now in its third. The first 
stage began during the First World War and developed 
particularly as a result of the Octoher Rovolution. The 
second stage of the genoral crisis of capitalism began dur­
ing the Second World War and the socialist revolutions 
that followed in a number of European and Asian coun­
trios. In the lalo 1950s, world capitalism ontered a new 
stage. Tho most outstanding featuro of tbe third stage of 
the goncral crisis of capitalism is that it developed not as 
a result of a world war, hut under conditions of compe­
tition and struggle hetween the two systems in peace-time 
and a change in the balance of power in favour of social­
ism.

The triumph of the socialist revolution in Cuha, and tbe 
socio-economic transformations in a number of developing 
countries that have taken a non-capitalist development 
course have shown the possibility of more and moro links 
of the world capitalist system withdrawing from it in 
pcaco-time.

The distinguishing features of tho general crisis oi cap­
italism aro: the withdrawal of one country after another 
from capitalism; a weakening of the positions of imperial­
ism in its economic competition with socialism; a crisis 
and disintegration of the colonial system of imperialism; 
an exacerhation of imperialist contradictions, along with 
tho development of state monopoly capitalism and a grow­
ing militarisation of the economy; the rising internal in­
stability and stagnation of the capitalist economy, mani-
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tested in capitalism’s growing inability to mako full use 
of its productivo forces (lower production growth rates, 
periodic crisos, constant underloading of productive capa­
city, chronic unemployment); an upsurgo in the struggle 
between labour and capital; a sharp aggravation of the con­
tradictions of tho world capitalist economy; an unprece­
dented increase in politically reactionary attitudes in all 
spheres; a rejection of hourgeois liberties and establish­
ment of fascist regimes in a number of countries; a deep 
crisis of tbe politics and ideology of tbe bourgeoisie.

Let us now consider those features during the period 
of the general crisis of capitalism.

The spl it of the world into two systems

The 1914-1918 world war resulted from an intensifica­
tion of the contradictions betweon the imperialist powors, 
which arose in tho course of their struggle to redivide tbo 
world. Tho war undermined imperialism and created fa­
vourable conditions for its front to be breached. This hap- 
peued in Russia, which proved to be tbe weakest link in 
tho chain of world imperialism, the focal point of all its 
contradictions. As a result of the victory of the proletariau 
revolution in Russia, tho capitalist system lost tho coun­
try and it then began to build socialism, which soon show­
ed its tremendous advantagos over capitalism. By 1937 the 
Soviet Union was first in Europo and second in tho world 
in terms of the volume of industrial production.

The Second World War, prepared by the forces of inter­
national reaction, was unleashed by a bloc of fascist states 
—Nazi Germany, Japan and Italy. The end of tbe war saw 
the utter defeat of the fascist aggressors, and the Soviet 
Union had played a decisive role in this defeat. Tbe result 
was an unprecedented upsurge of the revolutionary and na­
tional liberation movement throughout the world. A num- 
her of European and Asian countries withdrew from the 
capitalist system, and this led to a furthor change in the 
balance of power between socialism and capitalism* in tho 
former’s favour.

Thus, as a conscquenco of the Second World War thcro 
was a further deepeniug of the general crisis of capitalism. 
It entered its second stago, whon socialism spread beyond 
the bounds of a single country and became a world system.
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The world socialist systom soon demonstrated its supe­
riority over capitalism. The economies of the socialist coun­
tries develop incomparably faster than those of the capita­
list ones. In 1950 the socialist countries produced roughly 
20 per cent of world industrial output, while by 1960 they 
hacl increased the volumo of their industrial output 6.8-fold 
over the 1937 figures, the capitalist countries having man­
aged only a 2.5-fold increase.

The general crisis of capitalism entered its third stage, 
its main distinguishing feature heing that the world social­
ist systom is becoming a decisive factor in the develop­
ment of all human society. “The main direction of man­
kind’s development is determined by the world socialist sys­
tem, the international working class, all revolutionary 
forces.” 1 Consequently, the new stage in the general crisis 
of capitalism is characterised primarily hy competition be­
tween the two world systems. The positions of socialism are 
constautly growing in strength, while those of capitalism 
are weakening. For instance, in 1980 the socialist countries 
were producing 14 times more industrial output, than in 
1950, while the developed capitalist countries were produc­
ing roughly 3.8 times as much.

The crisis and collapse
of the colonial system of imperialism

Under the impact of the Octoher Revolution there was 
a tremendous upsurge in the struggle of the peoples of 
the colonies for national liberation and the crisis of the 
colonial systom of imperialism set in. The crisis of the 
colonial system of imperialism means a sharp intensifica­
tion of the contradictions between the imperialist pow­
ers and the colonies and dependencies. The rise in the 
national liberation struggle results in tho colonies and de­
pendencies freeing thcmsolvcs from imperialist oppression. 
National liberation forces emerged ami began to dovelop 
in these countries. The proletariat, tho most revolutionary 
class in modern society, began to grow in numhors. The 
proletariat brought the peasantry, constituting the majority 
of the population in the colonies, vviLh it into the struggle •

• International Meeting of Communist and Workers’ Parties, 
Moscow, 1969, p. 13.
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against imperialism. A local hourgeoisie also began logrow 
there, and the interests of this new class conflict with llie 
domination of the foreign monopolios.

During the First World War, the imperialist metropoli­
tan countries were unable to supply their colonies with 
manufactured goods, since their industries were goared to 
fulfilling military orders. As a result, the colonies 
hegan rapidly to dovelop their own industries, es­
pecially the textile industry. Enterprises were ex­
panded and new ones built. On the basis of the economic 
development of the colonies and under tho impact of the 
October Revolution, the national liberation movement assum­
ed a scale and forms unseen before tho war. Describing 
this movement, Lenin wrote that “the East has been defi­
nitely drawn into the revolutionary movement, has heen 
definitely drawn into the general maelstrom of tho world 
revolutionary movoment.” 1

After tbo First World War there was virtually no colony 
or dependency that did not see moro or less serious upris­
ings against imperialism. Tho national liberation move­
ment assumod a particularly broad scale in tho countries 
of Asia. In 1924 the People’s Republic of Mongolia was 
ostablished and began to develop along a socialist path. 
Turkey and Afghanistan gainod political independence. 
There was a mighty national liberation movement in Chi­
na, India, Indonesia and other countries. The national lib­
eration movement waged by the oppressed peoples against 
imperialism was headed by the working class, uniting 
around itself the many millions of peasants, democratic 
memhers of the bourgeoisie, and so on.

After the Second World War, the pooples of many col­
onics and dependencies liberated themselves from colo­
nial regimes and began to develop independently. The col­
lapse of the colonial system of imperialism had begun. In 
1980 the colonios and semicolonies accounted for 0.3 per 
cent of tho world population, against 69.4 per cont in 1919, 
showing that tho collapse of the disgracoful colonial sys­
tem had set in.

One of tho main problems facing the pooples of the 
countries liherated from tho yoko of imperialism is the 
choice of development course—capitalist or non-capitalist.

1 V. I. Lenin, "Better Fewer, But Better”, Collected Works, 
Vol. 33, 1076, p. 499.
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What can capitalism ofior these peoples?
Capitalism means suffering for the peoplo. It cannot 

ensure a rapid progress of the economy or an end to pov­
erty. Capitalist development of tho countrysido puts the 
poasants in an even moro dire situation. Tho workers’ lot 
is heavy labour for tho sake of enriching the capitalists, 
or unemployment. The petty bourgeoisie is crushed by 
competition from big capital. Culture and education re­
main inaccessiblo to the masses, while intellectuals are 
forced to trade their knowledge.

Wiiat, on tho other hand, can socialism offer?
Socialism is the way to freedom and happiness. It en­

sures a rapid rise in  the economy and culture. In a single 
generation it can turn a backward country into an indus­
trial one. Elimination of the exploitation of man hy man 
puts an end to social inequality. Unemployment becomes 
a thing of tbe past. Socialism provides land for all the 
peasants, helps them develop tbeir holdings, unites them 
on a voluntary basis in co-operatives, puts advanced ag­
ricultural machinery and agronomic scionce at their dis­
posal. Socialism onsures a high material and cultural stan­
dard of living for the working class and all working peo­
ple.

The course of development is the peoplo’s own choice. 
Given the current balance of power in the world and tho 
realistic possibility of major support from tho world so­
cialist system, tbe peoples of the former colonies can de­
cide this question in thoir own interests. Their choice will 
depend on the balance of class forces in the country. A 
non-capitalist course of development is ensured by the 
struggle of the working class, the popular masses and the 
democratic movement in general, and meets the interests of 
tho majority of the nation.

Although colonialism has heen wrecked by the blows 
inflicted by the mighty national liberation movemont of 
oppressed peoples, it has not yet died out complotely.

Modern colonialism makes use of not only open armed 
struggle, but also bidden forms for infiltrating tbe coun­
tries that have gained state independence, in order to keep 
them economically and politically dependent on tho im­
perialist powors.

To this end imperialism supports reactionary circles, re­
tards the elimination of hackward social structures and 
strives to hamper development towards socialism or along
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a progressive non-capitalist path opening up the prospect 
of a socialist future. The imperialists impose on these states 
economic treaties and military-political pacts that infringe 
on tlicir sovereignty.

The mainstay of neocolonialism is the Unitod Statos of 
America. Imperialists, with the USA at tbeir head, are 
making desperate efforts to preserve, by new methods and 
in new forms, colonial exploitation of Iho peoples of the 
former colonies and semicolonies. Tbc monopolies attempt 
to keop tbeir grip on tbo levers of oconomic control and 
political influence in the countries of Latin America, Asia 
and Africa. These efforts aro goared to maintaining old po­
sitions in the economies of the liberated countries and seiz­
ing now ones in the guise of so-called economic aid, to 
drawing theso countries into military' blocs, setting up mil­
itary-dictatorial regimes and establishing military bases 
thero.

Neocolonialism, being the chief threat to tbc indopon- 
dont development of the liberated countries, is countored 
by the fraternal and selfless assistance rendered to these 
countries by tho socialist states, assistance that facilitates 
the young states in waging tboir struggle for economic 
indcpondence and social progress.

One very important form of assistance rendered by the 
socialist states is the training of local porsonnel for tho 
economy and cultural sphere in the developing countries. 
This training is carried out both locally, during the con­
struction and operation of particular projects, and in the 
higher educational institutions of tbc socialist states.

The volume, character and conditions of the economic 
assistanco rendered hy the world socialist system to the 
countries struggling for economic independence strength­
en their positions in the face of imperialism and help 
them to stand up against neocolonialism.

The disintegration of the colonial system inevitably in­
tensifies the economic and political difficulties of the capi­
talist countries themselves and shakos the foundations of 
the imporialism as a whole.

The collapse of tbo system of colonial slavery under the 
impact of the national liberation movement is second in 
historical importance only to the formation of the world 
socialist system.



Intensification of market problems.
Chronic unemployment
and underloading of enterprises

Ono of the characteristic featuros of the general crisis 
of capitalism is an intensification of the problem of mark­
ets and investment spheres. This intensification is engen­
dered primarily hy the growing disparity between the rise 
in production and the absorptive capacity of markets. The 
withdrawal of Russia from tho capitalist system during 
the first stage of tho general crisis of capitalism stopped 
up the struggle hetween the capitalist countries for mar­
kets and investment spheres. At the second stago of the 
crisis, tho formation of the world socialist system deprived 
capitalism of still more hugo markets and investment 
spheres.

Tho formation of the world socialist economic system 
led to the formation of the world socialist market. Now there 
aro two opposing world markets: that of the socialist coun­
tries and that of the capitalist ones.

The narrowing of tho sphere of capitalist exploitation, 
the initiation of the disintegration of tho imperialist colo­
nial system, the deterioration in tho condition of the work­
ing masses and militarisation of the economy have deopen- 
ed tho contradictions of the world capitalist market consid­
erably.

Tho struggle for markets was also heightened hy compe­
tition on the part of tho capitalism developing in the un­
derdeveloped countries, which are increasingly beginning 
to compete with the industrially advanced capitalist coun­
tries in selling their commodities, especially manufactur­
ed goods of the light industry.

Tho struggle for sales markets and investment spheres 
leads to conflicts hetwoen monopolistic associations of cap­
italists and between imperialist states. The growing prob­
lem of markets and investment spheres is closely linked 
with the chronic underloading of industrial enterprises and 
constant mass unemployment.

Under premonopoly capitalism, massive underloading of 
industrial enterprises only occurred during economic crises. 
Nowadays, during tbo general crisis of capitalism, it is 
hecoming a constant phenomenon, i.e., it is becoming chron­
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ic. During the boom of 1925-1929, for instance, the pro­
ductive capacity of the US manufacturing industry was 
only 80 per cont used, and bolwecn 1930 and 1934—only 
00 per cent. At the end of 1957, only 78 per cont of pro­
ductive capacity was in use. Taking 1967 as 100, from 
1970 to 1973 tho loading of capacity in tho USA varied 
between 75 and 83 per cent.

Corresponding to tho chronic underloading of industrial 
enterprises is the new type of unemployment oncountered 
during the general crisis of capitalism. Previously, the 
army of the unemployed increased during economic crises, 
but was largely reemployed during periods of revival and 
boom. During the general crisis of capitalism, bowover, 
unemployment is becoming constant, chronic and mass in 
scalo. In 1980 unemployment among the economically ac­
tive population stood at 8.5 per cent in Britain, 7.0 por 
cent in Italy, 7.5 in the USA, 3.5 in the FRG and 1.9 in 
Japan.

In many countries, mass unemployment has become a 
genuine national disaster. In the developod capitalist coun­
tries of North America and Western Europo, as well as in 
Japan and Australia, in 1980, 19 million of the 125 mil­
lion-strong industrial proletariat were completely without 
jobs. This means that, on average, one in nine people wero 
out of work. In the doveloping countries imperialism has 
left unemployment alongside a legacy of other problems.

Changes in the capitalist cycle

Let us recall that tho term “cycle” is used to cover the 
period from the beginning of one economic crisis to the 
beginning of the next. The cycle consists of four phases: 
crisis, depression, revival and hoora.

During tho general crisis of capitalism changes take 
place in the capitalist cycle, too: shortening of the cyclo 
and a consequent increase in the frequoncy of crises. Thus, 
before the First World War, economic crises occurred every 
8 to 12 years. In the interwar period (1919-1938) thero 
were three crises, i.e., one every 6-7 years. At the same 
time the phases of crisis and depression became longer, 
whilo the boom became increasingly unstablo. Previously 
crises bad lasted from eighteen months to two years, but 
the Groat Depression lasted from 1929 to 1933. After the
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Second World War, in contrast, crises became less serious 
and shorter, though far more frequeut.

Let us take as an example the USA—a country that 
accounts for nearly a half of the industrial output of the 
capitalist world. By the end of 1948 the USA was already 
suffering from a postwar oconomic crisis that ran dcoper 
throughout 1949. In the second half of 1953 the USA saw 
the beginning of a new economic crisis, which led to a cut 
iu the volume of industrial production and orders, to a rise 
in unemployment and increase in stocks of commodities in 
warehouses. The crisis lasted throughout 1954. In mid- 
1957 yet another crisis of overproduction hegan to develop 
iu the USA, and gained particular momentum in 1958. 
The economic crisis in the USA also spread to other capi­
talist countries. The 1957-1958 crisis did not clear the 
ground for a protracted boom in American industry. Hard­
ly two years passed hoforo, in 1960, tho USA began once 
more to drop into economic crisis. This crisis lasted into 1901.

In 1965 and 1966, a number of capitalist countries that 
had managed to avoid partial cyclical fluctuations were 
seized by au overproduction crisis that appeared first in 
Italy, France and Japan. Tho FRO was affected particu­
larly seriously by the crisis. The economic crisis that began 
at this timo in the USA was halted by the escalation of 
the war in Vietnam, hut the war could uot prevent the on­
set of another crisis, which came into full force in the 
USA at the end of 1969.

The economic crisis of 1969-1971 affected other capital­
ist countries, too: Italy, Canada, Swreden, Finland and 
Austria. Tho FllG and Japan also suffered from stagnation 
or a slow-down of industrial production.

At the end of 1973 the developed capitalist countries 
were confronted with serious economic difficulties as a 
conscquonce of the energy and raw material crises, as well 
as the sharp intensification of inflationary processes. The 
boom phase was cut short.

In 1974 the capitalist countries suffered serious social 
disturbances and a steop drop in business activity, which 
developed by tho end of tho year into an economic crisis 
enveloping the entire capitalist system. The rates of eco­
nomic growth were falling sharply throughout the year and 
the world-wide crisos broke out in the motor and textile 
industries; the volume of housing construction was curtail­
ed everywhere; the fuel and raw material crisis grew deep­
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er still; a foodstulïs crisis and hunger began in many re­
gions oi' Asia aud Africa; inflation and monelary distur­
bances reached unprecedented levels; a growth of Ihc 
army of the unemployed and a deterioration of the uiale- 
rial condition of the workiug people eutailed a sharp in­
tensification of class conflicts between labour and capital; 
intorimperialist contradictions grew in the sphero of for- 
eigu economic reiatious and protectionism incroased. This 
is a far from complote list of all the processes and phe­
nomena shaking the capitalist ecouomy. Tho overproduc­
tion crisis of 1974-1975 set iu, revealing contradictions in 
the development of the entire system of state monopoly 
capitalism, which had been accumulating over a protracted 
period of timo.

This crisis was particularly serious because it sot in si­
multaneously in all tho doveloped capitalist countries, in 
its dopth and forco it was comparable with the Groat De­
pression.

The crisis was special iu that it intortwined with a num­
ber of crises in oLher spheres of the world capitalist ecou­
omy: energy, ecological aud food crises. These structural 
crises in turn exacerbated tho cyclical economic crisis of 
overproductiou aud mado recovery from it more difficult.

The crisis of 1974-1975 developed during a monetary 
crisis and extreme disturbance of tho capitalist countries’ 
credit aud monetary system. Inflation got out of control, 
makiug the crisis more protracted.

During the 1974-1975 crisis, tho iudustrial production of 
tho developed capitalist countries dropped by 8.5 per cout 
in 1975, while gross investment in expansion and moder­
nisation of fixed assets fell hy 10.5 per cent and housing 
construction by 16.1 per cent. The productive capacity of 
these countries was running at only 70-72 per cent, and 
in the USA at 64 por ceut.

The cut in production and underloading of productive 
capacity were a heavy burden on the working poople and 
ontailed a catastrophic rise in unemployment.

Thus, the ocouomies of the developed capitalist countries 
havo suffered soveral economic crises in tho postwar pe­
riod, and the usual courso of tho cyclo has been upset. 
Somo phases of tho cycle havo disappeared. For instance, 
the transition from crisis to revival often takes place with­
out any depression phase, and the revival often leads not 
to a hoom, hut straight into a now crisis. Moreover, the
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transition to crisis has occurred in several instances not 
suddenly hilt gradually, over a protracted period o£ preeri- 
sis stagnation. The crisis develops more slowly than it 
used to. The serious stock exchange and hank collapses of 
Lhe past no longer occur. The postwar crises thcmselvos 
have been of shorter duration.

The main reason for theso changes in the capitalist cycle 
since the* last war is that the capitalist system has enter­
ed a period of chronic stagnatiou and decline in individual 
industries and even wholo countries, and that there has 
been a general slowdown in growth rates.

Thero arc also other factors accounting for the changes 
in the postwar capitalist cyclo.

First, stale monopoly capitalism exerts a certaiu in­
fluence on the course of the cyclo. Stato intervention in 
economic relations (the system of state purchases of in­
dustrial and agricultural output, state subsidies aud cred­
its to monopolies, etc.) in the interests of the monopolies 
has accounted for a certain rise in production and renewal 
of fixed capital. The monopoly bourgeoisie trios, by means 
of slate regulation, to weaken the destructive force of eco­
nomic crises, but stale monopoly capitalism, whilo operat­
ing on the capitalist cycle, cannot aholisl) economic crises 
of overproduction.

Secoud, the economy is militarised, and this influeuces 
the course of the capitalist cycle in a twofold and contra­
dictory mauner. On the ouo hand, militarisation gives rise 
to a temporary boom in industries connocled with arms 
production; on the other, it entails a further intensification 
of all the contradictions of capitalist reproduction and 
creates tho preconditions for a deeper crisis.

Third, tho course of the cycle is also affected hy scien­
tific and technical progress. This means thaL fixed 
capital rapidly hecomos ohsolete, so, although investment 
drops during crises, it remains comparatively high, and the 
cyclo therefore develops somewhat differently than in the 
past.

Fourth, there has heen a considerable increaso in the in­
fluence of the class struggle on the cycle in the capitalist 
conntrios. The greater the successes scored hy the workers 
in the class struggle, lhe more the bourgeoisie is forced 
to make economic concessions. This helps to expand tho 
domcsLic market and, to a certain oxtent, may servo as a



factor preventing a crisis of overproduction from becoming 
Loo serious.

Fifth, tbe disintegration of the colonial system also af­
fects the capitalist cycle. This is seen in the way the coun­
tries that have gained political independence continue to 
slrugglo for economic independence, their path to economic 
independence lying through industrialisation. In this con­
nection, recent decades have seen a substantial rise in the 
developing countries' purchases oi oquipment from the de­
veloped capitalist ones. This new factor helps to intensify 
the industrial boom in tbo dovclopcd countries, but it is, 
at the same time, uuslablo, since the developing countries’ 
purchases of equipment aro suhjoct to fluctuations connec­
ted with currency shortages due to the constant drop in 
their exports. Such aro some of the factors affecting the 
course of Lho capitalist cycle at the present Limo.

Tho chronic underloading of industrial enterprises, the 
constant mass unemployment, and the increasingly fre­
quent economic crises testify that modern capitalism, can­
not use ail tho powerful productive forces at its disposal. 
It has become a major brake ou the development of man­
kind.

The development of crises 
in the world capitalist economy

In recent years the deepening of the general crisis of cap­
italism has become prominent in various spheres of the 
world capitalist system. Alongsido the ccouomic crises of 
overproduction discussed above, the world capitalist econ­
omy is at present suffering from monetary, energy, food, 
ecological and other crises.

The crisis of the monetary system  of imperialism devel­
oped at the end of tho 1960s, but there was a build-up 
to it over several decades. In 1944 American imperialist 
circles managed, owing to the USA’s domiuanl position in 
the world capitalist ccouomy, to get the currencies of tho 
other capitalist slates subordinated to tbo American dol­
lar. According to the Brolton Woods Agreement, the dol­
lar was equated in value to gold and bccamo a measure 
of value for tbe oilier capitalist currencies, i.e., it was rec­
ognised as the central roservo currency. Its privileged 
position was also consolidated by the fact that it remained 
the only currency still on a fixed gold standard. All tho
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other member countries or the International Monetary 
Fund were obliged to set their exchange rates in terms of 
dollars. Thus the dollar became the main currency of the 
capitalist monetary system.

The USA made use of the special position enjoyed by 
its currency in the capitalist world to pay in dollars for 
its investments in other countries and for expenditures 
connected with its aggressive policy. In 1967, however, 
dollar inflation began, and a huge mass of depreciated dol­
lars accumulated outside the USA. Under these conditions, 
the biggest capitalist hanks stopped changing paper dollars 
for gold.

In turn, the IJS government came out with its own pro­
gramme of extreme measures to save the dollar and strength­
en the competitivo position of American imperialism in 
the world capitalist economy. In 1971 the USA slopped ex­
changing the dollar for gold. In 1971 and 1973 the dollar 
was devalued. The gold content of currencies was officially 
abolished in general and a system of floating exchange 
rates introduced. The Brettou Woods system no longer ope­
rated. Officially, the transition to constantly changing mar­
ket relations hetween the currencies of the capitalist coun­
tries was recognised by the Kingston (Jamaica) agreement 
of 1976.

The monetary crisis consists in a serious disruption of 
the domestic credit and monetary systems and internation­
al currency and financial relations of the capitalist coun­
tries, above all elimination of the gold standard. The mo­
netary crisis is distinguished by inflation, unbalanced and 
fluctuating balances of payments, a sharp change in the 
correlation of pricos in different countries, unforeseen 
changes in the correlations between exchange rates, a 
change in the structure and distribution of currency re­
serves.

The major capitalist countries continue to seek means 
to weaken the monetary crisis, bnt the fundamental reasons 
for this crisis cannot bo eliminated under capitalism.

The main burden oí the monetary crisis lies on the work­
ing masses. The crisis of the monetary system of imperial­
ism is one clear manifestation of the general crisis of cap­
italism. It exerts an inverse impact on reproduction, re­
ducing its growth rato, creating an atmosphere of insecu­
rity and disrupting international trade.

The energy crisis has caused complicated problems in
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the capitalist economy. It first arose in the oil industry, 
which was dominated by the seven higgest oil monopolies 
engaged in extracting cheap oil in former colonies and se­
micolonies. Given the growing domand for oil, they raked 
in enormous profits. The newly free, oil-exporting, devel­
oping countries organised an anti-imperialist cartel and 
nationalised the proporty of tho oil monopolies. The price 
of oil began to rise. It hecame impossible to halance the 
production and use of energy resources in the eapitalist 
economy. A sorious deficit of energy resources arose, yet 
the oil monopolies still camo out on top. It is the working 
people who suffer additional losses. This crisis further exa- 
cerhatos imperialism’s contradictions.

In recent decades mankind has come up against an eco­
logical crisis. The random and plunderous use made of nat­
ural resources by capitalism, and the pollution of the en­
vironment threatenod to make it impossible to replace the 
natural factors of economic development. Monopoly eapital 
strives to resolve this problem by capitalist means: ex­
tracting raw materials in backward countries, relocating 
the most harmful and “dirty” typos of production (petro­
chemical, mining and dressing, etc.) to the territories of tho 
developing eountrios, and to turn measures to protect the 
environment into a source of profit.

The interweaving of the diverse crises affecting tho cap­
italist economy testifies to a further deeponing of the 
general crisis of capitalism. All t-bis shows that tho econo­
mic and social structure of capitalist society eonQicts in­
creasingly with the demands made hy the working people 
and the broad population, as well as with the requirements 
of social progress, and further democratic and political de­
velopment.

Tho intensification of the contradictions 
between the interests of the monopolies 
and the nation as a whole

Under contemporary conditions in the imperialist coun­
tries, the interests of the monopoly bourgeoisie conflict ir­
reconcilably with national interests.

In the middle of the 20th century, tho main changes in 
the ruling class—the bourgeoisie—wore seen in a further
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stratification within it, an increase in the might and in­
fluence of the monopoly bourgeoisie, together with a drop 
in its sharo of the employed and the whole population of 
the capitalist countries. At the same time, the strength and 
domination of the monopoly bourgeoisie in the capitalist 
countries increased manifold. This social group concen­
trated all oconomie and state power in its own hands and 
hocamo the chief enemy of the bulk of these countries’ 
populations.

Having taken over tho key positions in the eeonomy of 
the capitalist world, the monopoly bourgeoisie determines 
the imperialist powers’ policies.

Tbe other pole of capitalist society consists of a grow­
ing army of wage workers, tho main part of which is com­
prised hy tho proletariat. As capital grow, so did the 
strength, might and mass scale of wago labour. In mid- 
ccntury, tho share of wage workers in the developed capi­
talist countries was 70 to 90 por cent of the active popu­
lation, and about a third of that in tbe developing coun­
tries of Asia, Africa and Latin Amorica.

The chief part of the army of wage labour is the work­
ing class, which acts as tho decisive forco in the revolu­
tionary transformation of the world, and personifies con­
temporary social progross. The numhers and share of the 
urban industrial proletariat have grown within the work­
ing class, accompanied hy a drop in the share of tho rural 
proletariat; there has beon a substantial rise in the share 
of skilled workers; tho socio-political role of tho working 
class has increased, along with the consciousness and or­
ganisation of the proletariat; the working class has ex­
panded and consolidated its links with the masses of the 
tolling poasantry, craftsmen, office workers and intellec­
tuals.

The oxploitation of the working class is currently hejng 
stopped up, this heing furthered by tho monopolies using 
the achievements of scientific and technical progress 
in their own interests. Lahour intensity, industrial injury, 
the cost of living, taxes and inflation are all growing. The 
material situation of the working pooplo is becoming ex­
tremely unstahle.

Changes have occurred, too, in the middle strata of the 
population of the capitalist countries, including tho potty 
bourgeoisie, intellectuals and office workers.

Tbe petty and middle bourgeoisie of town and country-
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sirto, nhove all the peasantry, is ruined as capitalism de­
velops and it-s numbers and share in the population of cap­
italist countries gradually fall. The bulk of the ruined 
small producers in town and village swell the ranks of the 
working class, as well as office workers and intellectuals. 
This results in the interests of the monopolies coming into 
conflict not only with those of the working elass, but also 
those of the non-monopolistic petty and middle bourgeoisie. 
Monopoly capitalists, together with the state, use tax, 
credit, tariff and price poliey to redistribute surplus value 
in tbeir own interests, depriving the small and middle cap­
italists of profits and hringing them to ruin. This is why 
not only the working class, but also the peasantry, petty 
and middle bourgeoisie of town and countryside have a 
vested interest in abolishing the domination of tho monop­
olies.

The numbers and share of intellectuals and office, work­
ers have increased substantially in tho social structure of 
the capitalist countries. Many intellectuals and office work­
ers aro similar to wage workers in their living and mate­
rial conditions, and outlook. This creates the objective pre­
conditions necessary for consolidating the union hetween 
mental and manual workers, for organising joint activities 
by them against monopoly capital. The contemporary scien­
tific and technological revolution has speeded up the stra­
tification of the intelligentsia, turning most intellectuals 
into wage workers subject to refined exploitation and with 
interests and conditions similar to tbc working class. The 
main advantages to be gained from applying modern pro­
ductive forces and the achievements of the seientifie and 
technological revolution are reaped by the financial oli­
garchy.

Favourable conditions aro created for rallying all these 
forces. This unification of all t-hc nation’s forces against 
the rule of the monopolies can be achieved undor modern 
conditions on the basis of a struggle for peace and national 
independence. In order that the whole economy might- be 
used to satisfy the needs of the working people, or the 
whole population, it is essential to defend democracy, na­
tionalise the key industries and ensure their democratic 
management.

The growing exploitation of the working people exacer­
bates the class struggle and intensifies the social battles in 
capitalist soeiety. The range of socio-economic and political
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demands made by the working people becomes broader. 
More and more often their demons!rations become political 
in character. An aiit¡-monopolistic front is created that 
unites broad strata of the population. Tho role of van­
guard iu the struggle against rule or the monopolies is 
played by Marxisl-Leninist fraternal Communist and work­
ers’ parties, which strive to unify the broadest masses and 
direct them in this struggle.

The formation of tho world socialist system and its suc­
cesses in building socialism and communism constitute a 
powerful support for tho revolutionary movement of the 
working class in the developed capitalist countries and for 
the national liberation movement waged by colonial and 
dependent peoples. The contemporary revolutionary move­
ment directs its main blows against the monopolies, for it 
is they that are the chief exploiters of all strata of the 
working people and that inspire the aggressive policies of 
the modern capitalist steles.

The uneven development- 
of the capitalist countries 
and the growing contradictions between them

The Second World War led to a further intensification 
oi the uneven development of the capitalist countries. Nazi 
Gormany, .Tapan and Italy were defeated, and their econo­
mies were greatly undermined. France suffered consider­
able losses under the occupation during the war. Britain 
was greatly weakened, too. Only the American monopo­
lies actually benefited from the war. In 1948 the USA’s 
share in the total industrial output of the capitalist >vorld 
was 54.6 per cent, the respective figures for Britain, the 
FRG, France, Canada, Italy and Japan being 10.2, 3.6, 
4.6, 3.0, 2.0 and 1.2 per cent. Since that time major chang­
es have occurred in the balance of power within the capi­
talist world. They are manifested as follows.

First, the United States of America has lost its absolute 
supremacy in world capitalist production and trade. It.s 
share in world industrial production fell by 17.3 per cent 
between 1948 and 1979 to stand at 37.3 per cent. In spito 
of this, the USA is still the leading power of tho capitalist 
world. It spends twice as much on research as all tho coun­
tries of Western Europe and Japan togother; it holds 90
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per cent of the nuclear weapons produced in the capitalist 
world; 543 of the 1,000 biggest corporations are Ameri­
can.

Second, the countries of Wcstorn Europo have gained 
substantially in strength within the world capitalist econo­
my as a result of their higher economic growth rates. Uni­
fied within the Common Market, these countries are in­
creasingly able to stand up to the USA not only economi­
cally, hut also politically.

Third, the role of Japan has increased in the world cap­
italist economy, for this country maintainod high growth 
rates of industrial production for a considerable length of 
time. The Japanese monopolies compete successfully with 
those of the USA and Western Europe on world markets.

Another major factor exacerbating intcrimperialist con­
tradictions at the currant stage is the scientific and tech­
nological revolution. The introduction of its achievements 
quickly changes the halancc of power in the capitalist econ­
omy. The more recent the scientific, and technological in­
novations capital uses, the more rapidly it. strengthens its 
positions.

The scientific and technological revolution’s chiof im­
pact on intorimperialist relations consists in deepening and 
expanding the sources of the antagonism hetween the va­
rious imperialist powers.

At present, the centres oT interimperialist rivalry are 
the USA, Western Europe and Japan. The North American 
centre, headed by the USA, relies on highly automated 
mass production. The West Europoan centre relies on in­
ternational production co-operation and specialisation. Ja­
pan’s ace is rapid development of inventions and discovo- 
ries made in other countries.

The contradictions within this triangle have become 
very heated in all theatres of trade, financial, monetary 
and patent-pooling policy. At the same time, the contradic­
tions within each of these chief centres are also develop­
ing and intensifying.

Intcrimperialist contradictions arc irreconcilable and an­
tagonistic. Lenin himself pointed ont that the contradic­
tions in the capitalist camp are uot fortuitous and inter­
nal dissention, hut “a most deep-seated and ineradicable 
conflict of economic interests among the imperialist coun­
tries”, and that the alliance of capitalist powers is “an 
alliance of rohhers, each trying to snatch somothing from
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the others”. 1 lntcrimperialisl coutradictions arise from 
the main contradiction of capitalism—that betweon the so­
cial character of production and the private capitalist form 
of appropriation. No agreements, deals, alliances, or com­
promises can abolish the contradictions between the im­
perialists.

The basic contradiction of modern times—the struggle 
between growing socialism and moribund capitalism—has 
a twofold impact on interimperialist relations. On the one 
hand, it oncourages the capitalist countries to unite, serves 
as a hasis for the moulding of military blocs and makes it 
difficult for military conflicts between the imperialist states 
to hreak out. On the other hand, it creates new sources 
of contradictions and conflicts botween the capitalist coun­
tries on tho fundamental questions of contomporary world 
development.

Given the growing strugglo between the. two world sys­
tems, in spite of the intensifying contradictions that divide 
them, thn capitalist powers strivo to pool their efforts in 
order to maintain and consolidate the system of exploita­
tion and oppression and win hack their lost positions.

Interimperialist contradictions do not havo to end in a 
world war. When capitalism was the dominant force in the 
world, interimperialist contradictions and any upsot of tho 
balance between countries eventually led to world wars. 
Now tbat capitalism has lost its monopoly as the only 
world system and that the world socialist system existe 
and has become the decisive factor in the development of 
human society, a new historical situation has taken shape 
making it possible to unite the forces o[ the world under 
the leadership of the world socialist system, to curb the 
forces of aggression and cxcludo world wars for ever.

* * *

And so, wo have considered the capitalist mode of pro­
duction based on exploitation of wage labour. Under capi­
talism, especially at its highest stage of development, all 
its contradictions arc sharpened to the extreme, especially 
the basic contradiction between the social character of

1 V. I. Lenin. “The Eighth All-Russia Congress of Soviets”, 
Collected Works. Vol. 31. 1ÎÎ74. p. 4(>G; “Speech Delivered at a Con­
ference of Chairmen of Uyezd, Volost and Village Executive Com­
mittees of Moscow Gubernia”, Collected Works, Vol. 31, p. 323.
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production and the private capitalist form of appropriation. 
The deepening of those contradictions hrings the capital­
ist world to new economic and social upheavals, and ulti­
mately to the replacement of capitalism by socialism 
through revolution.

Contemporary reality provides tbo best confirmation of 
the conclusion that Marx drew over a hundred years ago 
—that capitalism is a historically doomed mode of produc­
tion.

REVISION EXERCISES

1. What is the place of imperialism in history?
2. What is the essence of state monopoly capitalism and 

its forms?
3. What is the essence of the law of the uneven econom­

ic and political development of capitalism in tho ago 
of imperialism? What did Lenin teach concerning the 
possibility of socialism triumphing in one country?

4. What aro the essence and stages of the general crisis 
of capitalism?

5. What are the characteristics of the general crisis of 
capitalism?

6. How does the disintegration of the colonial system of 
imperialism reveal itself? What is the essence of neoco­
lonialism?

7. What is the essence of intensification of the problem 
of markets and investment spheres during the general 
crisis of capitalism?

8. Describe the chronic underloading of industrial capa­
city and constant unemployment during the general 
crisis of capitalism.

9. What changes have taken placo in the capitalist cyclo 
and why?

10. Describe the monetary, energy and ecological crisos 
of capitalism.

11. What factors are intensifying the exploitation of the 
working peoplo in the capitalist countries at the pres­
ent time?

12. Describe the contradictions between tho capitalist coun­
tries in the world today.



THE COMMUNIST MODE 
OF PRODUCTION

SOCIALISM—THE FIRST PHASE
OF THE COMMUNIST MODE OF PRODUCTION

From generation to gcnoralion, working people have 
dreamed of a happy life, free from slave lahour for exploit­
ers. But this dream was not to come true for a long time. 
People did not know the way to liberation. Tho great lead­
ers of the working class—Marx, Engels and Lonin—show­
ed them tho way to a bright future for mankind—to com­
munism.

Communism fulfils the historic mission of freeing ail 
peoplo from social inoquality, from all forms of oppres­
sion and exploitation, from the horrors of war, and estab­
lishes peace, labour, freedom, equality, fraternity and 
happiness for all people on Earth.

Communist society passes through two stages in its de­
velopment: the first, called socialism, and the second, high­
er stage, called communism.

The ultimate goal of the working people’s liberation 
struggle in all countries is to build communism. “As we 
hogin socialist reforms,” Lonin wrote, “wo must have a 
clear conception of the goal towards which these reforms 
aro in the final analysis directed, that is, the creation of a 
communist society.” 1

Marxism-Leninism has proved scientifically that the 
communist socio-economic formation, which replaces capi­
talism, will not appear all at once in its final form.

1 V. I. Lenin, “Extraordinary Seventh Congress of the R.C.P.(B.)”, 
Collected lVorfci, Vol. 27, t lJG5, p. 127.
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Communist society cannot be built immediately after the 
working class has seized political power. The building oi 
communism requires considerable lime and hard work by 
the working class, peasantry and intelligentsia.

Socioly cannot transfer* to communism directly fx*om capi­
talism. It makes the transition fx*om capitalism to socialism 
as a result of a resolute struggle, and only then can so­
cialism develop into communism.

Describing the two phases of the communist socio-eco­
nomic formation in his work A Critique of the Gotha Pro­
gramme, Marx wrote that socialisxn and communism con­
stitute different stages in the economic maturity of one 
and the samo mode of production. Taking socialism as the 
first phase of communism, Marx showed that, at this stage 
we are not dealing with a communist society that has de­
veloped on its own basis, but with one that is only just 
emerging out of capitalism and one that, for this reason in 
every respect—economically, morally and intellectually - 
still retains blemishes left by the old society. Lenin noted 
that “the only scientific distinction between socialism and 
communism is that the first term implies the first stage of 
the new society arising out of capitalism, while the sec­
ond implies the next and higher stage’’. 1

The development of socialism leads to the second, high­
er phase—that of communism. Thus, socialism and com­
munism are two stages or phases of one and the same 
communist society.



Chapter IX

THE RISE AND ESTABLISHMENT 
OF SOCIALISM

1. MARXISM-LENINISM  
ON THE TRANSITION PERIOD 

PROM CAPITALISM TO SOCIALISM

The revolutionary transition 
from capitalism to socialism

By studying Iho course of economic development of so­
ciety, tlio classics of Marxism-Leninism discovered the 
laws governing the emergence, dovolopment and collapse 
of capitalism.

The victory of the Great October Socialist Revolution in 
Russia in 1017 ushered in a new era in the development 
of human society and showed that capitalism bad outlived 
itself, that capitalist relations of production bad become a 
major brake on Iho development of tho productive forces. 
A new society knowu as socialism was built for the first 
limo ever, in tho Union of Soviet Socialist Republics.

As a result of the defeat of Nazi Germany and militar­
ist Japan during the Second World War, a decisivo contri­
bution to which was mado by the Soviet Union, and of the 
victories of socialist revolutions, the peoples of several oth­
er countries set out to build socialism, The socialist rev­
olutions in the countries of Europo and Asia and in Cuha 
struck a major blow to the positions of world capitalism. 
They wero the most important events in world history to 
follow the October Revolution in Russia.

Capitalism must inevitably give way to the now socie­
ty-socialism . This roplaccmont of capitalism by socialism 
cannot, howover, lake place spontaneously. The only way 
that an end can he pul to the bourgeois system is a reso­
lute, nation-wido struggle, a proletarian revolution that 
deprives the capitalists and their lackeys of their power 
and the opportunity to oppress and exploit tho people.
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Marx wrote: “Socialism  cannot be realised without revo­
lution. It needs this political act jnsolar as i! needs des­
truction and dissolution." 1 Revolution is needed' in order 
to eliminate private ownership, i.e., to take all the basic 
means of production out of the hands of the capitalists 
and the bourgeois stale and transfer them to the whole 
nation, to establish public socialist ownership.

The revolutionary transition from capitalism to social­
ism can take two courses a peaceful one or a non-pcace- 
ful one.

The non-peacejul transition to socialism presupposes an 
armed uprising, civil war, enforced seizure of the political 
power from the bourgeoisie. The working class and its 
communist vanguard strive to accomplish the socialist rev­
olution without revolutionary coercion. This is in the in­
terests of the working class and the whole nation. When, 
however, the exploiting classes resort to force against the 
people, the only possible answer is force, an armed strug­
gle, Leninism toadies and historical experience confirms 
that the domiuaul classes do not give up their power and 
economic dominion voluntarily. The socialist revolution 
thus develops in peaceful or iion-pcaceful forms, depend­
ing on the balance of class- forces in the given country, 
the degree of organisation and political maturity of the 
working class, the authority and ability of its vanguard, 
the degree of resistance pul up by the ruling classes and 
the international situation.

The peaceful method oT socialist revolution presupposes 
I hat the working class Lakes over state power without a 
civil war. By uniting the overwhelming majority of the pop­
ulation under its leadership, the working class can win 
a firm majority in parliament and turn it from a weapon 
serving the class interests of the bourgeoisie into one serv­
ing the working people. Such a parliament is capable of 
fulfilling the tasks involved in a socialist revolution. All 
this is possible through the broad and uninterrupted de­
velopment of the class struggle by the workers and the en­
tire working people against the big monopoly bourgeoisie 
and reactionaries for deep social reforms, peace aud social­
ism.

r K. Marx, “Critical Marginal Notes on the Article ‘The King of 
Prussia arid Social Reform. By a Prussian’ ”, Karl Marx and Fre­
derick Engels, Collr-cled Works, Vol. 3, ]*. 206.
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Tin's is facilitated by the existence of the steadily grow­
ing world socialist system, which becomes the decisive fac­
tor in the development of human society; by the weaken­
ing of the world capitalist system, the contradictions of 
which bave become unprecedentedly sharp; by the collapse 
of the colonial system of imperialism; by the increasing 
organisatiou and class consciousness of the working class 
in the capitalist countries; and by the growing prestige of 
the Communist and workers’ parties.

It is- quite possible, given the accelerating growth of the 
forces of socialism, tho strengthening of the labour move­
ment and weakening of the positions of imperialism, that 
in some countries, as Marx and Lenin foresaw, it will bo 
profitable for the bourgeoisie to agree to having its basic 
means of production bought up and for the proletariat to 
buy them out.

The type of socialist revolution that is realistic in each 
individual country is determined by the specific historical 
conditions obtaining there. The success of the revolution 
depends on whether the working class and its party are in 
a position to wage all forms of struggle, both peaceful and 
otherwise, and are prepared to replaco one with another at 
a moment’s notice.

Under modern conditions, thanks to the support provid­
ed by the socialist countries, a socialist revolution is pos­
sible in an economically backward country, too. Relying 
on the support of the developed socialist countries, the eco­
nomically backward ones can go over to socialism, bypass­
ing the capitalist stage of development.

Irrespective of how it is accomplished, by peaceful or 
non-peaceful means, a socialist revolution always consti­
tutes a fundamental break-up of the outdated capitalist re­
lations and the establishment of new, socialist ones. These 
transformations are implemented by the power of the work­
ing class in the interests of the whole nation.

The need for a transition period

The age of the revolutionary transformation of capital­
ist society into a socialist one is a transition period. The 
transition period from capitalism to socialism is necessary 
hecauso the relations of production of socialism and socia­
list property cannot emerge within the capitalist system.



Under capitalism, it is only the preconditions for socialism 
that emerge.

The preconditions consist in capitalism creating large- 
scale machine industry, which is a material premise for 
socialism, and taking the socialisation of production to a 
high degree. The growth of industrial production and the 
increase in its scale lead to a rise in the uumbers of the 
working class and to its concentration in large enterprises 
and industrial centres. The working class becomes an or­
ganised social force aware of its class interests and cap­
able of destroying capitalism.

The interests of the working class coincide with those 
of all the working people and it becomes the leader in the 
struggle waged by the exploited masses to overthrow cap­
italism. This is a subjective precondition for socialism 
emerging within capitalism. By means of revolution, the 
working class seizes power in order, in alliance with the 
peasantry and all other working people, to build a new, so­
cialist society.

The period succeeded by the elimination of private own­
ership of the basic means of production and of exploita­
tion of man by man, by a restructuring of the economy, 
culture and the state on socialist principles is called the 
transition period from capitalism to socialism. During this 
period, socialism has not yet been built, but is in the pro­
cess of being built while capitalism has uot yet been abol­
ished, but is being so.

Once the proletariat has taken power and the command 
posts in the national economy, capitalism is vanquished, 
but not yet fully destroyed. For some lime yet private cap­
italist enterprises remain in industry, agriculture and 
commerce. The noxt task is not only to overcome the re­
sistance put up by the capitalist elements in town and 
countryside, but also to remove the reasons for it.

A major' task of the transition period is to transform 
small peasant holdings along socialist lines.

During the transition period, the material and technical 
basis l'or socialism is created. The transition period is ob­
ligatory for every country setting out on a socialist path, 
be it industrially developed or economically backward, 
large or small.

The transition period embraces an entire historical epoch, 
beginning with the victory ol the proletarian revolu­
tion and establishment of the dictatorship of the proleta­
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riat, and ending with the complete building of socialism— 
the first phase of communist society.

The theory of the period of transition from capitalism to 
socialism was formulated by Marx, Engols and Lenin, who 
thereby armed the working class and all working people 
with a scientific knowledge of tbe ways to build socialism. 
The fraternal Communist and workers’ parties mako a ma­
jor contribution to the Marxist-Leninist teaching on the 
transition period.

Between capitalist and communist society, Marx said, 
there lies a period of revolutionary transformations of the 
formor into tbe latter. Corresponding to this is a political­
ly transitional poriod, during which the state has to be a 
revolutionary dictatorship of the proletariat.

The dictatorship of the proletariat— 
an instrument for building socialism

The dictatorship of the proletariat is necessary because 
only the working class is capable of guiding all tbe work­
ing people in the struggle to overthrow capitalist oppres­
sion and build a socialist society. The dictatorship of the 
proletariat is stale leadership of society by tbe working 
class. “The dictatorship of the proletariat,” runs the CPSU 
Programme, “is a dictatorship of the overwhelming major­
ity over the minority; it is directed against the exploiters, 
against the oppression of peoples and nations, and is aim­
ed at abolishing all exploitation of man by man. The dic­
tatorship of the proletariat oxpresses not only the interests 
of the working class, but also those of all working peo­
ple.” 1 The working class uses state power in the interests 
of all the exploited masses. Tbo joint struggle waged by 
the working class and the peasantry to oppose the exploit­
ers and build socialism unifies them in an unbreakable al­
liance. The firm union of the working class with the toil­
ing peasantry is a supremo principio of the dictatorship of 
the proletariat.

The dictatorship of the proletariat means direct and ac­
tive participation by the broad masses of the working peo­
ple in the management of production, in the work of state 
organs and in the running of all sectors of the social and 
cultural life of society.

1 The Road to Communism, p. 487.

I I * 227



The dictatorship of the proletariat as a political super- 
slriicluro engendered by a socialist revolution sets iLself 
the lask or breaking up the old stale machine of suppres­
sion of the people. Tho proletariat uses state power to eli­
minate the economic rule of the bourgeoisie and all ex­
ploitation of man by man.

Tlie dictatorship of the proletariat docs not mean just 
coercion, however; nor is this its predominant feature. The 
essence of tho dictatorship of the proletariat is not coer­
cion but constructive work, the building of a socialist so­
ciety, its defonco against the enemies of socialism. The 
proletariat uses forco otving to the objoctive conditions— 
resistance put up by the bourgeoisie.

The dictatorship of the proletariat is an instrument for 
building socialist socioty. The proletarian state bends its 
efforts to creating a socialist economy. As a result of the 
state’s activities in tho economic sphere, thero emerges a 
new system of relations of production based on public, so­
cialist ownership of the means of production, which en­
sures the joining of the actual producers with the moans of 
production, comradely co-operation and socialist mutual 
assistance bolwcon peoplo free from exploitation.

Tho Communist and workers’ parties—the vanguard of 
tho working people in the strugglo lo build socialism and 
communism—are the leading and guiding force of the dic­
tatorship of the proletariat.

Marxism-Leninism teaches that tho transition from cap­
italism to socialism is responsiblo for a multitude of di­
verse political forms, but they are essentially the same in 
that they are all forms of tho dictatorship of the prole­
tariat.

The existence of different forms of the dictatorship of 
the proletariat is a historical law of social development 
that Lenin foresaw. “The transition from capitalism to 
communism is certainly bound to yield a tremendous abun­
dance and variety of political forms,” be wrote, “but the 
essence will inevitably bo the same: the dictatorship of the 
proletariat." 1

In the USSR, as a result of tlie victory of the Octoher 
Revolution, a dictatorship of the proletariat in the form of 
Soviets was established. The power of Soviets as a state

' V. I. Lenin, “The State and Revolution", Collected Works, 
Vol. 25, 1977, p. 418.
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form of the dictatorship of the proletariat was discovered 
by Lenin from his studies of the Paris Commune and the 
two Russian revolutions in 1905 and February 1917.

Under the new historical conditions that took shape af­
ter tho Iriumph of socialism in the USSR and the defeat 
of fascism during the Second World War, a peoplo's de­
mocratic system triumphed in a number of countries. Peo­
ple’s democracy is a form of political organisation of soci­
ety that is, in essence, a dictatorship of the proletariat. It 
reflects the differences in tho development of the socialist 
revolution under the conditions of weakened imperialism 
and a chango in the halanco of power in favour of social­
ism. It also reflects the historical and national conditions 
ohtaining in individual countries.

The dictatorship of the proletariat engendered by the 
socialist revolution ensures tho victory of socialism, but it 
undergoes changes itself as socialism develops. When the 
exploiting classes are eliminated, the function of putting 
down their resistance dies out. During the huilding of so­
cialism, the economic, organisational, cultural and educa­
tional functions of the dictatorship of the proletariat aro 
comprehensively developed. By ensuring tho final and com­
plete victory of socialism, the dictatorship of the proleta­
riat fulfils its historical mission and, from tho point of 
view of tho tasks of internal development, ceases to be nec­
essary. Tho state that arose as a dictatorship oi tho pro­
letariat becomes a stale of the whole people, an organ ex­
pressing tho interests and will of the entire pooplc.

The socialist state of the whole people continues whore 
the dictatorship of the proletariat began in huilding the 
now society and serves as the organising foundation for 
fulfilling tho tasks of communist construction.

Tho chi of laws of socialist revolution 
and socialist construction

The transition from capitalism to socialism is governed 
hy laws common to all countries that set out to build so­
cialism. These are: (a) conquest of political power hy the 
working class and establishment of a dictatorship of the 
proletariat--democracy for the working people uuiler the 
leadership of a Marxist-LeuinisL party: (h) a union of Hie 
working class aud the hulk of the peasantry and all other 
strata of tho working people; (c) elimination of capitalist
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property and establishment of public ownership of the 
means of production; (d) a gradual socialist transformation 
of agriculture on the basis of co-operation; (e) planned, 
balanced development of the national economy geared to 
building socialism and communism and raising the work­
ing people’s standard of living; if) a socialist revolution 
in tho spheres of ideology and culture and the creation of 
a numerous intelligentsia, devoted to the working class 
and the working people, as well as tho cause of socialism; 
(g) elimination of national oppression and establishment 
of equality of rights and fraternal friendship between na­
tions; (h) consolidation and development of the socialist 
state, defence of the gains of socialism against attacks by 
external and internal enemies; (i) solidarity of the work­
ing class of a givon country with that of other countries, 
i.e., proletarian internationalism.

The chief laws governing socialist revolution and social­
ist construction show that, in any country, in the course 
of the socialist revolution mainly one and the same task 
is fulfilled—that of abolishing capitalist rule and of build­
ing socialism.

The Marxist-Leninist proposition on the chief laws of 
development of socialist revolution and socialist construc­
tion provides the basis for the policy of tho Communist 
and workers’ parties of the socialist countries. This ensures 
the successful building of a socialist society.

At the same time, the forms and methods of building 
socialism may be different, depending on the specific his­
torical conditions in each individual country. Although there 
arc main lines common to all countries, the diversity of 
historically shaped national specifics and traditions engen­
ders certain particular conditions for the development of 
the socialist revolution and the building of socialism.

“All nations will arrivo at socialism,” Lenin pointed 
out, “this is inevitable, but all will do so in not exactly 
the same way, each will contribute something of its own 
to some form of democracy, to some variety of the dicta­
torship of the proletariat, to the varying rate of socialist 
transformations in the different aspects of social life.” 1

But these specifics in no way change the essence of tho 
main lines along which socialist revolution and socialist

1 V. L Lenin, “A Caricature of Marxism", Collected W orks, 
Vol. 23, 1977, pp. 69-70.
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construction develop. Differences in the practice of build­
ing socialism may appear, for instance, in the forms of 
the dictatorship of the proletariat, the forms of manage­
ment of production, the various forms of co-operation in 
agriculture; but the dictatorship of the proletariat, the abo­
lition of private ownership of the means of production, the 
co-operation of the peasantiy and so on, together consti­
tute the common factors without which the socialist system 
cannot develop.

Any departure from the chief laws governing socialist 
revolution and socialist construction, nationalism or over- 
estimation of national specifics are detrimental to tho build­
ing of socialism.

2. THE ECONOMY DURING 
THE TRANSITION PERIOD

The economy during the period of transition from capi­
talism to socialism is mullislructural, i.c., it consist* of sev­
eral economic structures.

Economic structures arc various types of social econo­
my based on dilTcrent forms of ownership of the means of 
production and corresponding relations of production; they 
are characteristic of a given country at a certain historic­
al stage in its development.

The economic structures within the national economy of 
a country during the transition period may be different, 
owing to the specific historical situation in the country 
that has sot out to luiild socialism. But there are three ba­
sic structures common to all countries entering tho period 
of transition from capitalism to socialism-, socialist, small 
commodity and capitalist.

The socialist structure

The socialist structure in a naLional economy is created 
by socialisation of the means of production.

The first, and most important step made by the proleta­
rian authorities in this direction is to take the command­
ing positions in the economy through socialist nationalisa­
tion.

Socialist nationalisation is tho revolutionary confiscation
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by the proletarian state of the means of production belong­
ing to the exploiting classes and their transformation into 
slate, socialist property (national wealth). All the wealth 
of the class of capitalists was created by many generations 
of the working class, so when the working class takes the 
means of production from the capitalists during the social­
ist revolution, it is restoring historical justice and carry­
ing out a just act. Everything created by the people must 
belong to the people.

As a result of the socialist nationalisation of the means 
of production, the basic contradiction of capitalism—that 
hetween the social character of production and the private 
capitalist form of appropriation—is abolished. Nationalisa­
tion makes the relations of production correspond to the 
productive forces and removes tho obstacles to their devel­
opment.

Nationalisation of the means of production destroys the 
economic domination of tbc bourgeoisie. The transfer of 
the means of production into the hands of the working 
people makes them the masters of the country, society’s 
dominant economic force.

The first to be nationalised are big industry, the banks, 
railway transport, the merchant marine and means of com­
munications, large-scale trading establishments, and the 
land, either fully or partially.

Depending on the forms of the class struggle and how 
fierce it is, nationalisation during the transition period has 
its own specific features in each individual country. In tho 
USSR, for iustaucc, where tho bourgeoisie waged an arm­
ed struggle, organised plots against the Soviet authori­
ties and did as much hàrm as it possibly could, nationali­
sation was carried out without any compensation being 
paid to the former owners. In a number of European social­
ist countries, nationalisation of the basic means of pro­
duction in industry, transport, communications and of the 
banks was carried out with small and medium entrepre­
neurs being paid a certain amount of compensation for 
tlicir enterprises, including those belonging to capitalists 
from the Allied countries during the Second World War. 
Enterprises belonging to German and Italian capitalists 
and local collaborators with the Nazis were nationalised 
without any compensation.

As a result of the nationalisation of .the means of pro­
duction and the implementation of a number of other meas-
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arcs,' Ihe socialist state creates a new structure of the na­
tional economy, one that had not existed before—the so­
cialist structure. This embraces plants, factories, banks, 
transport, state farms, trading organisations and co-opern- 
tivo associations—supply, credit, consumer and production 
co-operatives. The formation of the socialist structure of 
the national economy initiates the people's tremendous 
creative work in laying tho foundations of the socialist 
economies.

The socialist structure plays the leading rolo in the econ­
omy of the transition period because it unites the key 
sectors of the national economy and has the most up-to- 
date and sophisticated technology. This structure consti­
tutes the most progressive type of relations of production.

In socialist enterprises there is no exploitation of man 
by man, worker’s labour power ceases to be a commodity, 
siuce he works for himself and for his owrn society. The 
output of the socialist structure is distributed among all 
the working people.

Tho emergence of the socialist structuro, with the dom­
ination of socialised socialist ownership of tho means of 
production thus gives rise to new economic conditions, 
which provide the basis on which the new economic laws, 
tho economic laws of socialism, emerge, devolop and grad­
ually expand their sphere of operation. The economic 
laws of capitalism gradually lose their force and ultimate­
ly cease to operate.

Small commodity 
and capitalist structures

The small commodity structure emhrnces peasant hold­
ings and tho economics of craftsmen and homeworkers, 
based on private ownership of the means of production 
and personal labour. They are connected to a greater or 
lesser degree with the market. Small commodity produc­
tion is based on privato ownership of the means of pro­
duction, and this it lias in common with capitalist produc­
tion. On the other hand, the small peasants have a vested 
interest in all forms of exploitation being eliminated, a de­
sire the toiling peasantry shares with the proletariat.

At the beginning of the transition period, the small com­
modity structure covers the majority of the population in
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many socialist countries, but as socialism develops, it is 
transformed into socialist production by means of co-ope- 
ration.

The capitalist structure embraces economies based on 
private ownership of the means of production and wage la­
bour. It is represented hy rich peasants in the countryside, 
the owners of non-nationalised, usually small or medium­
sized capitalist enterprises in the towns. Here there is ex­
ploitation and labour power is a commodity. The surplus 
value is appropriated by the owners of the means of pro­
duction.

Initially, the socialist state restricts the capitalist struc­
ture, particularly the exploitation of labour power, and sub­
sequently pursues a policy ot abolishing it altogether.

The socialist, small commodity and capitalist structures 
are the maiu ones in the economy of the transition pe­
riod. In addition to these, however, there also exist the 
subsistence peasant economy (patriarchal) and state capi­
talism, their presence depending on the economic condi­
tions in tho given country during the transition period. 
They do not necessarily exist in every country setting out 
to build socialism.

hi the USSR, for example, during the transition period 
there existed the patriarchal peasant economy and also 
state capitalism in the form of concessions granted by the 
Soviet authorities Vo foreign capitalists, and in several oth­
er forms. Yet in the economy of the USSR state capital­
ism did not develop broadly at all.

The'task of the transition period consists in ensuriug 
the undivided sway of socialist relations of production and 
laying the foundations for socialism. For this purpose it 
is necessary, whilo developing the socialist structure as far 
as possible, to eliminate completely the capitalist one and 
to transform the small commodity structure into the social­
ist form of economy.

Classes in the transition period

There are certain classes corresponding to the various- 
economic structures during the transition period.

Tbc socialist structure is represented by the working 
class and the peasantry, united iu co-operative enterprises. 

The small commodity structure involves small and me-
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diurn peasants in the countryside, craftsmen and artisans 
in the towns.

The capitalist structure is represented by the bourgeoisie 
in the town and rich peasants in the countryside.

The position of the classes during the transition period 
changes fundamentally compared with their position under 
capitalism.

The working class, which was an oppressed and exploit­
ed class under capitalism, plays the leading role in soci­
ety once the dictatorship of the proletariat bas been estab­
lished. It becomes the ruling class, holding slate power and 
owning, jointly with all the other working people, the so­
cialised meaus of production.

Tho peasantry is liberated from dependence on big land­
owners, receives from the socialist state land, protection 
from exploitation by rich peasants, and help in co-operat­
ing.

In its policy in relation to the peasantry during the tran­
sition period, the socialist stale is governed by the Lenin­
ist formula of an alliance with tho middle peasant, reli- 
anco on the poor and struggle against the rich peasant. 
The pursuance of this policy results in the bulk of the peas­
ants becoming allies of the working class iu the huilding 
oi socialism.

Tho working class and peasantry are the chief classes 
of the transition period. In addition to the peasantry, tho 
working class rallies round itself all the other strata of 
tho working people—working intellectuals, craftsmen and 
artisans in the towns.

The bourgeoisie loses power and the basic means of pro­
duction, so ceases to be the dominant class during the 
transition period. But it remains strong for many years. 
This is because small commodity production spontaneous­
ly gives birth to capitalism on a mass scale. Moreover, 
even after losing its dominance, the bourgeoisie still en­
joys the support of international capital.

The contradictions 
of the transition period

The mult ¡structured economy of the transition period 
and the existonce of hostile classes give rise to contradic­
tions. The socialist structure during tho transition period
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is not yot all-embracing: it does not cover all sectors of 
tbe economy, especially agriculture. Capitalism still exists 
and wages a struggle against socialism, so Lonin pointed 
out that the period of transition from capitalism to social­
ism “has to be a period of struggle between dying capital­
ism and nascent communism—or, in other words, between 
capitalism which has been defealed but not destroyed and 
communism which has boen horn but is still very feeble’’.1

The contradiction between socialism and capitalism is 
the basic contradiction of the transition period. Who will 
ultimately triumph is decided in the course of a fierce class 
struggle. The outcome of this strugglo depends on which 
of the contestants manages to draw the peasantry along 
with it.

Tho correct policy pursued by Communist and workers’ 
parties, a policy of a firm economic and political union of 
the working class and peasantry, allows the proletariat to 
draw the toiling peasantry along with it. This decides the 
outcome of the struggle between socialism and capitalism 
in favour of socialism.

There are also other contradictions during the transition 
period. For instance, in some countries there exists a con­
tradiction between the advanced political system and the 
technological and economic backwardness of the country. 
This contradiction existed in the transition ported in the 
USSR. It was characteristic to some extent of the majori­
ty of the other socialist countries. During the transition 
period there is a contradiction between large-scale, integrat­
ed socialist industry and small-scale, scattered, privately 
owned peasant farms.

All theso contradictions of the transition period are re­
solved by implementation of the proletarian state’s policy.

3. ECONOMIC POLICY DURING 
THE TRANSITION PERIOD.

LENIN’S PLAN FOR BUILDING SOCIALISM
In order to build socialism, a corresponding economic 

policy, i.c., a totality of measures aimed at eliminating 
capitalist elements and ensuring the victory of socialism

1 V. I. Lenin, “Economics and Politics in the Era of the Dictator­
ship of the Proletariat”. Collected Works, Vol, 30, 1977, p. 107.
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must be elaborated and implemented by the proletarian 
state.

The economic policy during Iho transition period is gear­
ed to consolidating tlio union of the working class and 
peasantry and the dictatorship of the proletariat, to devel­
oping the country’s productive forces, destroying exploit­
ing classes and building socialism.

The economic policy of each country setting out to build 
socialism is determined by the state of the economy 
during tho transition period and the balance of class for­
ces. Its chief principles, however, retain their force in all 
countries building socialism.

The Soviot government began to pursue such a policy 
in the spring of 1918, but the impact of foreign interven­
tion, tbo Civil War and destruction made it necessary 
to go over to the policy of War Communism for some 
time.

During tho period of War Communism the Soviet author­
ities made everything behind the lines serve tho front. 
All industry, including small and medium-sized, was nat­
ionalised and private trading prohibited. In tbc country­
side surplus foodstuffs were requisitioned to supply the ar­
my and workers. In view of the difficult conditions pertain­
ing during the CiviL War and foreign armed intervention, 
the Soviet government introduced a system of food ration­
ing and labour conscription. All these measures together 
were knowu as War Communism, a necessary temporary 
policy pursued by the Soviet government and aimed at 
securing victory under the difficult conditions of the 
time.

In 1921, as soon as tbe foreign intervention and Civil 
War were over, the So%;iet authorities went over to the 
economic policy declared in the spring of 1918. In con­
trast to War Communism, it was called the New Econom­
ic Policy (NEP). The transition to NEP was initiated by 
tbo replacement of food surplus requisitioning by food ta­
xation, which was less than tbc amount that bad previous­
ly been requisitioned. Everything the peasants bad left 
after paying the food tax (in kind) to the state, they could 
disposo ol' at will, including by selling it.

The introduction of the food tax and the permission to 
engage in private trade wero necossary in order to provide 
an economic incentive to the peasants to improve agricul­
ture, in order to restore light and heavy industry and,

237



once tho country had accumulated hoth the strength and 
the resources, to mount a decisive offensive against the 
remaining vestiges of capitalism.

The economic policy of the USSR’s transition period was 
elaborated and implemented in a situation of capitalist en­
circlement and the building of socialism in a single coun­
try. Though this laid a cortain imprint on how it was im­
plemented, its main principles are of international signifi­
cance. At the same time, the specific forms and methods by 
which the economic policy is implemented during the 
transition poriod in different countries havo their own dis­
tinguishing features owing to the historical conditions un­
der which they develop. The other socialist states are im­
plementing this policy under more favourable conditions. 
They have the wealth of oxperionce of the Soviet Union 
to draw on, as well as scientific, technological and econo­
mic assistance, and the experience and mutual assistance 
of the countries of the socialist community.

The economic policy during the transition period was a 
specific expression of Lenin’s plan for building socialism.

Lenin worked out a scientifically substantiated plan for 
building socialism in the USSR, a plan that envisaged 
overcoming the country’s technological and economic back­
wardness, implementing socialist industrialisation, a social­
ist transformation of agriculture and a rovolution in the 
cultural sphore.

Socialist industrialisation

One of the most important component parts of Lenin’s 
plan for building socialism is socialist industrialisation.

Socialism can only he built on tho hasis of large-scale 
machine industry in all sectors of the nalional economy. 
“A large-scalo machine industry,” Lenin wrote, “capahle 
of reorganising agriculturo is the only material hasis that 
is possiblo for socialism." 1

Most countries setting out to build socialism cannot in­
herit such a developed material and technical hasis from 
capitalism, which, sinco it came into being, has only man­

1 V. I. Lenin, “Third Congress of the Communist International” 
Collected W orks, Vol. 32, 1977, p. 459.

238



aged to complete the industrialisation of a small numher 
of countries, in which only about 15 per cent of tlio world 
population live. Thus, lor the majority of countries begin­
ning to build socialism, industrialisation is vitally neces­
sary.

Socialist industrialisation means a dovelopinent of large- 
scale industry to ensuro a fundamental restructuring of 
tho entire national economy, including agriculture, on the 
basis of machine technology.

The central link in socialist industrialisation in the 
USSR was the priority development of the branches of 
heavy industry producing means of production: metals, 
fuel, machinery and equipment, building materials. Of par­
ticular importance for industrialisation is the creation of 
a modern engineering industry.

During socialist industrialisation the material founda­
tions arc laid for the development of socialist forms of 
economy—public aud co-operative enterprises in industry 
and agriculture. Industrialisation gives those forms of econ­
omy the technological supremacy they need in order to 
achieve a final victory over capitalist and small commodity 
production.

The implementation of socialist industrialisation is the 
hey to fulfilling all tho other basic tasks involved in build­
ing socialism—complete elimination of tlio capitalist 
structure, socialist transformation of agriculture, and the 
overcoming of the country’s technological and economic 
backwardness.

Thus, for instance, the need for industrialisation in the 
USSR was dictated, first, hy the fact that, until the victory 
of the Octoher Revoluion, Russia had heen technically and 
economically hackward compared with the dovoloped capi­
talist countries. It was a country of small peasants, where, 
al the beginning of the transition period, the economic base 
was still more suilahle for capitalism than socialism. Sec­
ond, the USSR was surrounded hy capitalist states striving 
to destroy or at least weaken the Soviet state.

These circumstances necessitated rapid socialist industria­
lisation, which was made possihle hy the socialist economic 
system aud the specifics of the socialist method of industria­
lisation.

Tho domination of public socialist ownership of the 
means of production allowed industrialisation in the USSR 
to begin with the development of heavy industry, rather
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than light, as was usually the case in capitalist countrios. 
The socialist economic system allowed all internal resorves 
to he mobilised for and geared to the priority development 
of large-scale macliino industry.

The main sources of funds for industrialisation in the 
USSR were rovenues from nationalised industry, agricul­
ture, foreign and domestic trade, and the hanking system. 
All these sources of internal accumulation provided billions 
of roubles, permitting large-scale investments to bo made 
in industry, especially heavy industry.

During the prewar five-year-plan periods (1929-1941) 
new industries wore created—tractor-building, motor, chem­
ical, machine-tool, aviation, and others. Thousauds of fac­
tories and plants came into operation. New enterprises began 
to play the chief role in tho total volumo of industrial 
output.

As a result of the successful fulfilment of tho programme 
for industrialisation, during the first two five-yoar-plan 
periods (1929-1937), the USSR had alroady heen trans­
formed from a backward, predominantly agrarian country, 
into a mighty industrial power; the country bad achieved 
complete economic independence from the capitalist coun­
tries and its defence capacity had grown immeasurably. The 
share of large-scalo industry iu tho country’s gross product 
increased from 42.1 per cent in 1913 to 77.4 per cent in 
1937. By tho end of the Second Fivc-Year-Plan period, in 
terms of industrial output the USSR was in first place in 
Europo and second in the world.

The successful development of industrialisation in the 
USSR eliminated tho contradiction between tlic world’s 
most advanced political power and a backward technical 
and economic hase, inborited from tsarist Russia. “The in- 
dustrialisation of the USSR,” runs the GPSU Programme, 
“was a great exploit performed by the working class and 
the people as a whole, for they spared no effort or means, 
and consciously made sacrifices to lift the country out of 
its backward state.” 1

Socialist industrialisation was of equal importance for 
the other socialist countries.

Tbeir industrialisation was accomplished under more pro- 
pilious conditions than those that had ohtained in the

1 The Road to Com m unism , p. 458.
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USSR. These countries rely on the comprehensive assis­
tance rendered by the Soviet Union aud the other indus­
trially developed socialist slatos, and this facilitates and 
speeds up the process of their industrial development.

The socialist transformation 
of agriculture

One of the first measures taken by the proletarian gov­
ernment in the countries setting out to build socialism is 
an agrarian reform involving confiscation of the exploiters’ 
land and its transfer to tbo toiling peasants.

When he was elaborating the Communist Party’s agri­
cultural programme, Lonin foresaw that land reforms might 
be carried out in differont countries both hy nationalisation 
of all the land, and by the transfer of the land to the private 
ownership of the peasants. Lenin’s forecast bas been fully 
confirmed by time.

In the USSR, straight after the victory of the socialist 
revolution, all the land was nationalised and then handed 
over to the peasants for their etornal and freo use, but it 
remained the property of the state. In other socialist coun­
tries the land belonging to big landowners was confiscated 
and most of it given to the peasants as their private prop­
erty. Only the land on which puhlic enterprises were set 
up was nationalised.

Yet neither nationalisation of the land nor its distribu­
tion among the peasants is, in itself, enough to give rise 
to socialist relations of production in tho countryside.

The predominant form of economy in the countryside 
following tho agrarian reforms is still small-scale privately 
owned peasant holdings. Socialism, however, proposes the 
socialisation of the moans of production not only in in­
dustry, hut also in agriculture.

The need for a transition to large-scale socialist produc­
tion in agriculture arises from the fact that socialism can­
not he built on two opposing foundations: that of large- 
scalo socialist industry and that of scattered and backward 
small peasant holdings. These holdings yield very low com­
modity output, since the productivity of lahour on them is 
very low. The fact that tlie peasant farms aro scattered 
and split up hampers the application of machinery and ad­
vanced agrotechnology in agricultural production. In these
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circumstances il is impossible to provide ihe growing popu­
lation of industrial towns with sufficiont foodstuffs and in­
dustry with agricultural raw materials. Nor can tlio welfare 
of the peasantry itself be improved.

Lenin worked out the ways and methods Гог tho socialist 
transformation of agriculture on tbo basis of co-operation.

He discovered the fundamental difference between co-ope­
ration under a dictatorship of the proletariat and that un­
der capitalism, pointing out that the growth of co-operation 
under the former and state ownorship of tho most impor­
tant means of production indicates a growth of socialism 
itself. Tho transition of tire peasants to large-scale co-opc- 
rativo production makes it possible to equip agriculture 
with new machinery. At the samo time, co-operation is a 
form of building socialism in the countryside in which 
the entire peasantry, even its poorest strata, can participate.

Proceeding from this, Lenin put forward the all-out 
development of co-operation of the peasantry as a vital 
task of socialist construction. Lenin showod the methods 
by which the socialist transformation of agriculture must 
be carried out on the basis of co-operation. He substantiat­
ed the principlo of voluntary association, which means that 
tho peasants must not have socialist forms of economy 
thrust on them, and that the co-operative movement must 
not ho implemented by decree.

A major principlo of Lenin’s co-operative plan is that 
co-operation should be introduced gradually, beginning with 
the most simple forms. Tho peasants’ road to socialism runs 
from consumer, supplies and sales, and credit co-operatives 
to the simplest production ones, from these to co-operation 
of a socialist typo.

Development of the simplest forms of co-operation in tho 
spheres of supplies, sales and credit, the positive experience 
of the work of the first collective and stato farms show 
the peasants in practice the advantages of large-scale social­
ist farming and teach them ihe skills they need for run­
ning farms collectively.

The most vital conditions for successful co-operation of 
agriculture aro that the working class should he in charge 
of tile huilding of socialism in tho countryside and that 
all-round help and support should he provided by the prolo- 
tarian state. Assistance from tho state takes many different 
forms—the provision of now agricultural machinery, money 
and seed loans, and so on, for the peasants.
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Lcuin’s co-operative plan was first implemented in the 
USSR. The tremendous educational and organisational work 
carried out by the Communist Party and the Soviet, Govern­
ment resulted in the USSR seeing a fuudamental turn hy 
the peasantry towards collective farms in the second half 
oí 1929. Most of the peasants joined collective farms. 
Through collectivisation, the country’s most numerous ex­
ploiting class—the rich peasants--wore deprived of means 
of production. The socialist mode triumphed not only in the 
towns, but also the villages.

Collectivisation gave the Soviet state a socialist hase 
not only in the most broad and vitally necessary branch 
of the economy, hut also the most hackward one—agricul­
ture. Agriculture began to develop on the same basis as 
industry -public socialist ownership of the means of pro­
duction.

Under the loadership of the Communist Party and with 
the all-out assistance and support of the working class, 
the peasants of the USSR set out towards socialism.

The basic form of collective farming in the USSR was 
the agricultural artel, i.o., a form based on socialisation ot 
tho main means of production and the collective lahour of 
the peasants, while the collective farmors retained their 
personal subsidiary holdings. The agricultural artel ensures 
a correct combination of the personal interests of the col­
lective farmers and thoir social interests, and successfully 
facilitates the development of the productive forces in agri­
culture.

Collectivisation in the USSR made it possible to create, 
in only a few years, the world’s largest socialist agricul­
ture, hased on the most advanced technology, and to provide 
the country with a much larger saleable output. It laid the 
way for a sharp riso in the well-being of the collective 
farm peasantry.

“The introduction in the Soviot countryside of large- 
scale socialist farming,” runs the CPSU Programme, “meant 
a great revolution in economic relations, in the entire wo.y 
oj life of the peasantry. Collectivisation for evor delivered 
the countryside from kulak hondage, from class differentia­
tion, ruin, and poverty. The real solution of the eternal 
peasant question was provided by the Lenin co-operative 
plan.” 1

1 The Road to C om m unism , j). 458.
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Tho peasantry of the other socialist countries is confi­
dently following tho road laid by tho toiling poasantry of 
tho Soviot Uuion. The majority of socialist countries have 
already completed the socialist transformation of agricul­
ture.

The experience of the Soviet Union amt the other social­
ist countries shows that the basic principles of Lenin’s 
co-operalivo plan are applicablo to every country setting out 
to build socialism. At the same time, individual countries 
might have their own specifics in the co-operation of peas­
ant farms.

Thus, during the socialist transformation of agriculture 
in the countries of the socialist community, where the 
land was distributed as private property among tho peas­
ants, trausilional forms of co-operative farm appeared that 
did not oxist in the USSR. On those farms, the land re­
mained the property of the peasant co-operators, and in­
comes were distributed not only according to their labour 
contribution, but also the quantity and quality of the land 
they had put at tho co-opcrative’s disposal.

By croalively applying the basic provisions of Lenin’s 
co-operative plan to the specific conditions in their own 
countries, the Communist and workers’ parties contribute 
to the development of Marxist-Leninist theory and enrich 
it with their own experience of buildiug socialism.

The revolution in the cultural sphere

The rise in the culture of the broad masses of tho popu­
lation in the socialist countries follows on from the very 
nature of socialism. Lenin noted that socialism’s task lies 
in putting all tho achievements of culture at the servico of 
the working people. And tho working people take power in 
order to ensure that all material and intellectual boons be­
come universally accessible.

At the same time, tho actual requirements of socialist 
production engondor tho need for an all-out rise in the 
culture and education of tho working poople. In order to 
develop socialist production, highly skilled, educated and 
conscious workers are required in all sectors of tho national 
economy. Consequently, having taken power, tho working 
class must work to organise the education, training and 
general mouldiug of tho builders of socialism.
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As a legacy from the bourgeoisie, and especially the feu­
dal system, the socialist stale receives a complote lack oi 
education and illiteracy, so, initially, the proletariat has to 
lake decisivo, revolutionary measures iu the struggle against 
1 ho illiteracy and lack of culture of the broadest strata of 
the working people in both town and countryside. This is 
why Lenin called the elimination of illiteracy, tho intro­
duction of universal education, the organisation of other 
cultural and educational measures a “cultural revolution”. 
Lenin’s programme of revolution in tho cultural sphere 
was a major contribution to revolutionary theory and prac­
tice.

The revolution in the cultural sphere consists in tho broad 
working masses possessing all tho hoons of culluro that 
were previously monopolised by the exploiting classes. In 
a short time, moss illiteracy of the adult population was eli­
minated in the USSR and a new system of public education 
was created. General, free education in the local languages 
was introduced including primary, sevou-year and secondary 
schools.

Major measures were also taken in the sphere of higher 
and secoudary specialised education, and this allowed a 
numerous, new, Soviet intelligentsia to he rapidly formed. 
A hroad network of scientific establishments was set up 
and the professional and technical standard of the working 
class rose substantially.

Major successes were scored in the spheres of the press, 
radio, television, tho cinema, literature and tho arts, and 
cultural and educational work in general among the popu­
lation.

The revolution in the cultural sphere brought the working 
people out of their intellectual slavery and ignorance, ac­
customed them to the riches of culluro accumulated by 
mankind. “The country, the bulk oi whose population had 
been illiterate”, reads the CPSXJ Programme, “made breath­
taking progress in science and culture.” 1

1 Thu Road to Coin munism,  pp. 458-59.
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A. THE VICTORY OF SOCIALISM

Elimination of the multiplicity 
of economic structures 
and the victory of socialism

As a result of the revolutionary transformations in Hie 
economy, political system and culture during the transition 
period, a new socialist society is created and socialism 
triumphs.

The victory of socialism means that private ownership 
is replaced by the domination of public socialist ownership 
of the means of production. Instead of a multistructurod 
economy, there is the undivided sway of tlio socialist struc­
ture in the form of large-scale, socialist, mechanised enter­
prises in town and village, and exploitation oT man hy man 
is abolished once and for all.

Tbo victory oT socialism means that the entire economic 
life of the country is determined and directed by state 
plans. Socialist society is freed for ever from anarchy of 
production and crises. Social production is organised Tor 
the greatest possible welfare and the unhampered, all-round 
development of all members of society.

Incomes are distributed between the working people of 
socialist society in accordance with tho quantity and quality 
of tbc labour they have contributed. The principle oi “from 
each according to his ability, to each according to his 
work” is established. This ensures tho material interest of 
the members of society in the results of their own labour, 
makes it possible to best combine personal and public inter­
ests, and serves as a mighty stimulus to increasing tbo 
productivity of lahour, raising the economy and the well­
being of the people. Awareness of the fact that the working 
people are working not for oxploiters, hut for themselves 
gives rise to labour enthusiasm, innovation, initiative, and 
socialist emulation.

From 1933 to 1937, in the USSR the socialist transfor­
mations were completed and, basically, a socialist society 
was built.

Tho victory of socialism led to fundamental changes in 
the class structure of society. The working class ceased to 
bo a class deprived of means of production and became one



that is free from exploitation and. jointly with all the peo­
ple, possesses tlie basic means of production. It became 
vanguard class, the leading force behind the development 
of society.

The peasantry was transformed from a class of small, 
isolated producers into a completely new class, free from 
exploitation. In close alliance with the working class, the 
collective farm peasantry takes an active part in managing 
the socialist state. The similarity between the two forms 
of socialist ownership (public and co-operative) brought 
the working class and the peasantry closer together, con­
solidated their alliance and made their friendship unbreak­
able.

A new intelligentsia dedicated to socialism, arose from 
among the people. It was provided with tho full opportunity 
to apply its knowledge fruitfully in the interests of the 
people building communism. The intelligentsia, together 
with the working class and the peasantry, participates 
actively iu running the country.

The victory of socialism eliminated the economic and 
political inequality of nations, the previous opposition be­
tween town and country, between mental and physical 
labour.

The common fundamental interests of the workers, peas­
ants and intellectuals brought about tlio unbreakable, socio­
political and ideological unity of the Soviet people, tlio 
friendship of peoples and Soviet patriotism.

Tho radical changes that- took place in the economic, 
political and social spheres as a result of the victory of 
socialism in the Soviet Union were fixed legislatively in 
the Constitution of the USSR adopted in 19.10.

Developed socialism

The USSR has now created a developed socialist society 
that is confidently proceeding from the first to tho higher 
phase of communism.

“The developed socialist society to which Lenin referred 
in 1918 as to Lhe future of our country,” it was noted at 
the 24th Congress, “has been built hy the selfless labour 
of the Soviet people. This has enabled us to tackle in 
practice the great task set by the Party Programme, by
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its latest congresses—that of building the material and 
technical basis of communism.” 1 

Developed, or mature, socialism is the period when the 
new social system—socialism—fully reveals its advantages 
in the economic, political, scientific, ideological, and cul­
tural spheres, in the labour and life of the people, and 
creates the conditions necessary for the building of commu­
nism.

Tn socialist society:
—all production, in town and countryside, proceeds on 

socialist principles, dovelops in a planned, balancod way, 
onr the basis of an integral fusion of the achievements of 
the scientific and technological revolution and the advan­
tages of socialism, for the sake of the increasingly full sa­
tisfaction ol‘ the growing material and cultural require­
ments of the people;

-  the country’s economy has attained a high level of 
development, with an interconnected, national economic 
complex having been created that includes the national 
economies of the union and autonomous republics and is 
developing according to a single state plan in the interests 
of the whole country and each republic individually;

—class and national antagonism has been abolished and 
society as a whole and each nation and nationality have 
social structures of the same type, consisting of a working 
class, collective farm peasantry and working intellectuals;

—comprehensive development with inseparable unity of 
union statehood and national statehood is ensured for re­
publics on the principles of democratic centralism, social­
ist federalism, and Soviot socialist democracy;

—tho necessary conditions have been created for the 
working people to take an active part in the development 
of science, technology and culture, while a flourishing, 
drawing together and mutual onrichment of the cultures 
of tho socialist nations and nationalities have become the 
rulo in the country’s intellectual life;

—tho ideology of Marxism-Leninism, socialist interna­
tionalism and friendship between peoples have become en­
trenched and there is an intensive exchange of material

1 24th Congress o f the C om m unist Party of the Sov ie t Union. 
March HO -  April 9, 1971. D ocuments, Novosti Press Agency Pub­
lishing House, Moscow, 1971, pp. 47-48.
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and intellectual values and personnel; the inter-influence 
and internationalisation of the entire way of life of the 
peoples gain strength in a variety of forms;

—there is comprehensive development of the new his­
torical community of people—tho Soviet people—and con­
solidation of the socio-political and ideological unity of 
society.

In political torms, tho society of developed socialism is 
characterised by the state of the dictatorship of the prole­
tariat being transformed into a socialist stato of the whole 
people where the loading role belongs to the. working 
class; in economic terms—by a further deepening of tho 
socialist socialisation of the means of production and la­
bour, an improvement of the relations of production on 
the basis of a miglity development of tbo productive for­
ces. The building of developed socialist society in the 
USSR was fixed legislatively in the Constitution of the 
USSR adopted in 1977.

In tho course of the huilding and further development 
of mature socialism, all the necessary material and intel­
lectual preconditions are croated for the transition to the 
now, higher phaso of development—communist society.

The Soviet peoplo assumed the historical role of being 
the initiator and pioneer in laying the way for social de­
velopment

The victory of socialism in the USSR was of tremen­
dous international significance. It was a blow to the world 
capitalist system. In a short time, socialism showed its su­
periority over capitalism, and this strengthened the work­
ing masses’ faith in the might of the working class and 
the victory of socialism throughout the world.

Socialism is now scoring one victory after another in 
the countries of the socialist community.

As a result of the successful implementation of the 
plans for socialist industrialisation and socialist co-opera­
tion of agriculture the majority of the countries following 
the socialist course have eliminated the multiplicity of 
structures in their economies and mado socialist relations 
of production dominant.

This means that these countries havo complctod or arc 
completing the transition from capitalism to socialism. The 
heroic efforts of the Soviet people and the peoples of tho 
socialist community have proved and tested the way to the 
new social system for all other peoples oti Earth.
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Removal of the possibility 
of restoring capitalism 
in the socialist countries

The victory ol' socialism resulted in the new system of 
social production acquiring undivided sway in the country. 
This means that socialist relations o! production were es­
tablished throughout the national economy, and capitalist 
relations and the exploiting classes were abolished.

But the victory of socialism in the USSR was not com 
píete. The USSR was the only country to have to build 
socialism in a capitalist encirclement. The imperialists 
were strong, so the danger remained of the bourgeois-land­
owning order being restored hy the forces of international 
reaction.

After tho Second World War, tlie situation in the world 
changed and a number of countries began lo build social­
ism. The Soviet Union, which had already completed this 
process, ontercd the period of all-out building of commu­
nism. The capitalist encirclement no longer existed.

The growth of the economic and political might of the 
USSR, and the formation and consolidation oí tlie world 
socialist system made it impossible for the socialist achieve­
ments Lo be cancelled out. The victory of socialism in 
tho USSR was complete. Not only in the Soviet Union, hut 
also in tlie oilier socialist countries, the socio-economic 
opportunities for restoring capitalism have now been re­
moved. The combined forces of the socialist community re­
liably guarantee each individual socialist country against 
encroachments on the part of imperialist reactionaries. The 
solidarity of the socialist stales in a single camp, its grow­
ing unity and constantly increasing might ensure the ul­
timate victory of socialism and communism throughout 
the socialist community.

The building and development of socialism in individual 
countries and on the international scale are a great result, 
of the historical creativity of the millions and millions of 
working people, who Iiavo taken their fate into their own 
hands. The scope for tlie historical creativity of the work­
ing population of the world is, as Lenin himself predict­
ed, growing. This reflects the inevitable transition from 
the prehistory of human society to its genuine, consciously 
created history.
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TJic historic triumphs of socialism are of tremendous 
international significance. The working people arc uow 
convinced that capitalism will inevitahly bo replaced by a 
new society with tremendous advantages over the old one.

Only in a socialist society can people find their true 
freedom and happiness. Only socialism liberates man from 
oppression, giving him broad rights and confidence in the 
future.

“Socialism has shown mankind the prospect of deliver­
ance from imperialism,” reads the basic document of the 
li)6i) International Meetiug of Communist and Workers’ 
Parties held in Moscow. “The new social system based on 
public ownership of the moans of production and on the 
power of the working people is capable of ensuring the 
planned, crisis-free development of the economy in the in­
terest of tho people, guaranteeing the social and political 
rights of the working people, creating conditions for gen­
uine democracy, for real participation by the broad masses 
of people in the administration of society, for all-round 
development of the individual and for the equality and 
friendship of nations. It has been proved in fact that only 
socialism is capable of solving the fundamental problems 
facing mankind.” 1

This is why the tremendous victories of socialism inspire 
Iho working people of the capitalist countries to strug­
gle for their rights ana for liberation from capitalist op­
pression.

The fact that socialism has been built in the USSR and 
is being successfully built in tho other couutries of the so­
cialist community clearly testifies to the triumph of Marx­
ist-Leninist theory, which lights the way for the working 
people to liberation from capitalist slavery, and to the 
transition to the new social formation—communism.

REVISION EXERCISES

1. What is the essence or the revolutionary character of 
the transition from capitalism to socialism?

2. Why is the period of transition from capitalism to so­
cialism necessary?

1 In ternational M eeting o f C om m unist and W orkers' Parties, 
Moscow, 1969, |ip. 21-22.
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3. What is Iho dictatorship of the proletariat ami wliai. 
forms docs it take?

4. What are the goneral laws of the Iran si lion period?
5. How is the socialist structure formed in the national 

economy?
6. What economic structures and classes exist during the 

transition period?
7. What are tho contradictions of the transition period?
8. What is the economic policy of the state during the 

transition period and how is it implemented?
9. What are the essence and significance of socialist in­

dustrialisation?
10. What arc the essence and significance of socialist co­

opération of agriculture?
11. What docs the victory of socialism imply?
12. What ensures the removal of the socio-economic op­

portunities for restoring capitalism in the socialist 
countries?



Chapter X

THE PRODUCTIVE FORCES  
AXD RELATIONS 
OF PRODUCTION  

IX SOCIALIST SOCIETY

Tbe previous chapter showed the victory of socialism 
anil its transformation into a world system. In order to 
study the economic laws and categories of socialism, a gen­
eral description must first be given of the productive forces 
and relations of production in socialist society.

1. THE PRODUCTIVE FORCES

The productive forces of socialist socioly constitute large- 
scale machine production in all sectors of the national 
economy, based on the most advanced technology and the 
labour of workers free from exploitation.

Large-scale machine production is, under socialism, pub­
lic property; it  develops in a planned, balanced way and 
is used to raise the material welfare and cultural level of 
all the working people. This fundamentally distinguishes 
socialist from capitalist production.

Important features of large-scale macliino production in 
socialist society are its high technical standard and rapid 
and continuous technical progress.

Technical progress

The current scientific and technological revolution opens 
up broad opportunities for technical progress under social­
ism. Thus, the integral fusion of the achievements of the
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scientific and technological revolution with the advantages 
of socialism entailed technical progress. Technical prog­
ress in the national economy means a steady development 
of science and technology and a rise in the cultural and 
technical level of the working people, the most advanced 
organisation of production, and on their basis, an all-out. 
increase in the productivity of social labour.

Under socialism, technical progress in the various branch­
es of production is continuous and planned, with the la­
test scientific and technological achievements and the crea­
tive activity of the working people being used broadly. 
Technical progress is a powerful means for increasing the 
public wealth in order to ensure a steady rise in the peo­
ple’s living standards.

The main linos of technical progress under socialism are 
an improvement in the instruments and techniques of pro­
duction, mechanisation and automation of labour proces­
ses, electrification of the national economy, widespread 
use of chemicals in production, and the use of nucloar po­
wer for poaccful purposes. All these are closely interlink­
ed and mutually conditioning. Mechanisation is a precon­
dition for automation. Mechanisation aud automation de­
velop on the basis of electrification of production, but elec­
trification, in its turn, is unthinkable without comprehen­
sive mechanisation and automation. The use of chemicals 
in the economy is impossible without mechanisation, auto­
mation and electrification. But, on the other hand, the use 
of chemicals is acquiring growing significance in the devel­
opment of mechanisation, automation and electrification.

The basis of technical progress is improvement of the 
instruments of production, which consists in invention aud 
introduction into production of the most economical and 
productive machines. It is ¡useparahly linked with an im­
provement in production techniques: methods for extract­
ing, processing and using raw7 and other materials, the in­
troduction of new types of raw and other materials, the use 
of high and super-high speeds, capacities and temperatures 
and other moans lor intensifying production processes.

Modernisation of equipment is of major economic signif­
icance in technical progress. Modernisation is the renewal 
and improvement of existing equipment by replacing ob­
solete parts, units, etc., of machines. The economic effective­
ness of modernisation is seen in the fact that it makes 
it possible to increase the volume of production and im­
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prove tiic quality of enterprises operation belli rapidly and 
at a relatively low cost.

Improvement of the instruments of production is the basis 
for further development of the country’s productive forces.

Of major importance in tile improvement of production 
under socialism is mechanisation of labour processes. Mech­
anisation means manual labour being replaced by ma­
chines. This makes labour easier and more productive, and 
speeds up the development of the socialist economy.

Comprehensive mechanisation is developed on a broad 
scale undor socialism and means mechanisation of all in­
terlinked production processes, both the main ones and au­
xiliary ones. Comprehensive mechanisation raises the pro­
ductivity of labour and prepares the ground for automa­
tion of production.

A higher stage of mechanisation is automation, i.c., the 
use of automatic machines which are self-control led and 
completely eliminate manual labour.

Automation of socialist production makes labour easier 
and saves on labour, helps to improve the quality and re­
duce costs. The transition to automation, especially to com­
prehensive automation of all production processes, extends 
the service life of equipment, and makes it more reliable 
in operation. There is a drop in the amount of electricity 
used, a rise in the standard of production and a cut in tlie 
numbers of service personnel. The result is a sharp rise in 
Iho productivity of social labour.

In contrast to capitalism, where mechanisation and auto­
mation of production result in millions of workers being 
thrown on to the streets without jobs, mechanisation and 
automation under socialist conditions do not and cannot, 
lead to unemployment. In socialist society, comprehensive 
mechanisation and automation of production processes are 
in the vital interests of the working people; they make the 
labour of millions of people easier and change its nature 
fundamentally; they increase labour productivity and cre­
ate the conditions for reducing the length of the working 
day and eliminating any substantial differences between 
mental and physical labour.

Improvement of the instruments of production, moder­
nisation, and mechanisation of labour processes, compre­
hensive mechanisation and automation of production are 
accomplished ou the basis of the development of engineer­
ing, instrument-making and metal-working. In tho USSR.
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iii the forty years from 1940 to 1980, the total volume of 
engineering and metal-working output rose 72 times. This 
meant unlimited opportunities for the development of the 
productive forces in all sectors of Lhe national economy.

Improvement of the instruments of production, mechan­
isation and automation of production processes are insep­
arably linked with electrification. Electrification means 
the introduction of electricity in all sectors of the economy 
and in everyday life. Electricity constitutes the source of 
power for modern technology, mechanisation and automa­
tion. It is the basis for the improvement and intensification 
of production processes. Electricity engendered new bran­
ches of production—electrometallurgy, lhe electrochemical 
industry, as well as new methods for procossing metals.

The USSR generated 1,295 billion kWh of electricity in 
1980, against tsarist Russia’s 1.9 billion kWh in 1913. In 
order to speed up the development of electricity generating 
capacity, the construction is currently envisaged of more 
electric power sLalions: thermal ones using cheap coal, 
natural gas and crude oil, large-scale hydroelectric and 
nuclear ones.

A major factor in the technical improvement of the nat­
ural economy is the use of chemicals, which means the 
development of chemical methods of production. The in­
troduction of the products of tho chemical industry allows 
fundamental changes to be mado in all sectors of the coun­
try’s economy.

In their revolutionary impact on productiou, chemicals 
arc on a par with elecLricily. Chemicals mako it possible 
to change the qualities of nalural materials, to create new 
materials with qualities not found in nature, i.e., to iu- 
creaso Lhe quantity of means of labour several fold, to in­
tensify production processes iu industry and agriculture 
sharply.

The successes scored by the chemical industry in pro­
ducing synthetic materials have created the conditions for 
a rapid development of the most advanced industries, in­
cluding nuclear power engineering, radioclcctronics, rock­
etry and others. Without tho use of chemical products and 
methods, no further dovolopmcnt would be possiblo in me­
tallurgy, engineering, the power industry, construction, ag­
riculture, transport, communications, tlio health service, 
and so on. Chemicals open up unlimited opportunilios for 
tho productiou of an extremely broad and diverse range of
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quality consumer goods. Tho chemical industry not only 
feeds people, it can also clothe them; it brings a multitude 
of convenient, cheap and practical articles into their lives.

At the current, stage in technological development, nu­
clear power is coming into increasingly widespread use. 
In the USSR there is a powerful nuclear power industry 
which lias a great future before it.

Such are some of Lhc main spheres of technical progress 
in the Soviet Union. One indication of the success of So­
viet science and technology is the fact that it was tho 
USSR that built the first nuclear power station and sent 
up Lhe first satellites, and also built, the first atomic ice­
breakers. One tremendous achievement of Soviel scientists 
and engineers was the world’s first manned space flight.

The Communist and workers’ parties of the socialist 
countries show a constant concern for rapid technical pro­
gress. For instance, the 2fith CPSU Congress, in 1981, out­
lined a grand programme for the period up to 1990 for in­
troduction of the achievements of tho scientific and tech­
nological revolution. The Congress pointed out the need 
for a further rise in the effectiveness of all social produc­
tion. To this end, deep qualitative shifts were outlined for 
production on tho basis of accelerated scientific aud tech­
nical progress. This means a priority development of tho 
industries that determine scientific and technical progress, 
the implementation of a single technical policy, further 
electrification, comprehensive mechanisation and automa­
tion, technical retooling of the key branches of production, 
the introduction of fundamentally new technology, mate­
rials, production techniques, the rapid utilisation of the re­
sults of scientific research in production, and the develop­
ment of production and widespread uso of automatic ma­
nipulators (industrial robots).

The material and technical basis 
of socialism

The material and technical basis of a society rests on 
the existing level of development of the productive forces 
and accords with the character of the dominant relations 
of production.

Socialism creates its own material and technical basis, 
which gradually develops into that of communism.



The material and technical basis of socialism rests on 
large-scale machine production developing in a planned, 
balanced way iu all sectors of Lhe economy, with a prio­
rity growth ol the production of means of production.

Large-scalo machine production makes it possible to use 
modern means of labour, and the achievements of science, 
technology and progressive production techniques on the 
jcalc oi' the whole socialist society. Thus, large-scale ma­
chine production creates the material preconditions for a 
steady growth of the productivity of labour. It allows so­
cialist society, with the help of machinery, to make la­
bour easier, to cut the working day and thus save time for 
a continuous improvement in the cultural and technical 
standards of industrial personnel.

The material and technical basis of socialism is distin­
guished by a high degree of socialisation, which takes the 
form of concentration, specialisation and co-operation in 
industry. Concentration of production embraces production 
as such, labour power and the output of products in increas­
ingly large enterprises. Socialist production is the most 
concentrated in the world. One form in which the concen­
tration of production is manifested is combination.

Combination of production means the concentration of 
various industries, interconnected by the production pro­
cess, in ono large enterprise. For instance, the Magnito­
gorsk Iron and Steel Combine carries out a full cycle of 
iron and steel production and includes huge iron and steel 
workshops, enterprises in tho mining, coke and chemical, 
rofr.actory and other industries. A combine is an integral 
technological and production unit.

Examples of combination are petrochemical combines, 
which provide for comprehensive oil refining, the produc­
tion of petrol and lubricating oils, synthotic rubber and 
spirit, acetic acid, acetone, plastics and other types of 
petrochemical processing. Combination of production has al­
so become widespread in the pulp-and-paper, food, textile 
and other industries.

One distinguishing feature of the material and technical 
basis of socialism is broad, planned specialisation and co­
operation of enterprises. Specialisation is the procoss of 
the separation of enterprises characterised by special equip­
ment, the production technique, and corresponding skilled 
personnel, and producing one particular finished product 
or part of a finished product.
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Specialisation is based on a division of labour between 
individual enterprises. Specialised enterprises offer much 
greater opportunities for using highly productivo equip­
ment, introducing standardisation and mass, flow-liue pro­
duction on the basis of comprehensive automation and me­
chanisation. Specialisation ensures a steady rise of labour 
productivity, an improvement in the quality of output and 
a rational organisation of labour.

Specialised enterprises require close interlinks with ono 
another. This is accomplished by means of co-operation. 
Co-operation is the planned, balanced establishment of 
constant production links between enterprises jointly manu­
facturing a particular product, but which arc economically 
independent of one another.

There is intrarégional co-oporalion, -when production 
links connect enterprises within a single economic region, 
and interregional co-opcralion, when they connect enter­
prises in different regions.

The farms of socialisation of socialist production consid­
ered above are characteristic of all sectors, including ag­
riculture. The multisectoral system of agriculture is insep­
arably linked with production specialisation.

Specialisation and co-operation of production arc accom­
plished not only within a siuglc country, but also between 
socialist countries.

One characteristic feature of the material and technical 
basis of socialism is a high technological level iu all sec­
tors of the national economy, achieved as a result of sci­
entific and technical progross. In the socialist economic 
system, machines are used whenever this benefits society, 
i.e., whenever they save on human labour and make it 
easier.

Large-scale socialist enterprises based on the most ad­
vanced technology arc one aspect of the productive forces 
of socialist society. The other, main part of the productive 
forces of society consists of people themselves, with their 
labour skills.

The working people—
the chief productive force of society

During the production oí material wealth, people con­
stantly improve the instruments of labour, invent ma­
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chines, ünd applications for natural riches and, at the same 
time, enrich and improve their production experience and 
technical knowledge. Only people can make machines run, 
so theirs is the decisive rolo in the development of pro­
duction. The primary productive force of all mankind, Lc- 
niu said, is the working man. Largo-scale machine produc­
tion and technical progress in all sectors of the national 
economy demand large numbers of more and more skilled 
and educated workers. Socialist society has a vested inter­
est in the level of skills, as well as the cultural level of 
the people, steadily rising. Tho mass-scale, planned train­
ing of skilled workers in the USSR is accomplished 
through the system of stale vocational schools. Every year 
sees an increase in tbe number of skilled workers train­
ed in enterprises on various typos of courses and in differ­
ent sorts of schools, as well as through work-team and in­
dividual training.

A significant share of young workers receive special 
and general education through the system of evening 
schools, technical schools and higher educational establish­
ments. Of tremendous importance for improving the train­
ing of skilled, highly educated personnel in the USSR is 
tho implementation of compulsory secondary education.

Socialism ensures the highest possible cultural and tech­
nical level of all the working people. This is manifested 
in the changing professional composition and rise in the 
educational level of the working people. Tho overall num­
bers of experts with a higher or secondary specialised edu­
cation employed in the economy of the USSR (including 
on collective farms) was 26.4 million in 1980, against
190,000 in 1913.

The development of large-scale machine production has 
led to a growth in the numbers of the working class. In 
1928, there were 10.8 million factory and office workers 
in the USSR, and in 1980 there wero already 112.5 mil­
lion.

The socialist system brings an unprecedented increase 
in tbc crealivo activity of tho broad population. Under so­
cialism, each working mail is interested in raising the prod­
uctivity of labour, in a steady and rapid development of 
the productive forces, since he works for himself, for his 
own society.



2. RELATIONS OF PRODUCTION

Socialist relations of production differ fundamentally 
[rom the relations of production under capitalism and other 
social formations based on private ownership of the means 
of production.

The foundations of the relations 
of production under socialism

Socialist relations of production arc based on socialised 
ownership of the means of production, holding undivided 
sway in all sectors of the national economy.

In the Manifesto of the Communist Party, Marx and 
liugels wrote; "The distinguishing feature of Communism 
is not the abolitiou of property generally, but the abolition 
of bourgeois property.” 1

Of decisive significance in the system of relations of 
production Is tlie way the worker is connected with l.ho 
incans of production. Under capitalism, the two counter- 
pose each other, since llic means of production arc tlie pri­
vate property of capitalists. They arc combined in produc­
tion by the sale and purchase of labour power, which 
meaus bondage and exploitation of the working people. 
This is why, under capitalism, the working people wage a 
coustant battle for the abolition of private property.

In socialist society, the working people do not stand in 
opposition to the means of production; they own them. 
Under socialism the working people are, therefore, interest­
ed in tlie all-out consolidation and development of social­
ised ownership.

What, then, characterises socialised ownership of the 
means of production? Above all it implies that the means 
of production belong to tlie working people and cease to 
he capital, a means of exploitation.

Socialised ownership of the means of production under 
socialism also determines the corresponding character of 
the relations between people in production, exchange and

1 Karl Marx and Frederick Engel?, '‘Maniiesto ot the Communist 
Party", Collected W orks, Vol. G, Progress Publishers, Moscow, 1£)7G, 
p. 498.
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ilislrjbillion. These relations uro characterised by comrade­
ly co-operation and socialist muLual assistance between 
people free from exploitation, by distribution of products 
to the benefit of the people themselves, according to the 
principle of “to each according to his work”.

In fact, when the means of production belong to the 
people themselves, when every member of society indivi­
dually and society as a whole are equally interested in in­
creasing production, the relations between people become 
friendly. In striving to produce more, people do every­
thing to help one another succeed. The common interests 
of the working class, peasantry, intelligentsia, indeed all 
members of socialist society, being free from exploitation, 
provide the basis for comradely co-operation and socialist 
mutual assistance. These relations lake shape within en­
terprises, between enterprises, between state enterprises 
and collective farms, between the working class and the 
peasantry, and so on.

The relations of comradely co-operation and mutual as­
sistance, the overall creative activity of people, open up 
unlimited opportunities for development of the productive 
forces.

Inherent iu capitalism is an antagonistic contradiction 
between the social character of production and the private 
capitalist form of appropriation of the results of produc­
tion. Under socialism, this contradiction is abolished, for 
corresponding to the social character of production there is 
social appropriation of the products of labour. As a result, 
socialist relations of production open up broad opportuni­
ties for the continuous and rapid development of tho pro­
ductivo forces.

Socialist relations of production gradually change as the 
productive forces become more sophisticated, hut the rela­
tions of production themselves aro not passive in relation 
to the productive forces. As they improve, they ensure un­
limited scope for the development of the productive forces.

The two forms of socialist property

Socialist properly, as has already been shown, emerges 
during the period of transition from capitalism to social­
ism.

The working class, once it has seized political power,
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encounters, on the ouc hand, large-scale capitalist property, 
which is nationalised aud transferred into the bands oi 
the socialist slate (this is how state socialist properly emer­
ges) and, on the other hand, small private property of peas­
ants, artisans and craftsmen, based on their personal la­
bour. Small and medium commodity producers voluntarily 
combine in production co-operatives, and their property is 
socialised on co-operative principles. This is how collective 
farm and co-operative properly emerges.

Consequently, under socialism, socialised properly exists 
in two forms: in the form of slate public property, i.e., the 
properly of the whole people, and in the form of collective 
farm and co-operative property, i.e., the property of indiv­
idual collective farms and co-operative associations.

The property of trades unions and other social organisa­
tions required for them to fulfil their set functions is also 
socialist property.

The existence of two forms of socialist property ac­
counts for that oT two forms of socialist enterprise, similar 
in social nature—public, collective farm and co-opcrativo 
ones.

The predominant and leading form of property in all so­
cialist countries is state (public) property.

Slate (public)  property in the USSR includes the land, 
minerals, water, forests, factories and plants, miucs and 
quarries, rail, water and air transport, banks, means of 
communication, state farms, repair and service stations, 
stale-owned trade and procurement enterprises, municipal 
services, housing in towns and workers’ settlements, as well 
as the output of public enterprises.

Collective farm and co-operative property in the USSR 
includes the properly of 25.2 thousand collective farms 
(1980); agricultural machinery (tractors, combine harvest­
ers, etc.), agricultural installations, socialised draft and 
commercial livestock, subsidiary enterprises for processing 
agricultural raw materials, collective farm power statious, 
a broad network of cultural and communal amenities and 
services, as well as the output of collective farms and other 
co-operative enterprises.

During the building of socialism, there is an increase in 
commonly-owned collective farm property.

The co-operative form of property exists not only in ag­
riculture, but also, for instance, in trade. In the USSR,
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there are co-opcralivo trading enterprises in the form of 
consumer associations, mainly of the rural population.

Such are the chief forms of collective farm and co-oper­
ative associations in the USSR, and they have now become 
broadly developed in other socialist countries, too.

In their socio-oconomic nature, public property and col­
lective farm and co-operative properly are of the same 
kind. In what way? Slate enterprises and collectivo farms, 
first-, are based on socialised socialist means of production 
and collective labour; second, they exclude exploitation of 
man hy man; third, they operate in a planned, balanced 
way, in order to improve the welfare of the people; fourth, 
they implement the socialist principle of distribution ac­
cording to work done.

The fact that the two forms of property are of the same 
kind does not, however, imply that there are no differences 
between them. The main difference between public prop­
erly and collective farm and co-operative property is their 
differing degrees of socialist socialisation oí the means of 
production. In public enterprises, all the moans of produc­
tion throughout tho country are socialised (constitute na­
tional property), but in collective farm and co-operative 
ones, tho means of production are the properly of indivi­
dual collectives (collective farms, artels). The output of 
public enterprises belongs to tho whole nation. The output 
of collective farms is the property of the given collective 
farm.

The different degree of socialisation of production eugen- 
ders different forms of payment to tho people working in 
production and different forms of management, hi public 
enterprises, tho socialist stale administers through its rep­
resentatives—directors appointed by state bodies. Collec­
tive farm and co-operative affairs are run hy a general 
meeting of members and its electod board of management, 
headed by a chairman.

Tho development of thb productive forces entails an in- 
creaso in tho degree of socialisation of collective farm 
production, a gradual rise in tho collectivo farm and co­
operativo form of property to the level of national properly. 
As communism is built, these processes will eventually re­
sult in the public form and collective farm aud co-opera­
tive form of property coalescing into a single form of com­
munist property owned by the whole people.
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Personal property
Under socialism social property applies to the means of 

production and output. Part of this output, consisting of 
consumer goods, is distributed among the people in ac­
cordance with the quantity and quality of the work each 
of them has done and becomes their personal property.

Under socialism, personal property means ownership by 
individuals of products of labour intended for personal con­
sumption. In the USSR, porsoual property includes wages 
and savings, part of the country’s housing, domestic items, 
personal consumer goods and amenities.

A particular form of personal property under socialism 
is the persoual ownership of the collective farmer’s house­
hold which consists of his house, and adjoining structures, 
domestic livestock and fowl, and small agricultural im­
plements required for cultivating his personal holding. It 
is based on personal labour of the collective farmer and 
his family, and. is of a subsidiary nature.

The source oi personal properly in socialist society is la­
bour in social production. Under socialism, the domination 
of socialist ownership of Iho means of production lays firm 
foundations for increasing satisfaction of the personal re­
quirements of the. working people and growth in their per­
sonal property. This is ensured by tho consistent imple­
mentation of the principle of personal material interest 
through wages according to the quantity and quality of la­
bour. This increase in personal property does, however, 
havo its limits. Under socialism, personal properly cannot 
he used to the detriment of the interests of other indivi­
duals or tho state as a whole.

Economic laws
On the basis of socialist ownership of the means of pro­

duction, the economic laws of socialism emerge, develop 
and operate: the basic economic law of socialism, the law 
of the planned, balanced development of tho national econ­
omy, the Jaw of distribution according to work done, and 
others. The economic laws of socialism express the essence 
of socialist relations of production and aro objective in 
character. They arise and operate irrespective of people's 
will or desire. This does not mean, however, that tho eco-
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rioniic laws are similar to the Jaws oi nature in operating 
on their own. Economic laws, as the laws of relations oi 
production, cannot operate in tbo absence of people 
or social production. The objective character of tho 
ecooomic laws of socialism engendered by the socialist re­
lations of production merely implies that, in their actions, 
people proceed from these laws and cannot ignore then- 
operation.

A lack of understanding of the objective character of the 
economic laws of socialism and a disinclination to lake 
them into account in economic operations has negative 
consequences. Tho economic laws make themselves fell 
if tho people violate ihem.

The way in which llie economic laws of socialism ope­
rate differs fundamentally from that in which the economic 
law’s operate under capitalism. The difference is that the 
economic laws of socialism do not operate spontaneously, 
but are used consciously ami in an organised way by so­
ciety. As Engels put it, tho sa mo difference exists between 
Lite economic Jaws of capitalism and socialism as between 
lightening striking from the sky and electricity in human 
hands.

Socialist property unites people’s actions in integrated 
economy with a single leadership, so, under socialism, 
there is no chance for society to develop spontaneously. It 
becomes possible and necessary to make conscious use of 
the economic law’s of socialism on the scale of society as 
a whole. For instaure, without centralisation in decision­
making on the chief issues, no planned, balanced develop­
ment of the economy is possiblo. Without unified slate gui­
dance, the plans for individual enterprises would lose their 
significance since the activities of each enterprise would 
simply involve adapting to the changing play of market 
forces. Spontaneity and socialism are incompatible and 
mutually exclusive.

Tho ecooomic law’s of socialism arise and operate on 
the basis of spocific conditions, so a change in these con­
ditions either provides Iho economic laws with greater 
scope for their operation or narrows their splicro of action 
and leads them to dying out.

Thus, for example, the role of the law of the planned, 
balanced development of tho economy increases with the 
transition to a single, communist ownership. The sphere of 
operation of the law of distribution according to work done,
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on the other hand, become» narrower and narrower with the 
transition to communism and, in developed communist so­
ciety, this law dies out complolely, since distribution of 
the material woaltli will then be according to needs.

A scientific knowledge of the economic laws of social­
ism is necessary in order that tlioy might bo used in so­
ciety’s practical activities for elaborating and implement­
ing the economic policy of the Communist Party and the 
socialist state.

3. THE BASIC ECONOMIC LAW 
OF SOCIALISM

Under socialism, given socialist ownership, the centuries- 
old longing of (he working people for an improvement in 
the condition is truly fulfilled. Socialist production is organ­
ised in order to satisfy the material and intellectual re­
quirements of all members of society. This is its direct 
goal and natural purpose. Only in this direction, in the di­
rection of raising the standard of living of the population, 
for the sake of ensuring the full welfare and unhampered, 
all-round development of all members of society, can so­
cialist production develop successfully.

The goal of socialism is the increasing satisfaction of 
the people’s growing material au<l cultural requirements. 
When describing socialist society, Marx and Engels show­
ed that* while the ultimate goal of any activity in capital­
ist society is to make money, and the receipt by capitalists 
of surplus value is the motive force and final result of 
production, under socialism production develops in order 
to satisfy the requirements of society itself and of all its 
members. “With this recognition,” Engels wrote, “at last, 
of the real nature of the productive forces of today, the so­
cial anarchy of production gives place to a social regula­
tion of production upon a definite plan, according to the 
needs of the community and of each individual.” 1

Lenin pointed out that socialist society will replace l.bo 
capitalist one to ensure the full welfare and all-round de­
velopment of all its members. Lenin often stressed the 
idea that socialism alone provides an opportunity for the

1 F. Engels, Anti-DShring, Progress Publishers, Moscow, 1075, 
l>. 332.
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actual subordination oî social production and distribution 
lo scientific considerations and people’s interests and re­
quirements, in order to make the life of all working people 
as easy and prosperous as possible.

Lenin said that, while formerly human genius, tbe brain 
of man, had been used to create merely in order to provide 
some people with tho benefits of technology and culture, 
and deprive others of tbo most essential things—education 
and development, now, under socialism, all Iho wonders of 
technology, all tho achievements of culture, would become 
universally accossiblo and human genius and man's brain 
would never again be turned into moans of coercion and 
exploitation.

Satisfaction of the requirements of all members of socie­
ty is objectively conditioned by socialist relations of pro­
duction. No other purpose for production is possible under 
socialism, for, iu a socialist society, there is no private 
ownership of the means of production and no, consequent­
ly, economic basis for the exploitation of man by man. All 
the means of production and all the products of labour 
belong lo the working people themselves, united on the 
basis of socialist ownership of the means of production. 
The economic interests of the working people, who own the 
moans of production and products of labour, are tho ebief 
motivu force behind the development of production under 
socialism. All tbc development of social production is car­
ried out for the sake of mail and for tho benefit of man. 
This fundamental specific of socialist production is mani­
fested in the basic economic law of socialism.

Its essence is that the direct objective of socialist pro­
duction becomes the full welfare aud unhampered, all­
round development of all members of society, to be ensur­
ed through a continuous rise and improvement of social 
production. According to the Article 15 of the Constitu­
tion of t-hc USSR, “Iho supreme goal of social production 
under socialism is the fullest possible satisfaction of tho 
people’s growing material, aud cultural and intellectual re­
quirements”. 1

The basic economic law of socialism reflects the goal of 
socialist production and the way to attain it; it determines

1 Constitution (Fundamental Law) oj the Union of Soviet So­
cialist Republics, Novosti Press Agency Publishing House, Moscow, 
1077, p. 26.
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Ihe motive force of socialist society and its fundamental 
difference from capitalism.

The Marxist-Leninist party and tlie socialist stato sub­
ordinate all their activities ill developing the national econ­
omy and socialist culture to the chief humane goal of 
achieving ever fuller satisfaction of the people’s material 
and cultural requirements and their all-round development. 
As is stated in the “Guidelines for the Economic and So­
cial Development of the USSR for 1981-1985 and for the 
Period Ending in 1990”, adopted by the 26th Party Con­
gress in 1981, “during the 1980s the Communist Parly 
will continue consistently to implement Us economic strat­
egy, the supreme objective of which is steady improve­
ment of the material and cultural standards of the people’s 
life and the creation of belter conditions for the all-round 
development of the individual, based on further growth of 
the efficiency of all social production, higher labour pro­
ductivity and greater social activity of the Soviet people”. 1

On what docs the successful fulfilmonl of this task de­
pend? The chief means for fulfilling it is a continuous 
development and improvement of social production on the 
basis of advanced technology. And this means that each 
worker in socialist society must work selflessly and, with 
his labour, create the possibility of a steady rise in the 
well-being of tho entire uation.

The workers in socialist society understand that, only 
by ensuring the continuous development and improvement 
of social production, can a rise in their standard of living 
bo ensured.

In tho process of the development and improvement of 
social production the material and intellectual precondi­
tions are created for building communist society. Conse­
quently, the basic economic law of socialism is that of the 
movement and development of socialist society towards 
communism.

All the measures taken by the Marxist-Leninist parlies 
in the socialist countries are geared to onsuring a steady 
rise in the standard of living.

Every working person in tho USSR feels tlio benefits of 
this policy pursued by the Communist Party. Since the

1 Docnrne.nls and Resolutions. The 20th Congress o} the Com­
munist Party of the Soviet Union, Novosti Press Agency Publishing 
House, Moscow, 1081, p. 163.
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inception of the Soviet Union, the living standards in the 
country have increased immeasurably. In comparison with 
1913, the national income in the USSR had risen 73-fold 
by 1979. From 1950 to I960 alone, the national income in­
creased by 756 per cent, compared with a 177 per cent 
rise in the USA. The per capita national income in the 
USSR increased by 480 per cent between 1950 and 1980, 
compared with an 88 per cent rise in the USA, 198 per cent 
in France and 82 per cent in Britain. Thero has been a sig­
nificant riso in the real incomes of both workers and peas­
ants. Compared with tho prerevolutionary poriod, by 1979, 
tho real incomes of industrial and construction workers, tak­
ing into account the elimination of unemployment and 
shortening of the working day, had increased by 950 per 
cent on average per worker, while those of the toiling 
peasants had risen almost 16 times. Between 1940 and 
1980 the real incomes of industrial, office and professional 
workers increased hy 300 per cent, while those of the 
collective farmers by 590 per cent.

The growth of the material welfare and living standards 
of the working people is reflected in their purchasing pow­
er. Consumption goes up by the year.

The historic transformations in tho social structure of 
society in the USSR wero accompanied by fundamental 
changes in the mode of life of all Soviet people, by an in­
tensive development of its socialist, social features and by 
a substantial riso in the working people’s standard of living.

Unemployment has been completely abolished in the 
USSR and the length of the working day is heing syste­
matically reduced. Working conditions arc heing made 
more healthy everywhere; tremendous work has heen done 
to improve the people’s housing and living conditions, while 
the USSR maintains the lowest rents in the world; educa­
tion is universal and paid for by the state. In 1974, com­
pulsory universal secondary education was introduced. So­
ciety assumes a significant part of the cost of bringing up 
tho younger generation. There is a single, unified system 
of pensions, which are paid by the state and collective 
farms. Thc-pcnsionahlo age in the USSR is lower than in 
most countries; medical caro is free of charge and exten­
sive caro is showrn for mothers and children. In fifty years, 
the average life expectancy has more thau doubled. The 
material welfare of the people will rise even further in the 
future.

270



Tho Eleventh Five Year Plan (1981-1985) provides for 
¿ui increase in the share of the national income, used for 
consninplion and accumulation, hy 18-20 per cent, while 
per capita real incomes aro to rise by 10-18 per cent.

Socialism has already brought the working people tre­
mendous henefils. The future development of the most ad­
vanced, genuinely people’s social system will entail the all­
round flourishing of the members of society and fulfilment 
of what the founders of scientific communism foresaw.

4. THE ECONOMIC ROLE 
OF THE SOCIALIST STATE

The development of the productive forces and improve­
ment of socialist relations of production docs not take place 
on its own, spontaneously. The decisive role in the organi­
sation of the production, distribution and exchange of prod­
ucts at all stages of socialist construction belongs to the 
state, guided by the Marxist-Leninist party.

The organising and mobilising role of the socialist state 
in the country’s economy follows on from all the command 
posts in the economy being concentrated in the hands of 
the state.

The bulk of the means of production in the socialist 
countries (over 90 per cent in the USSR) are the property 
of the whole peoplo and are in tho hands of the state and 
its representatives, both at tho centre and tho local level. 
The rest of the means of production, belonging to co-ope­
rative enterprises, are also, in some form or another, sub­
ject to contralisod, unified management and planning.

The socialist state is the first over stale of the working 
people. It reflects tho interests of the people—those who 
create tho material values, who ensure, with their own croa- 
tivc lahour, tho existence and development of society. All 
the socialist state’s activities aro carried out with the sup­
port and active participation of the broad population.

The socialist slate is guided in its practical activities by 
tho Marxist-Lcninist theory of the laws governing tho de­
velopment of society. The economic policy of tho socialist 
stale is based on .scientific analysis of the objective devel­
opment processes in socialist society, which allows not only 
a correct assessment of tho past, hut also a correct determi­
nation of the development trends for the future.
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The chief content of the activities of tho socialist stale 
consists mainly in economic, organisational, cultural and 
educational work.

The socialist state, proceeding from the economic laws 
of socialism, elaborates plans for the development of the 
economy and culture and, by mobilising the people, en­
sures their fulfilment. It determines the scale, rale and pro­
portions of tho development of all sectors of the national 
economy, the volume and structure of investment. It orga­
nises financial and credit affairs, composes the state budget 
and ensures its implementation, distributes the natioual in- 
como, determines the share of accumulation and consump­
tion. The state keeps strict account of and control over the 
measures of labour and consumption. It determines the 
wage policy, organises commodity turnover, sets prices, and 
so on. The stale trains and places, educates and moulds per­
sonnel. It organises all links in the management apparatus.

Tho guiding and organising force of the socialist stato is 
the CPSU which directs the activities of all public authori­
ties and social organisations of the working people (So­
viets of People’s Deputies, trades unions, the Young Com­
munist League, and so on) and mobilises the workers, 
peasants aud intellectuals to fulfil Llio economic and polit­
ical tasks. It educates tho broad population, and raises their 
communist consciousness.

Thus, the socialist slate, under tho leadership of 
the CPSU, carries out tremondous work embracing all 
aspects of the country’s economic affairs.

The enormous growth of tho produclivo forces in the 
USSR, and the development of the scientific and techno­
logical revolution insistently demand a further improve­
ment of tho methods and forms of economic planning and 
management, and a strengthening of tho economic mechan­
ism’s impact to increase tho efficiency of production and 
the quality of work.

Tho socialist state runs the economy on tho principle of 
democratic centralism , this being tlio chief principle in the 
management of the socialist economy. It combines centra­
lised planned management of the economy with socialist 
democratism, relying on tho initiative and aclivcness of 
the working people.

The organisation of economic planning and management 
on the basis of democratic centralism presupposos that the 
central organs of power concentrate only on the key issues.
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Centralisation of management is combined with maximum 
development of local creative initiative on tlic part of the 
broad population. Lenin wrote that-, under democratic cen­
tralism, ‘‘the unity of essentials, of fundameutals, of the 
substance, is not disturbed but ensured by variety in de­
tails, in specific local features, in methods of approach, in 
in methods of exercising control”. 1

The need for a further improvement of economic manage­
ment methods was stressed at the 26 111 CF\SU Congress 
in 1981.

Tiie chief principle of management is tlic unity of polit­
ical and economic leadership. This means that issues must 
bo decided with due account of the tasks of building com­
munism and of national interests rather than local ones.

One of the principles of economic management is a com­
bination of sectoral and lerriiorlal management of enter­
prises, which means that each enterprise is a component 
part both of a particular sector and of a territorial indus­
trial complex. The need therefore arises for combining sec­
toral and territorial principles in enterprise management.

The 26lli GPSU Congress noted that regional and sec­
toral interests must he belter accounted for and comhincd 
in management of the economy and that territorial indus­
trial complexes must be belter managed.

Of particular significance iu the organisation of manage­
ment- is the principle of personnel selection. Like any other 
activity, management is carried out by people. Its success 
depends largely on the knowledge, abilities and skills of 
these peoplo ami their personal qualities. The selection and 
placing of personnel must ensure that, in his own section, 
each person will bring the greatest possible benefit and 
will work to the best of bis abilities, knowledge and ex­
perience.

The principles behind management of the economy aro 
determined by the operation of objective laws, so a knowl­
edge of these laws and an ability to run the economy in 
order to create the widest possible scope for their impact 
on production constitute a vital task facing the organs of 
management and direction of the uaLionel economy.

Scientifically substantiated management speeds up the 
development of production. At the same lime, shortcom­

1 V. I. Lenin, “How to Organise Competition?”, Collected Works, 
Voi. 2(J, 1964, p. AM.
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ings iu management have a detrimental effect on the econ­
omy’s rate of growth.

The methods of economic management must correspond 
to the level of development of the socialist economy. Since, 
also, the economy is not stationary, neither can manage­
ment remain stagnant and unchanging. Economie manage­
ment must always he flexible, always geared to achieving 
the main goal of building socialism and communism, and, 
at the same time, take account of the specifics of each giv­
en period.

Apart from economic, organisational, cultural and educa­
tional functions, the socialist state alse fulfils others. It 
organises the country’s defences and protection of socialist 
property.

Willi the emergence of the world socialist system, the 
Communist and workers’ parlies of the socialist countries 
wore faced with creating international relations of a new 
type, a community ef socialist countries. In this context, 
the conLonl of tho foreign political activities of the social­
ist states expands. Out of tho internationalist character of 
the dictatorship of tho proletariat arises a fundamentally 
now and unprecedented function of the socialist stale—the 
function of assisting other countries in building socialism.

REVISION EXERCISES

1. What are the main lines of technical progress under 
socialism?

2. What is the material and technical basis of socialism?
3. What is the essence of socialist relations of production?
4. Describe tho two forms of socialist property—public 

and co-operative and collective farm.
5. What is the personal property of citizens and what are 

its sources?
G. What is the essence of the basic economic law of so­

cialism?
7. How is the economic roio of the socialist stole manifest­

ed?



Chapter XI

THE PL A C E D , 
BALANCED DEVELOPMENT 

OF THE ECONOMY

I. THE TAW OF THE PLANNED, 
BALANCED DEVELOPMENT 

OF THE ECONOMY

The need for planned, balanced development, 
of socialist production

Tlic socialist econemy consists oi a multitude of bran 
dies of production and hundreds of thousands of industrial, 
agricultural, commercial, transport and other enterprises. 
Between them there exist many diverse production links. 
Tho totality of enterprises, sectors and also economic re­
gions, inseparably intorlinked, forms a single, complex 
production organism—the socialist system of tho economy, 
including both public and co-operative enterprises.

This large-scale social economy develops in a planned, 
balanced way. According to Lenin, this means tlial thcro 
is a constant, consciously maintained proportionality in the 
economy (a balance between the links of the economy). 
Planned, balanced establishment of the proportions in so­
cial production is inhorent in socialism alone.

The capitalist economy, of course, develops spontaneous­
ly, on the basis of competition and anarchy. It is not a 
planned, balanced economy and there is no consciously 
maintained proportionality in its development.

Capitalists run their enterprises at their own risk, gov­
erned by only personal interests and the market situation. 
They expand the production of those goods whose prices 
arc currently rising, in order to maximise their profits.

But ne capitalist knows for sure exactly how much of 
the given commodity is required. If more is produced than 
the market can absorb, prices fall and production is cut 
back. The capitalists redirect their capital into the produc­
tion of a different commodity, and this goes on endlessly.
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The absence of a single plan results in the balance of 
the capitalist economy being continually upset. This does 
not, of course, mean that there is no co-ordination at all 
between the different sectors and enterprises. The necessa­
ry proportions in production arc established through count­
less disturbances of proportionality and crises of overpro­
duction.

Consequently, private ownership of the means of produc­
tion, which isolates producers, excludes any possibility of 
effective, overall economic planning. This is why, under 
capitalism, there is no consciously maintained proportio­
nality, nor can there ever he any.

It is a different mailer under socialism. As a result of 
the socialisation of production, the establishment of social­
ist ownership, society becomes, as Lenin put it, “one single 
office, one single factory'1, social ownership eliminates 
anarchy and spontaneity and subordinates the development 
of production to Lho interests of the whole nation. Under 
these conditions, the economy can develop only in a plan­
ned, balanced way. The state takes advance account of the 
requirements of society and its productive resources, and 
directs the development of production in the interests of 
tlie people. In accordance with the set goals, society also 
establishes the necessary proportionality, which it con­
stantly and consciously maintains.

But people cannot establish any proportions at will; they 
must lake account of the specific economic conditions and 
build their economic policy on this basis. Within the large 
departments of social production, specific proportions and 
a specific correlation of their development rates must boob- 
served. For example, lots of tractors, cars and other vehi­
cles with internal combustion engines can be manufactur­
ed, hut, unless a corresponding amount of suitable fuel 
is produced, they will all stand idle and the labour spent 
on producing them will have been wasted.

The objective interconnection between the processes of 
economic, development which, irrespective of people’s will, 
requires planned, balanced establishment of certain propor­
tions is manifested in the law of the planned, balanced de­
velopment of the national economy.

The law of the planned, balanced development expresses 
I he need for centralised management of the economy in or­
der that all its links and sectors might he co-ordinated in 
a single economic whole, that proportionality might be
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observed in their development, and that material and la­
bour resources might be used in the most rational and ef­
fective way possible.

The use of Ihc law of the planned, balanced development 
of the national economy makes it possible to distribute the 
means or production and labour resources correctly among 
the branches of the economy and regions of the country, to 
achieve a rational utilisation of them, ensure mutual co­
ordination in the work of nil sectors and enterprises, and 
establish the necessary correlations in the development of 
production, exchange and distribution.

The law of the planned, balanced development of the 
national economy is interrelated with the other economic 
laws, especially with the basic economic law. Without 
planned, balanced organisation of production on a country­
wide scale, the goal of socialist production - complete well­
being and the unhampered, «all-rouud development or all 
members of society—is unattainable.

This goal is realised at each given stage depending on 
the level of development of (he productive forces, on the 
availability of material resources, on the inlern.il and ex­
ternal situation in which the socialist country finds itself. 
In accordance with this, the concrete proportions are es­
tablished in the national economy on the basis of the law 
of planned, balanced development.

The law of planned, balanced development has operated 
in the socialist countries ever since sor.ialist ownership and 
the socialist economic structure were established. Hut, ini­
tially, the sphere of operation of this law is limited, since 
there are non-socialist economic structures still coexisting 
with the socialist sector in the economics of the socialist 
countries at this stage in their development. As the social­
ist sector grows and becomes consolidated, the sphere of 
operation of this law expands. The law of planned, balanc­
ed development obtains full scope when the socialist forms 
of economy gain undivided sway over the economy.

When socialism spread beyond the confines of a single 
country and the world socialist system took shape, the 
operation of the law of planned, balanced development came 
to embrace the relations between the socialist countries, too.

The law of planned, balanced development acts as an 
objective regulator of the socialist- economy, it dobs not 
fulfil this role .spontaneously, however, but through the 
management activities of the state.
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Proportions in the socialist economy
Applying the law of planned, balanced development of 

the national economy, the socialist state maintains, con­
sciously and in a planned way, a constant proportionality 
between the various links in social production, which arc 
interconnected and interdependent.

The key proportion in the development of the national 
economy, determining the proportions and the entiro courso 
of social production, is the ratio between the production 
of means of production and the production of consumer 
goods, i.c., between Department I and Department II of 
social production. Tbo moans of production arc necessary 
for the development of the productive forces, for a rise in 
the technological standard of production, a growth of prod­
uctivity aud an easing of labour, ami for a strengthening 
of the state’s defence capability. Ultimately, however, they 
are intended for increasing the output of consumer goods 
and improving t-lic standard of living.

Also of major significance lor the planned, balanced de­
velopment of the national economy is the establishment of 
the correct proportions between industry and agriculture. 
The correct proportions in the development of these sec­
tors of the economy are called on lo onsuro, on the one 
hand, the leading role of industry and, on llie other, the 
growth of agricultural production required for supplying 
the necessary amount of foodstuffs for the urban popula­
tion and raw materials for light industry. The correct pro­
portions must also be established between individual bran­
ches, both in industry and in agriculture.

Tlic chief proportions in the national economy also in­
clude those between production and consumption, accu­
mulation and consumption, between the growing money 
incomes of the population and the growing commodity turn­
over, between economic regions of the country, and so 
on.

Thus, lliero is a wide range of economic proportions, and 
the chief task of socialist society is to maitain them con­
stantly.

The proportions between the sectors of the national econ­
omy cannot be established at will; they are subject to 
specific laws.

Essentially, the proportions in the socialist economy are 
objective in character. The socialist slate cannot set them
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T he C hief P roporU uiis in  ( lie  N a tio n a l E con om y

Between the. 
production of 
moans of pro­

duction and tlio 
production ot 

consumor goodsI
Between accu­
mulation and 
consumption

Between economic 
regions of the 

country

Between pro­
duction and 
consumption

I

Between the 
growth of la­
bour producti­
vity and the 
rise in wages

Between the avail­
ability of labour 

resources and the 
demand for them 
by sector, sphere 
of activity and 
economic region 
of the country

Between the devel­
opment ot industry 

and agriculture

______ !______
Between tlio develop­
ment of individual 

branches of iudustry, 
agriculture, construc­
tion, transport and 

communications
I

Between the produc­
tivo and non-produc­

tive spheres of 
activity

Between the growing 
money incomes of 
the population and 
the growth of com­

modity turnover

as it wishes, but has to determine scientifically and accom­
plish (lie objectively necessary proportions in the develop­
ment of the socialist national economy.

A correct balance between the parts of social production 
depends on a whole number of factors, including: the 
existing level of development of the productive forces and 
lechuicnl progress, the level of labour productivity, the 
volume of material resources available, the foreign and in­
ternal situation in which the socialist country finds itself, 
and others. It is in accordanco with these factors that the 
proportions are established, so the correct ones arc not fix­
ed once and for all. They aro constantly being changed 
and improved.

Thus, once developed socialism had been built in tbo 
USSR, alongside the rapid development of heavy industry

279



an opportunity omergcd for a sharp expansion of the pro­
duction of consumer goods. When Soviet heavy industry 
was only just being created, the slate had to direct funds 
mainly into the development of enterprises producing moans 
of production for producing more means of production, 
and to limit investment in enterprises producing means of 
production for light and the food industry, agriculture, 
housing construction and cultural and domostic services. 
Now the.ro is a possibility to increase substantially the 
growth rale of the production of consumer goods.

Tims, for oxample, industrial output in the USSR during 
the Eleventh Five-Year-Plan period (1981-1985) will vise 
by 2G-28 per cent, including by 2G-28 per cent in the pro­
duction of means of production (Group A goods) and 27-29 
per eont iu that of consumer goods (Group B goods).

Although the growth rate oi Group B industry output 
will bo somewhat higher than that of Group A output, the 
decisive role iu the development of the economy and tlie 
allaimncnl of high final results will ho played by the de­
velopment, of the industries that determine technical prog­
ress. This applies, iu particular, to the key branches of in­
dustry—electricity generation, the iron and steel industry, 
the chemical industry, and engineering. Thus, tho output 
of the engineering and metal-working industries is to rise 
by at. least 40 per cent during this period.

Tho fulfilment of all tho economic tasks—both produc­
tion and social- is, to a considerable extent, determined 
by tho growth in labour productivity.

The planned, balanced development of the economy also 
presupposes a proportional location of the productive for­
ces. This is accomplished according to a plan, l'or the pur­
pose of raising the productivity of social labour and the 
people's welfare, and strengthening the economic and de­
fence might of the socialist slate.

The basic principles behind the location of production 
under socialism arc that industry should, as far as possi­
ble, be located close to sources of raw materials and ener­
gy and the regions where tho finished product is consum­
ed, and that, in this way, long-distance freight transfers 
should he avoided; that there should be planned, balanced 
territorial division of labour between economic regions, com­
bined with comprehensive development of llio economy 
within these regions; that the economies of all the national 
republics should be steadily rising, this constituting the
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economic basis for consolidating tlie friendship and co­
operation between peoples.

The broad programme for the future location of the pro­
ductive forces includes:

—accelerated exploitation of natural resources, an in­
crease in the economic potential of the country’s eastern 
regions; the location of new, cnergy-inlensivo industrial 
production predominantly in Siberia, Kazakhstan and Cen­
tral Asia, considering the existence of cheaper energy re­
sources in theso regions; priority development of the build­
ing materials and construction industries in the eastern 
regions;

—steady implementation of a course of holding back 
the growth, of big cities, ns a rule, a hall to the location of 
new industrial enterprises in such cities, with the excep­
tion of ones connected with services to the population and 
the municipal economy;

— the location in small towns and industrial settlements 
ni small, specialised enterprises and branches of plants 
and factories already existing in big towns; the location 
uf production in industrial centres taking account of ra­
tional utilisation of male and female labour.

The programme for the future location of the productive 
forcos is being successfully implemented. The extremely 
rich deposits of oil and gas in Western Siberia are 
being exploited. A gigantic motor works has been 
built on the Kama. The laying of the Baikal-Amur 
Railway is uuderway. and this is transforming vast regions 
in the Trans-Baikal and Far East. A major accomplish­
ment of future five-year-plan periods will bo a rise in the 
economy of the Non-Black Earth Zone of Russia, where 
about 60 million people live. This is the first ever trans­
formation of its kind on such a vast scale.

Moreover, the long-term plan provides for more work 
to he done in exploiting hydro-clcctric resources, develop­
ing irrigated and iinproved-land farming on a broad scale, 
and improving tho utilisation of limber resources.

The socialist location of production ensures the most 
effective use of natural resources, investment a ml labour 
resources. It results in a rise in the productivity of social 
labour, speeds up the growth of production and advances 
the people’s wellbeing.
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2. SOCIALIST PLANNING

The scientific loiiiKlations оГ the planning and manage­
ment ot the socialist economy were laid by Lenin himself. 
Under his personal direction, the foundations woro also 
laid Гог the planned running of all the links of the nation­
al economy. According 1o Lenin the demands to be made 
on the management of the planned economy were that it 
should be carried out on a scientifically substantiated ba­
sis, that managers should be able to determine the future 
prospects correctly and that their tasks be fulfilled in strict 
order of priority. He also demanded an orientation on the 
latest achievements of science and technology and exper­
tise, flexibility, and on ability to react quickly and accu­
rately to changing conditions.

The principles oF socialist planning

The compilation of plans for the development of the 
socialist national economy and the organisation of produc­
tion on the basis of a single, stale plan is called planning.

Planning of the iialioual economy is one of the most 
important manifestations ol' the economic and organisa­
tional function of the socialist stale.

In planning the whole national economy, the socialist, 
slate proceeds from the entire syslem of the economic laws 
of socialism, especially the conscious application of llio 
law of the planned, balanced development of the economy.

The central task of socialist planning is to establish pro­
portions in the development of the economic sectors that 
will ensure a continuous and rapid development and im­
provement of social production, and on this basis, a rise in 
the people’s welfare. In the development of the national 
economy strict observance of proportionality is necessary; 
the emergence of economic disproportions must be averted 
in good time, ensuring adequate economic reserves as a 
condition for high and stable economic growth rates, the 
uninterrupted operation of enterprises and a continuous 
growth of the people’s wellbeing. Taking into account the 
requirements of social development, the socialist state 
drawrs up economic plans, i.c., it organisos production, dis­
tribution and exchange in a planned way on the scale of 
all society. It distributes material, labour and financial
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resources; il decides Hie volume and structure of produc­
tion and construction, the growth rate of labour productivi­
ty on the basis of the introduction of new technology, il 
decides the size and composition of tho country’s foreign 
and domestic commodity turnover; it sets the prices for 
commodities in stale and co-operative trade and decides 
the wage level for factory and office workers, and so on.

The point of departure in the organisation of planning 
is the decisions of the Communist Parly congresses, which 
determine the development of socialist society for extended 
periods.

Each national economic plan embodies Communist Par­
ly policy. In this the principle of partisanship and the 
state approach to fulfilling economic tasks is manifested.

The national economic plans arc not just forecasts or 
guesses, but a concrete programme Tor the given period of 
time. Since stale plans reflect the pressing tasks of econo­
mic and cultural development, their fulfilment is objective­
ly necessary. Following a broad discussion of the plans by 
the working people and their approval by the supreme or­
gans of lire slate, they acquire force of law and become 
mandatory.

The directive and mandatory nature of plans constitute 
a major principle of socialist planning. Otherwise planning 
would he pointless. Afler all, if one sector of the economy, 
say the timber industry, does not fulfil its plan, this means 
that other industries may not bo able to do so either, if 
they depend on receiving a specified quantity of timber. 
This is why the strictest plan discipline is maintained in 
the socialist countries.

In order to ensure the planned, balanced, proportional 
development of all branches of material production, the 
plans for all enterprises and industries must bo co-ordinat­
ed. State planning guidance applies not only to the public, 
hut also the collective farm and co-operative sector. This 
does not mean, of course, that the state planning bodies 
draw up the plan for each individual collective farm. But 
each enterprise works out its own plan on tho basis of 
the general stale assignment. Following discussion at the 
local level, the plans for certain public industrial enter­
prises, slate farms and collective farms arc presented to the 
central planning bodies and combined into a unified na­
tional economic plan.

The combination of centralised planning with local ini-
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tialivc constitutes lliu principle of democratic centralism in 
planning.

There are skort-tenn plans, drawn up Гог a month,tpiarl- 
or, or year, and long-term ones Гог several years, maybe 
live, ten, fifteen or twenty. Lenin taught that the economy 
cannot be developed without plans for many years ahead. 
Long-term plans reflect the chief line of economic develop­
ment for several years to come, while shorl-tcrin ones 
provide a specific programme of work for shorter periods. 
The long-term plans outline the solution to major socio­
economic problems.

The first over scientific long-term plan for the develop­
ment of the national economy was the GOELUO Plan (the 
State Plan for the Electrification of Russia), drawn up in 
11)20 on Lenin’s initiative and under his guidance. The 
chief task set by the plan consisted in a fundamental re­
structuring of the ualional economy on the basis of electri­
fication and development of large-scale machine industry— 
the material basis of socialism.

The long-term plans outline only the most general, ag­
gregated indicators, which arc then specified in the short­
term plans. The combination of short-term plans (monthly, 
quarterly and animal) with long-term ones is a principle 
of socialist planning. A correct combination of Die two 
types of planning should ensure continuous and consistent 
planning for in-between periods, uninterrupted financing 
and material and technical supplying of enterprises, and 
the like.

Л plan cannot be drawn up without first singling out the 
economic links whose priority development is absolutely 
essential. It is the most progressive economic sectors that 
are taken as the basis and, in accordance with their develop­
ment rates, the development of other sectors is planned. 
For instance, at present in the USSR, it is the development 
of the electric power industry, engineering, the chemical 
industry and the iron and steel industry that constitutes 
the progressive sphere of a scale and significance that must 
exert о decisive influence on the entire economy. Identi­
fication of the key economic links is one of the most im­
portant principles of socialist planning.

Tu socialist society the plaus arc realistic and scientifi­
cally substantiated. This means that, wlieu compiling each 
national economic plan, the planning bodies proceed from 
the existing economic conditions and possibilities, from
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ttic given level of development of the productive forces, 
science and technology, making hroad use of the exper­
ience of those at the forefront of production. The realism 
of the plans is ensured by the organisational work of the 
parly and social organisations and the creativo initiative of 
the working people themselves.

Moling that the success of plans in tlio Soviet Union de­
pends primarily on people, Lenin lnmsclf strove and taught 
olliers “to lest, and discover real organisers, people with 
sober and practical minds, people who combine loyally to 
socialism with ability without fuss (and in spite of mud­
dle ami fuss) to get a large number of people working to­
gether steadily and concerted]y within the framework of 
Soviet organisation”. 1

The chawing up of the plan is only the beginning of 
planning. A major aspect of planning is the verification 
of plan fulfilment, which reveals errors in planning in good 
time and new reserves, and makes it possible to introduce 
the necessary corrections into the national economic plan. 
If, as a resulL of inaccuracy in planning or other factors, 
partial disproportions arise in the national economy, they 
arc rapidly revealed and eliminated. A major means the 
socialist state possesses for eliminating planning defects 
that rise to the surface and for averting partial dispropor­
tions is stale reserves.

The principles of socialist planning are realised in the 
drawing up of the plans for the development of the nation­
al economy. In modern planning practice wide use is 
made of mathematical economic model building, systems 
analysis and other such methods. The planning bodies ap­
ply the balance method when developing the key indicators 
of the national economic plans.

The balance method of planning
The balance method makes it possible to compare, in 

advance, the tasks lor developing the key industries and 
the possibilities for providing the materials and equipment 
for them. In order, for instance, to fulfil the housing con­
struction programme, the required quantity of building

1 V. I. Letiiu, “The Immediate Tasks of tlm Sovifl Government”, 
Collected IVor&s, Y’ol. 27, pp. 262-03.
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materials, building machinery, personnel and funds must 
be calculated. When the requirements arc compared willi, 
say, available building materials, it turns out that there 
arc not enough enterprises producing such materials. Pro­
ceeding from this, plans are drawn up for tho development 
of the building materials industry.

In drawing up balance tables, a careful check is made 
on the extent to which the development rates of indus­
tries are co-ordinated and on which reserves arc indicated 
in the plan in case individual branches of production over­
fulfil or underfuliil it.

The state planning bodies compile material (physical), 
value, and manpower balances.

Material balances arc drawn up for all the main prod­
ucts of labour, such as metal, machine-tools, coal, oil, grain, 
butter, and so on. Account is taken of the sources of the 
given product. The resulting data are compared with so­
ciety’s requirements for Ihe given products.

Value balances include those for the money incomes and 
expenditures of the population, the national income, the 
state budget, etc.

The manpower balance determines the national econo­
my’s need, by sector, for labour power in general, and also 
by skill and trade. Here, also, the sources for providing 
the economy with the necessary labour power are indicated.

The balance for the national economy of the country is 
a generalising balance. It. combines all the indicators de­
scribing the proportions in the socialist economy.

The balance system of planning makes it possible to 
calculate and determine, with maximum precision, the pro­
portions in the development of tho sectors of the national 
economy.

improvement of planning

At the current stage in the economic development of the 
USSR, a further improvement of planning is now neces­
sary. This is because the socialist economy is continuously 
and rapidly expanding. The scale of production is grow­
ing, its technological standard and sectoral structure are 
changing; new economic links and relations arc emerg­
ing and growing in complexity. OT decisive significance 
now is an increase in the efficiency of production on the
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basis of the accelerated introduction of scientific and tech­
nological achievements. For this reason, a further improve­
ment of management and planning of the national econ­
omy is becoming increasingly pressing and necessary.

Tho main ways to improve planning and management of 
the economy wero determined by the 25th CPSU Congress 
in 1976 and the 2Gth Congress, in 1981. In 1979 the Cen­
tral Committee of the CPSU and the Council of Ministers 
of the USSR adopted a resolution, “On improving plan­
ning and strengthening the impact oT the economic mech­
anism on Increasing the efficiency of production and 
the quality of work”. The resolution provides for a system 
of measures for further improving the planned running of 
the economy, development of democratic principles in pro­
duction management and an increase in the creative ini­
tiative of work collectives.

The complex of measures for tho further improvement 
of planning is based on the rich experience of socialist 
planning, the results of economic experiments and scientific 
recoin medations.

The economic mechanism is being geared even more to 
raising the efficiency of production and the quality of 
work, to achieving high final national economic results, to 
better satisfying the growing social and personal require­
ments. The local point of management and planning activi­
ties is tho task of ensuring rational use of everything at 
the disposal of tho national economy, relying mainly on 
intensive growth factors, introducing scientific and technolo­
gical achievements and advanced experience into produc­
tion on a broader scale.

The key position in the complex of measures Tor perfect­
ing the economic mechanism and management belongs to 
improvement of planning, an increase in the role of tho 
stale plan as the chief instrument for realising the CPSU’s 
economic policy.

The system of plan indicators is being improved in order 
that they might encourage work collectives to battle to the 
full for higher labour productivity, maximum use of fixed 
assets and savings on material resources. The comprehen­
siveness and continuity of planning is ensured on the basis 
of the socio-economic tasks for the development of the 
economy. A comprehensive programme for scientific and 
technical progress for the next twenty years is being drawn 
up (hy the five-year period).
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The chief form of planning in the USSR is five-year 
plan for economic and social development-. In the compila­
tion of these plans, the primary task is set of ensuring:

a) a comprehensive solution to economic and social prob­
lems; a concentration of forces aiul resources in fulfilling 
country-wide programmes, thereby preventing a narrow sec­
toral approach to the elaboration of plans;

b) accelerated realisation of scientific and technical ex­
periments and development intended to increase the growth 
rate ol' the productivity of social labour and the quality of 
output;

c) rational uso of productive assets, material, labour and 
financial resources, stricter economies and elimination of 
losses in the national economy;

d) correct determination of priorities in the development 
of sectors and economic regions for ensuring progressive 
changes in national economic proportions, a higher effective­
ness of investment and of social production in general;

e) the formation of the material and financial reserves 
necessary for proportional and balanced development of the 
economy.

bur the purpose of assessing the activities of a work 
collective more objectively, the indicator of tho standardised 
net product is introduced. This is intended, in most indus­
tries, as the basis for planning production, determining the 
productivity of labour and the planned wage fund.

In drawing up plans and assessing their fulfilment, it 
is the achievement of national economic results, satisfac­
tion oi social requirements through rational use of all prio­
rity resources. This is manifested, in particular, in an 
expansion of the opportunities for consumers to influence 
the formation of production plans. During the preparation 
of plans, associations and enterprises determine the output 
range on the basis of long-term economic links with con­
sumers and suppliers, and conclude economic contracts for 
the five-year period. The fulfilment of tho plan for the deliv­
ery of output to the consumer in accordance with these 
contracts is becoming a major factor in assessing the re­
sults of the work of collectives and the formation of mate­
rial incentive funds.

The practical realisation of the broad complex or meas­
ures to improve planning and strengthen the impact of 
the economic mechanism ensures greater efficiency of the 
Soviet economy.
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The specifics of the planning 
of collective farm production

A distinguishing feature oí collective farms as co-ope­
rative enterprises is that they run their economies on the 
basis of the means of production belonging both to the state 
and to tho collective.

They do not run their production in isolation, however, 
but with the daily and comprehensive assistance of tho 
stale. The stato sells collective farms tractors, combine har­
vesters and other agricultural machinery, mineral fertilisers, 
and electricity, carries out land improvement work, trains 
experts and machine operators for these farms, provides 
them with financial support through long-term credits, and 
so on. All this creates the economic foundations for state 
planned management of colleclivo farm production. Tho 
need to include collective farms in the single national eco­
nomic plan is also determined by tho fact that the collec­
tive farm sector produces a substantial part of tho foodstuffs 
and raw materials in the country, i.e., that it is an integral 
part of all socialist production.

Consequently, the socialist state can and must plan collec- 
tivo farm production. There are, naturally, certain specifics 
in the planned management of collective farms owing to 
the co-operative nature of these enterprises. The chief spe­
cific of this sort consists in the collective farms being allow­
ed a considerable degree of independence in organising 
labour and production and in distributing thoir output.

The state planning bodies determine for collective farms 
only the volume and range of output to be purchased hy 
the state. All other issues, such as the structure of sown 
area, the selection of crops, head of cattle, development of 
subsidiary hranches, distribution of tho gross income be­
tween consumption and accumulation funds, are planned by 
tho collective farm independently, taking into account the 
specifics of its own natural and economic conditions. It is 
important to note that firm plan task3 for the sale of out­
put to the state are determined for several years ahead, this 
providing the collective farm with the necessary conditions 
for planning its economy in t-hc long term. The state plans 
for the purchaso of collective farm produce aro backed up 
by material and technical supplies to the collective farms 
and sot procurement prices. Moreover, additional supple­
ments to procurement prices arc made for the sale of col­



lective farm produco over and above Ihe plan. All this 
creates the necessary conditions lor a correct combination 
of the interests of the state with the common interests of 
the collective farms.

3. THE ADVANTAGES 
OF THE PLANNED ECONOMY

Planned running of the economy is one of the decisive 
advantages of socialism over capitalism, as has boon proved 
in practice by the great achievements made by the USSR 
and the other socialist countries in developing their econo­
mies.

The advantages of planned running of the economy arc 
as follows.

Tho socialist economy is constantly on the rise. Under 
capitalism, the conti’adiction between the social character 
of production and the private capitalist form of appropria­
tion of the results of production dooms society to economic 
crises, but this contradiction no longer oxisls under social­
ism. Social ownership corresponds to the social character 
of production. As a result, socialist production is free from 
economic crises of overproduction. The planned, socialist 
economy ensures a capacity operation of equipment and 
full use of fixed assets.

The socialist planned economy liberates society from the 
colossal waste of material and labour resources capitalism 
has to make owing to economic crises, anarchy and compe­
tition, unemployment, chronic underloading of enterprises, 
and so on.

The socialist national economy develops in a planned, bal­
anced way in order to achicvo the maximum wellbeing of 
all meinhers of society and the all-round development of 
the individual.

Planned running of the economy is a powerful factor 
heliind scientific and technical progress. Under capitalism, 
tho monopolies’ strivings to keep their technical secrets 
from one another and tho chronic underloading of enter­
prises hold hack tho introduction of scientific and techno­
logical achievements. Socialist society opens up unlimited 
scope for the development of scienco and technology. The 
planned running of the economy makes it possible to con­
centrate lahour, material and financial resources on fulfill­
ing the priority tasks in scienco and technology.
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A major advantage of socialism over capitalism is the 
planned use of lahour resources, which ensures full employ­
ment of the ahle-bodied population. Undor socialism there 
is no unemployment; instead, there is a steady increase in 
tho uumhers employed in tho national economy, skilled per- 
sonnol are trained arid distributed hetween industries ac- 
cording to a plan and there is a systematic rise in the mate­
rial and cultural level of tho working people.

The advantages of the planned running of the economy 
arc also seen in tho development rate of the socialist econ­
omy. The volume of industrial production increases by 
the year in the socialist countries at a rate heyond the abil­
ity of capitalism. The planned, balanced development of 
the socialist oconomy loads to a constant rise in production, 
and the cultural and material living standards of the people 
in the socialist countries.

Not by chance do the ideologists of tho hourgeoisie strive 
to prove that a planned economy is possible under capital­
ism. In this way, they try to improve the image of tho capi­
talist system and givo the working people the impression 
that capitalism's social ills can be overcomo without the 
system itself being overthrown. Yet the contradictions of 
tho capitalist economy, anarchy of production and crises, 
unemployment and the impoverishment of tho working peo­
ple in tho capitalist countries, refute these ideas completely.

REVISION EXERCISES

1. What is the essence of the law of planned, halanced 
development of the national economy under socialism? 
Why is planned development of the national economy 
both possible and necessary under socialism?

2. Dcscrihe tho chief proportions in tho national economy.
3. What are tho principles hohind the location of the pro­

ductive forcos under socialism?
4. What are the principles of socialist planning?
5. What is the essence of the balanco method of planning?
6. What is the cssenco of the improvemont of planning in 

the USSR?
7. What are the specifics of the planning of collective farm 

production?
8. What are the advantages of planned economic manage­

ment?
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Chapter XII

SOCIAL LA 150UR
AND THE PRODUCTIVITY OF LABOUR

1. SOCIAL LABOUR UNDER SOCIALISM

The character of labour under socialism

Labour, or people’s working activities directed to produc­
ing material wealth, is a necessary condition for the exist­
ence of any socioty, but, under different socio-economic 
formations, it differs in its social character. It is totally 
dependent on tbo relations of production predominant in 
the society. Whether labour is voluntary, free labour per­
formed for onosolf and for one’s own society or involuntary, 
forced labour performed for exploiters depends on who owns 
the means of production.

Under all exploiting social formations, labour was always 
involuntary in character. The working people were compell­
ed by a variety of methods to create wealth for the exploit­
ers. All this happened because the direct producers did not 
own the means of production. Consequently, private owner­
ship of the means of production is the basic reason for the 
compulsory character of labour, which turns it into a heavy 
burden. In order to abolish forced labour, privato ownership 
of tbc means of production must be eliminated.

Tho picture is different in socialist society, where all the 
people work for themselves and for their own society. Each 
production achievement, each labour success, helps either 
directly or indirectly to improvo the material and cultural 
condition of the working people. When describing labour 
under socialism, Lenin pointed out that “for the first time 
after centurios of working for others, of forced labour for 
the exploiter, it has become possible to work ¡or oneself
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and moreover lo employ all the achievements of modern 
technology and culture in one’s work”. 1

Socialism brings about a fundamental change in people’s 
views on labour and engenders a new attitude towards it. 
The creativeness of labour in the socialist countries is 
evident in the fact that the workers themselves invent and 
improve machinery, improve production techniques and 
organisation. The army of rationalisers and inventors is 
constantly growing. In the USSR, in 1980, for instance, 
over five million innovations were proposed and over four 
million of thorn were introduced into the economy. This 
brought a saving of over 6.3 billion roubles during the 
year.

Tlio socialist- state uses all the means at its disposal, 
both material and moral, to encourage creativity, a croativo 
attitude to labour. The most highly respectod person in a 
socialist country is the worker who is an innovator, 
who develops production and multiplies his country’s 
wealth.

In capitalist society, where labour is a heavy burden, a 
cruel and tormenting humiliation, the workers’ innovatory 
initiative is reduced to a minimum. How can there he 
creativity if the profits from any invention find their way 
into tlio pockets of Morgans, Rockefellers, DuPonts and the 
like?

Socialism openod up for tho first time a broad opportunity 
for a rapid rise in the assets-to-worker ratio in all branches 
of social production. The rise in this ratio under socialism 
is manifested in the growing use of machines, and a rise 
in the energy-to-worker ratio, too. This makes the worker’s 
labour easier, turns it into highly skilled labour, and grad­
ually erases the difference between mental and physical 
lahour.

Socialist production, using the latest technology, requires 
technically literate, trained people. Each working man in 
socialist society has extensive opportunities for improving 
his work skills and broadening his oducation. All the basic 
forms of oducation in the USSR are free of charge: secon­
dary, secondary specialised, higher education, training in 
vocational and technical schools, on qualification improve­
ment courses, and postgraduate studentship. •

• V. I. Lenin, “How to Organise Competition?”, Collected Works. 
Vol. 26, p- 407.
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It is socialism that lias created, for the first time ever, 
working conditions precluding to the maximum harmful 
consequences for the workers’ health. Lenin noted oo seve­
ral occasions that any achievement of science and technol­
ogy under socialism must go to case labour, shorten the 
working day and improve working conditions.

Under socialism, everyooe is guaranteed the right to work, 
This provision is fixed in the constitutions of the socialist 
countries. The exercise of the right to work, i.e., the right 
of every working person to receive, in his owo country, 
a job in accordance with his speciality and payment for his 
labour, is a great achievement of socialism. This .right is 
ensured in practice by the planned development of the na­
tional economy and the continuous growth of production. 
Under socialism, the workers have no fear of remaining 
without means of subsistence. Elimination of unemployment 
io all its forms gives the workiog pcoplo in socialist society 
a firm confidence In the future and genuine freedom.

While guaranteeing everyone the right to work, socialism 
also makes labour obligatory for all, makes it compulsory 
for everyone to participate in socialist production, this being 
the sacred duly of all members of socialist society, irrespec­
tive of their origins, sex, nationality, etc.

One major specific of labour under socialism is its directly 
social character. Socialist labour is organised and rated in 
a planned, balanced way on a countrywide scale. Socialism 
leads to the establishment of a new social division of labour 
differing fundament ally from that under capitalism. The 
most important feature of the socialist division of labour 
is that it is implemented according to a plan. Socialism 
abolishes the isolation and separation of individual produc­
tion units and farms, comhining all enterprises into a single 
economic organism and people into a single work collec­
tive. This is why the labour of each worker, peasant and 
intellectual is part and parcel of the total social labour and 
is directly social in character.

Thus, the chief features of labour under socialism are. 
liberation of the working people, from exploitation aod trans­
formation of labour from forced into free labonr for oneself, 
flic equal right of all people to work and the universal duty 
to do so, the directly social character of labour, and a 
conscientious, creative attitude towards it.
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The fundamental chango in the character of social labour 
under socialism leads to an equally fundamontal one in 
the forms and methods by which it is organised. Socialist 
labour is collective labour, the joint activities of workers, 
collective farmers and intellectuals.

In any society, the production process is accomplished on 
the basis of co-operation of labour—some form of the peo­
ple’s joint labour. The socialist co-operation of labour is joint 
labour, organised according to a plan, and based on com­
radely co-opcration betwoen workers free from exploitation. 
Socialist co-operation of labour differs radically from that 
under capitalism.

Under capitalism, labour co-operation is based on private 
ownership of the means of production, on division of labour 
and exploitation of man by man under the control of tho 
capitalists. All the benefits from such labour co-opcration 
are reaped by the exploiting classes.

Under socialism, on the other hand, lahour co-opcration 
is based on socialised socialist ownership of the means of 
production, so there is no exploitation of man by man.

Socialist labour co-opcration embraces not only the lahour 
of tho workors in a given onterprise, but also that of all 
members of society. Under socialism, the labour of all 
society’s members acts as a single collective labour, organis­
ed in a planned way on tbo scale of all society, in order to 
achieve the most rational utilisation of the means of pro­
duction and labour power.

Under capitalism, lahour co-operation (simple co-opera­
tion, manufactory, large-scalo machioe production) is a 
mothod for increasing tho production of surplus value, for 
raisiog the degree of exploitation of the working people, 
so there are permanent and irreconcilable contradictions 
here between the ordinary participants in co-operation—the 
workers—and its organisers—tho capitalists. Capitalist la­
bour co-operation is maintained on a starvation discipline, 
on the basis of the pressing need lo sell one’s lahour power, 
on any conditions, in order to scrape a living together.

Socialist labour co-operatiou is people’s joint labour activ­
ities geared to increasing the production of material wealth 
and ensuring increasingly full satisfaction of the working 
people’s requirements. This is why the irreconcilable con­
tradictions inherent in capitalist co-operation are ahsent 
from socialist labour co-opcratlon.

S o c ia l i s t  l a b o u r  c o -o p e r a t io n



Labour co opérai ion, i.c., the joint labour of mauy work­
ers, needs to bo organised. The main aspects of this organ­
isation under socialism are as follows.

Inherent in socialist labour co-operation is a new labour 
discipline, differing from Unit in all the preceding social 
formations. Socialist labour discipline is the conscientious, 
comradely discipline of (bo working people. But this new 
discipline, as Lenin pointed out, is engendered not by just 
good intentions; U. is developed in the process of building 
socialism, during the continuous struggle against the vesti­
ges of capitalism. The workers in socialist- enterprises still 
includo certain individuals who cling to tho old attitude 
to labour and strive to work as little as possible and grab 
more for themselves. Thus, the cultivation of a communist 
attitude to labour in the working people, and the systematic 
struggle against those who violate 1 abour discipline are 
among the slato’s central tasks.

Socialist labour co-operation presupposes planned manage­
ment of the national economy. IL is characterised, on the 
ono hand, by firm and unwavering implementation of the 
principle of one-man management of production and, on the 
other, tho broadest and most active participation by the 
working masses in running socialist enterprises and all 
social production.

One of the chief principles behind tho organisation of 
socialist labour co-operation is the principle of the workers’ 
material interest in the results of their work. This material 
interest is ensured primarily by the distribution according 
to work done, which makes each worker’s wages depend 
on the quantity and quality of his labour put into social 
production. Also of major .significance is the consistent im­
plementation of cost-accounting, the increase in payments 
and subsidies out of the social consumption funds, the 
improvement of working conditions, and so on.

A major role is played in socialist society by moral incen­
tives to labour. Tho socialist state gives incentives to the 
best workers and advanced collectives of enterprises. They 
are rewarded with orders and medals, certificates of hon­
our; tho best workers are given honourable titles, and 
the liko. All Lhis engenders a striving to do one’s best at 
work, to produce raoro and belter, and guarantee good 
work. This spirit of competition is a characteristic feature 
of socialist labour co-opcration.
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As already mentioned, the change in the character of 
labour under socialism inevitably engenders a new attitude 
to labour on the part of tho workers. This new attitude is 
reflected most clearly in socialist emulation.

Socialist emulation expresses socialist relations of pro­
duction, relations of comradely co-operation and mutual 
assistance between the workers in socialist society, their 
efforts to fulfil and overfulfil the economic development 
plans and for an overall rise in production.

Socialist emulation is the chief method for raising labour 
productivity and improving production through tho activity 
and creative initiative of the working people themselves, 
Socialist emulation, as Lonin pointed out, is one method by 
which communism is built.

Lenin formulated the chief principles for the organisation 
of socialist emulation. They include: publicity of emulation, 
comparability of results, the dissemination of advanced ex­
perience and mutual assistance between those taking part.

A necessary condition for correct organisation of socialist 
emulation is observance of the principle that workers must 
have a material interest in the results of their labour.

In competing to improve production and using the best 
work methods each worker quite justifiably counts on 
*'a better example of the organisation of production” being 
“accompanied inevitably by a lightening of labour and an 
increase in the amount of consumption for those who have 
carried out this belter organisation”. 1

Socialist, emulation already has a proud history in the 
USSR. The first ever form of such emulation was Commu­
nist Subhotniks2 during the Civil War. Lenin saw these 
communist workdays as the first shoots of a new attitude 
to labour, “the beginning of a revolution that is more diffi­
cult, more tangible, more radical and more decisive than 
the overthrow of the bourgeoisie, for it is a victory over 
our own conservatism, indiscipline, petty-bourgeois egoism, 
a victory over the habits left as a heritage to the worker 
and peasant by accursed capitalism".5 Since that time, * i

1 V. I. Lenin, “Original Version of the Article ‘The Immediate 
Tasks of the Soviet Government'”, Collected Works, Vol. 27, p. 206.

* Subbo tn ik— voluntary work for no wages, performed after work­
ing hours or on days off, for the benefit of the Soviet state.

i V.I. Lenin, “A Great Beginning", Collected Works, Vol. 29. p. 4H.

S o c ia l is t ,  e m u l a t i o n  a n d  it s  ro le
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socialist emulation lias gone through several stages—shock­
working, the Staklianovilc movement, anil others. From the 
first steps in developing socialist emulation in the USSR, 
it has been guided by the Communist Party.

At present, the movement of shock-workers and collectives 
of communist lahour is broadening. Tho participants in this 
movement set out to achieve maximum labour productivity, 
for communist labour is, above all, the most productive 
labour. They participate actively in creating and using new 
machinery and progressive production techniques, fight tire­
lessly against any technical conservatism.

In order, however, to master the most advanced scientific 
and technological achievements, constant learning, a steady 
and systematic extension of knowledge, are required.

Socialist emulation is expanding year hy year in the 
other socialist countries, too. Wherever the power belongs 
to the people, wherever they work not for capitalists, but 
for themsolves, a new, creative attitude to lahour takes shape 
and enthusiasm for socialist emulation dovclops.

Emulation is a great motive force hchind social develop­
ment in the socialist countries. It is responsible for the 
rapid development of the economy and the steady rise in 
the productivity of social lahour. Socialist emulation testi­
fies that, in a society free from exploitation of man by 
man, there exist new stimuli to the development of produc­
tion that would have heen inconceivable under capitalism. 
Under the conditions of rivalry, there can he no really 
broad exchange of experience or comradely co-operation and 
mutual assistance, i.e.. the relations that exist, hetween 
people in the production process under socialism,

2. THE STEADY RISE 
IN LABOUR PRODUCTIVITY- 

AN ECONOMIC LAW OF SOCIALISM

The concept of labour productivity

Productivity (fruitfulness, effectiveness) of lahour is re­
flected in the amount of output created by a worker per 
unit of time, or is measured by the quantity of labour 
time spent on producing a unit of output.

A rise in lahour productivity means savings of live and
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embodied (past) labour. Marx and Engels pointed out that 
“the increase in labour productivity consists precisely in 
that the share of living labour is reduced while that of past 
labour is increased, but in such a way that the total quan­
tity of labour incorporated in that commodity declines; in 
such a way, therefore, that living labour decreases more 
than past labour increases”. * 1

And so, a rise in labour productivity means a rise in 
the quantity of output produced per unit of time or a fall 
iu the expenditure of lahour time required to produce a 
unit of output.

A steady rise in lahour productivity is a major condition 
for the development of socialist production. Describing the 
rolo of labour productivity under socialism, Lenin wrote: 
“In the last, analysis, productivity of labour is the most 
important, the principal thing for the victory of tho new 
social systom. Capitalism created a productivity of labour 
unknown under serfdom. Capitalism can be utterly van­
quished, and will be utterly vanquished by socialism creat­
ing a new and much higher productivity of labour.” 2

The law of the steady rise 
in lahour productivity

A rise in labour productivity is a general economic law 
operating in all socio-economic formations, but it operates 
differently under each of them. The way it operates depends 
directly on the relations of production predominating in 
society, on the character and slate of social production, and 
the goals on which it is oriented. The operation of this law 
is limited under capitalism, and lahour productivity rises 
unevenly, and sometimes even falls.

Under socialism, not only private ownership of the means 
of production, but also the obstacles to a rise in labour 
productivity are abolished.

In socialist society, a steady rise in the productivity of 
lahour is an objective necessity arising from tho very 
essence of socialist relations of production. "Savings of 
time”, wrolo Marx, "just as the planned, balanced distribu­
tion of labour time between the various branches of pro-

i K, Mnrx, Cap Hal T Vol. HI. pp. 200-61.
1 V. I. Lenin, "A Greal Beginning", Collected Works, Vol. 29, 

p. 427.
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duction, romains the first economic law on the basis o[ 
collective production. It ovon becomos a law of considerably 
higher degree.” 1

It follows that, in contrast to capitalist society, where 
the law of the rise in labour productivity is of no decisive 
significance, socialist society gives full play to tbo law of 
a steady rise in the productivity of labour. The main essence 
of this law is maximum economics of live and embodied 
(past) labour, the creation, using the minimum possible 
labour, of an ever increasing quantity of material wealth 
necessary for better satisfying the constantly growing re­
quirements of socialist society.

Faclors behind the rise 
in labour productivity

What arc the chief factors on which the riso in labour 
productivity depends? “This productiveness,” wrote Marx, 
“is doterminod by various circumstances, amongst others, 
by the average amount of skill of the workmen, the state 
of science, and llio degree of its practical application, the 
social organisation of production, the extent and capabilities 
of the means of production, and by the physical condi­
tions."1 2

The level of labour productivity is determined primarily 
by the degree of technical equipment of enterprises. The 
more new, up-to-date machinery and mechanisms there are 
at the workers’ disposal in enterprises, the more fruitful 
their labour will be. The best results in raising labour pro­
ductivity are achieved by the collectives of thoso enterprises 
where there is comprehensive introduction of modern 
machinery and production techniques in all sections and at 
all stages of the production process.

If, for instance, new technology is introduced in the 
chief work sections, with a rise in labour productivity en­
suing, all related labour processes must also be mechanised. 
This applies, above all, to transport operations, handling, 
quality control, assembly, and other types of work. The 
mechanisation of such operations, both in industry and agri­
culture, makes it possible to put a final end to manual

1 ,Marx and Engels Archive, Vol. IV, p. 1 ID (in Russian).
2 K. Marx, Capital, Vol. I, p. 47.
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labour and raise average labour productivity indicators 
many limes ovor.

Comprehensive mechanisation and comprehensive automa­
tion of production are the key to the technological trans­
formation of all sectors of the national economy. They usher 
socialist production into a qualitatively new stage of devel­
opment and help labour productivity to achieve the highest 
level in the world.

However great the significance of technology might be in 
modern production, the chief productive force of society is 
man himself. For this reason, the level of labour producti­
vity and the possibility of it increasing further largely 
depend on the skills and level of technical qualifications of 
the bulk of the staff, especially the workers. The labour of 
the skilled worker is not merely more productive; a rise in 
qualifications allows the worker to make bettor use of the 
technology available and to find ways to improve it.

Tb a considerable extent, the productivity of labour in 
enterprises depends on the organisation of production and 
labour.

Any production process is, of course, a totality of all 
the stages through which an object of labour passes during 
its processing in individual work sections. These sections 
must be strictly specialised and work in an organised and 
smooth manner. In other words, strict organisational co-or­
dination is required between them and precise servicing of 
cacb workplace and each work section must be ensured. 
This organisational link is accomplished both within indi­
vidual socialist enterprises and between them. A correct 
and precise organisation of the whole production process, 
as well as well-thought-out labour organisation in indivi­
dual workplaces, cut losses and irrational expenditure of 
labour time.

Tho development of various forms of emulation within 
and between enterprises greatly promotes the rise in labour 
productivity.

The productivity of labour also depends on the natural 
conditions, which, to a considerable extent, determine the 
level of labour productivity in agriculture and the extrac­
tive industries (tho coal, oil, iron ore and others).

A rise in lahour productivity depends, further, on how 
payment for lahour is organised and bow material incen­
tives arc given to those workers who have achieved the best 
indicators.
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TIio greater the development oi science and the broader 
and moro rapid the introduction of the latest scientific and 
technological achievements into production, the higher is 
the productivity of lahour iD society. A comprehensive link 
hetween science and material production is only possible 
in a socialist ccouomic system, where there can be neither 
open nor concealed competition.

A vital factor behind a rise in labour productivity is a 
correct and rational location of production. On tho one hand, 
the location of production must provide for cloarly defined 
specialisation of individual enterprises and co-operation ho- 
tween thorn; on the other hand, it must take into account 
the need for natural resources to be drawn more fully into 
economic turnover.

A correct location of production reducos inputs of social 
lahour in production, transportation, storage and marketing 
of material values, while this moans a riso in labour pro­
ductivity.

The most important factor, tho decisive one in raising 
the productivity of social labour, is technical progress in 
all sectors of the national economy, which is why it is so 
very important to implement comprehensive mechanisation, 
automation, and electrification and introduce chemicals into 
production processes, to improve the organisation of produc­
tion and labour and raise the professional and technical 
skills of workers.

Socialism opened up hroad opportunities lor raising la­
bour productivity, and this indicator’s growth rale in the so­
cialist countries is tho highest in the world. In 1913, pre­
revolutionary Russia’s labour productivity in industry was 
only a ninth of that in the United States; by 1980 the 
Soviet figure was almost 55 per cent of the US figure. 
Labour productivity in the USSR is already higher than in 
Britain and France.

The rise in lahour productivity serves as the chief source 
for expanding the volume of production and the national 
income. Thus, over tho last fifteen years, the USSR has 
received ahout 80 per cent of the entire increment in in­
dustrial output and over 80 per cent of that of the nation­
al income as a result of rising lahour productivity. In agri­
culture, tho whole increaso in output is achieved on the 
hasis of higher productivity of labour. The 1981-1985 five- 
year plan for the development of the USSR envisages 
that 90 per cent of the increment in industrial output
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over this period will bo due to higher labour productivity.
A rise in the productivity of labour is a fundamental 

issue in the policy and practice of building socialism, an 
essential condition for speeding up production growth rates, 
improving tho people’s welfare and creating an abundance 
of material and cultural wealth for the working people. 
This is why it is so important to take advantage of all the 
opportunities for raising labour productivity, opportunities 
that oxist in every workplace and enterprise in society.

REVISION EXERCISES

1. What aro the specifics of labour under socialism?
2. What are the advantages of socialist labour co-operation?
3. What is tho role of socialist emulation in making pro­

duction more efficient?
4. What is lahour productivity and on what does it depend?



Chapter XIII

COMMODITY PRODUCTION, 
MONEY AND TRADE

1. COMMODITY PRODUCTION 
UNDER SOCIALISM

The noed for and specifics of commodity 
production under socialism

The need for commodity production in socialist society 
arises from a numbor of factors. Above all, under socialism, 
the material precondition for commodity production—social 
division of labour—is not only retained, but also extonded. 
Commodity production under socialism is predicated by the 
specific nature of social socialist property, which exists 
in two forms: public (of the wbolo poople), and co-operative 
and collective farm proporty.

In addition, undor socialism thore is still a certain socio­
economic heterogeneity of labour. There are considorable 
differences between mental and physical labour, differences 
between skilled and unskillod labour, and also botween the 
labour of the worker and that of the collective farmer, the 
result being all forms of labour cannot be directly reduced 
to a single form. This is only possible indirectly, through 
value. Under socialism, labour is still not a primary neces­
sity of life and material incentives are still roquired. These 
and other factors account for the existence of commodity- 
money relations under socialism.

The Programme of the CPSU slates that “it is necessary 
in communist construction to make full use of commodity- 
money relations in keeping with their new content in the 
socialist period”. 1 The new content of commodity-money 
relations under socialism is a result of the fact that socialist

1 The Road lo Communism,  p. 538.
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commodity production is carried out by associated socialist 
producers (tbe state, co-operativos) on the basis of socialist 
ownership of the means of production and in a planned, 
balanced way. Consequently, commodity production under 
socialism cannot become the same as capitalist commodity 
production.

Commodity production under socialism is not universal, 
as it is under capitalism. The sphere of operation of com­
modity production and commodity circulation under social­
ism is restricted. Thus, labour power is not a commodity, 
for it is not bought or sold. The land and its minerals are 
no longer in commodity turnover, i.c., tbey cannot be bought 
or sold either. Neither are socialist enterprises and their 
fixed assets (machinery, promises, oquipment, and so on) 
bought and sold.

The fundamental change in the nature of commodity pro­
duction under socialism led to a change in its categories. 
Many of them, such as the commodity labour power, sur­
plus value, and others that previously expressod the capital­
ist nature of commodity production, have disappeared al­
together, other economic categories of commodity produc­
tion—the commodity, money, value, price, profit, and cre­
dit—have hecu retained, but they have changed substan­
tially.

Commodity-money relations in socialist society arise, first, 
between the public and co-operative sectors, the latter being 
represented mainly by agricultural production co-operativos 
and collective farms. Public industry produces commodities 
to meet the demand of the co-operative sector for means of 
production and that of their members for consumer goods. 
Co-operalive associations produce commodities to moot in­
dustry’s demand for raw materials and the population’s 
for foodstuffs and certain other consumer goods. The ox- 
change of commodities is a necessary form of economic 
connection between state industry and co-operative agri­
culture.

Second, commodity production and circulation embrace 
all consumer goods produced in the public and co-operative 
sectors, as well as by collective farmers on their personal 
subsidiary plots, and becoming the personal property of 
the urban and rural population through the system of pur­
chase and sale.

Third, commodity relations arise within the public sector 
in the sphere of the production of means of production.
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Means of production produced by public enterprises (ma­
chine-tools, machinery, metal, coal, oil, cement, and so on) 
circulate between enterprises by means of purchase and 
sale, and are, therefore, commodities.

Fourth, commodity relations arise between the socialist 
state and other countries through foreign trade turn­
over.

Commodity production serves socialist society and facili­
tates the development of its productive forces. With the 
transition to a single, communist form of pcoplo’s properly 
and a communist system of distribution, commodity-money 
relations will becomo economically obsolete and will die out.

The use value and value of a commodity
As we have already seen, a commodity has two aspects— 

use value aud value. These two aspects of the commodity 
have a totally different significance under socialism than 
under capitalism.

The capitalist is interested in the valuo of a commodity 
as the basis for acquiring surplus value. The use value 
is producod only in as far as it is tho bearer of surplus 
value.

Undor socialism, tho state takes both aspects of tho com­
modity into account when implementing the planued 
jnanagemeut of productiou.

The use value of a commodity in the socialist economy 
is of particular significance. Socialist society is inlcroslcd 
in increasing the quantity of use values and improving their 
quality. Under socialism, society not only plans the quan­
tity and types of use values, but also strives to improvo the 
quality of the commodities produced.

Tho value of a commodity is also of major importance 
to socialist society. Production is planned in terms of money 
(value) indicators, as well as physical ones. These indica­
tors are used in order to effect a systematic drop in tho 
value of a commodity, to ensure a continuous rise iu so­
cialist accumulation and increasingly satisfy the require­
ments of the members of socialist society.

In socialist production there is no antagonistic contradic­
tion belwccu use value and value, since there is no contra­
diction between private and social labour oither. This does 
not moon, however, that there is no contradiction at all

30(i



between the use value and value of a commodity under 
socialism. There is a contradiction, but it is not an autago- 
nistic one; it is not destructive in nature. A particular 
example of tho manifestation of tbis contradiction is the 
fact that poor quality output is hard to sell. Sometimes 
commodities cannot bo sold not because they arc not ueces- 
sary, but because their high value does not correspond to 
their quality, so lliero is no demaud for them. They are 
not realised at their value because the use value caunot 
be realised, in which case tho price of the commodity is 
reduced.

The contradiction between use value and value is elimi­
nated in a socialist society through planned management, 
tlirough improvement of the range and quality of output and 
a reduction in its value.

The twofold character of the commodity is, as we know, 
determined by the twofold character of the labour producing 
it. Tho labour spent on producing commodities is both ab­
stract and concrcto labour at the same timo. Under social­
ism, abstract and concrete labour arc two aspects of directly 
social labour.

Tho twofold character of labour in capitalist society ex­
presses the antagonistic contradiction of commodity produc­
tion—that between social and private labour.

It is a completely different matter in socialist society. 
Since the socialist economic system is based on social own­
ership, and the system of wage labour has been eliminated, 
the contradiction between the social and private character 
of labour no longer exists in socialist society. Under social­
ism, labour is not private, but directly social labour. The 
labour of people in socialist society is organised in a plan­
ned, balanced way on a countrywide scale. As a consequence 
of this change in the character of socialist labour, indivi­
dual labour in the production process in a plant or factory, 
on a collective or state farm, etc., appears as directly social 
labour, so there is no antagonistic contradiction between 
concrete and abstract, labour.

Since directly social labour is not yet sufficiently 
developed at Lhe socialist stage, however, there is still 
a need to express it indirectly in terms of value and its 
forms.
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The magnitude of the value of a commodity

The magnitude of the value of a commodity is determined 
under socialism by the quantity of socially necessary labour 
time spent on producing it. By socially nccossary labour 
time we mean tbe average labour lime spent by enterprises 
producing the hulk of the commodities in the given indus­
try, and the bulk of commodities are produced under aver­
age production conditions.

The time actually spent per unit output in individual 
enterprises constitutes individual labour time.

Under capitalism, the socially necessary time is set 
spontaneously, on the market. In the socialist economy, 
the state, proceeding from the objcctivo oconomic conditions, 
plans the growth of lahour productivity, sots the rates for 
labour expenditure and thus reduces the amount of socially 
necessary lahour timo.

In ordor to reduce the value of a commodity, the amount 
of labour spent on producing it must also be reduced. How 
can this be achieved?

The magnitude of tho valuó of a commodity is influenced 
by labour productivity. Tbe higher the productivity of la­
bour, tbe lower will be the unit value of the commodity, so 
the campaign to raise productivity is one to reduce the 
value of the commodity.

The valuó of the commodity is also affected by the inputs 
of raw and other materials, and so on. Tho value of a 
commodity is mado up of tho inputs of live and embodied 
lahour. Embodied labour is past labour spent on raw and 
other materials, machine-tools, premises, and so on. Thus, 
in order to reduce the value of the commodity, there must 
be economies of both livo and embodied labour.

In tho socialist economy, such measures as a rapid dis­
semination and introduction of advanced methods of labour 
and production, and the spread of technological achieve­
ments do much to cut the socially necessary labour time 
required per unit output. Exchange of experience and 
technical information, and. comradely mutual assistance 
make it possible rapidly to pull lagging enterprises up to 
the level of advanced ones.
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2. MONEY AND ITS FUNCTIONS 
IN SOCIALIST SOCIETY

The essence of money

The need for money under socialism results from the 
existence of commodity production and circulation. The 
value of a commodity created by social labour in the produc­
tion process is expressed in money form, so the essence 
of money consists in being the universal equivalent, i.e., 
in expressing the value of all other commodities.

Yet money as the universal equivalent has a qualitative­
ly new content under socialism. Under capitalism, money 
is an instrument for the exploitation of man hy man, an 
instrument for the domination of some people over others, 
but in socialist society money is an instrument for stimu­
lating growth and improving socialist production. Under the 
conditions of socialism, money expresses socialist relations 
of production and cannot become capital. It is used as a 
universal means of account and control over production and 
distribution of the social product; it is an economic instru­
ment for planning the national economy.

The fundamental change in the naturo of monoy and its 
socio-economic content in socialist socioty is manifostod 
in a change in its functions.

The functions of money

Money fulfils the primary function of heing a measure 
o) the value of a commodity. This function consists in 
money being used to measure the value of all other commo­
dities. The function of measuro of value is fulfilled by the 
money commodity alone, which itself has value. This com­
modity is gold.

The value of a commodity, expressed in terms of money, 
is, as we already know, called the price of tho commodity. 
Soviot money takes the form of hank and treasury notes to 
represent gold. Tho hasic monetary unit in tho USSR is 
the rouble, which serves as the price standard. A rouhle is 
made up of 100 kopecks and represents 0.987412 grammes 
of pure gold.

The function of money as a measure of value makes it 
possihlc, under socialism, to control the measure of labour
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and ihe measure of consumption. In this function, money 
is used by the stalo in planning commodity prices.

In the socialist economy money fulfils the function of 
a means of circulation. It services trade, is used as a means 
of commodity circulation, which is planned and regulated 
by the socialist state.

Under socialism, monoy is also a means of payment. This 
function of monoy is manifested primarily in tho wages 
paid to factory, office and professional workers, as well as 
in money payments to collective farmors, repayment of 
loans, iu paying taxes, and for municipal services, etc.

Money as a means of payment is used by the state in 
organising financial and credit relations in tho national 
economy, and for exercising financial supervision over the 
activities of socialist enterprises.

Under socialism, money acts as a means of socialist 
accumulation and savings. Monoy fulfils this function in 
the form of the banking and use of the temporarily idle 
monetary means and incomes of the working people, as 
well as the monetary accumulations of socialist onterprisos 
and various organisations.

Under the conditions of socialism, monetary accumula­
tions do not engender exploitation of man by man as they 
do under capitalism.

In socialist society, gold performs the function of world 
currency, in its. role of an international moans of payment, 
a universal purchasing medium and a reserve fund.

Such are money’s functions under socialism. The func­
tions of money arc not isolated from one another but are 
an inseparable unity, which manifests the essence of money 
as a universal equivalent.

Money circulation under socialism

Money can only fulfil its role as universal equivalent 
properly on the condition that the quantity of it corresponds 
to tho national economy’s actual requirements for means of 
circulation and payment.

The quantity of money necessary for circulation is doter- 
minerl mainly by tho sum of the prices of the commodities 
in circulation, divided by the rate of turnover of money.

Observance of a correct balance between the sum of com­
modity prices and the quantity of money in circulation is
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one of the major conditions ensuring the normal running 
of the economy. Proceeding from the law of money circula­
tion, the state regulates money circulation and makes plan­
ned use of it to develop the national economy. Regulation 
of money circulation takes place through the planning of 
public finances, and through crodit and accounts plans.

Ono of the basic conditions affecting money circulation 
is the ratio of tho population’s incomes, on tho one hand, 
to the volume of commodity turnover, and also paid services 
rendered to the population, on the other. Proceeding from 
the balance of money incomes and outlays of the popula­
tion, the State Bank’s accounts plan is drawn up and ap­
proved by the government.

Tho accounts plan of the State Bank shows all the pro­
posed inflows into the State Bank: the proceeds of trading 
organisations (over four-fifths of all deposits), tho proceeds 
of municipal enterprises, transport, communications, taxes, 
deposits in savings banks, and so on. At the same time, 
the accounts plan reflects the money paid out by tho bank 
in the form of wages and payments for tho labour of col­
lective farmers, payment for produce purchased from col­
lective farmers, pensions, allowances, and the liko. The 
ratio of money credit to debit according to the accounts 
plan allows the State Bank to regulate the amount of money 
in circulation.

The planned, balanced organisation of money circulation 
under socialism helps to consolidate it and make money 
stable.

The stability of money under socialism is ensured nol 
only by the gold reserves, but to an even greater extent 
by the stato controlling enormous quantities of commodities 
put into circulation at firm, stable prices. As a result, 
Soviet currency is tho most stable in the world. As socialist 
production develops, tho Soviet rouhlc becomes increasingly 
firm.

3. THE LAW OF VALUE 
IN THE SOCIALIST ECONOMY

The existence of commodity production under socialism 
means that the law of value operates in the socialist econ­
omy.

The essenco of the law of value consists in the produc-
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lion and exdiage of commodities corresponding to the quan­
tity of socially necessary labour embodied in them.

The law of value hegan to operate at the same timo as 
commodity production appeared. As commodity production 
developed, the sphere of operation of the law of value ex­
panded. In the capitalist economy, it regulates production 
and the distribution of capitals ancl labour power hy sector 
of production.

Under socialism, tlie law of value does not have the 
same scope as in capitalist society; its sphere of operation 
is limited. This is because socialist ownership predominates 
under socialism and the economy is run according to a 
plan.

In socialist society, the law of value does not regulate 
tlie distribution of the means oi production and lahour 
hetween the sectors of the national economy. This is done 
by the state planning organs on the basis of tho operation 
of the law of the planned, halanced development of tho 
national economy. Under socialist conditions there is a 
change not only in the sphere of operation of the law oi 
value, hut also in the way it operates. It no longer func­
tions as an alien force dominating people.

The law of value must he taken into account in planning 
tho socialist economy, and tho application of this law in 
price formation is of major significance. The law of value 
operates through the price mechanism, but tho pricos of 
goods are not set spontaneously under socialism, as they 
are under capitalism. They are planned. In sotting prices, 
the socialist state proceeds from the socially necessary la- 
hour spent in producing them, i.o., from value. Thus, the 
state applies the law of value in practice.

Governed hy national economic considerations, the social­
ist state sets the prices of goods to include varying degrees 
of divergence from their value. Using price policy, the state 
can use part of the incomes created in some industries 
rapidly to raise the level of other industries. Consequently, 
tho divergence oi prices from value in socialist society is a 
process planned in advance hy the state. When setting con­
sumer goods pricos, for instance, the state takes account 
not only of value, but also the demand to supply ratio.

Tho socialist state makes use of tho operation of the law 
of value to encourage production growth, raise lahour pro­
ductivity, reduce the costs of output and ensure that pro­
duction is profitable.
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4. TRADE UNDER SOCIALISM

The essence and role 
of trade under socialism

Since the products of labour in socialist society are com­
modities, commodity circulation is bound to exist as an 
intermediary link between production and consumption. 
Commodity circulation within the public sector, covering 
means of production, has come to be called the supply of 
materials and machinery, and is carried ont according to 
a plan. Commodity circulation of consumer goods and ser­
vices to the population lakes the form of trade. Trade under 
socialism makes it possible to establish a planned link be­
tween town and country, hetween socialist production and 
tlie population’s consumption, in ordor to satisfy increasing­
ly tbo working poople’s growing requirements. Tt differs 
fundamentally from capitalist trade.

Socialist trade is based on social ownership of the means 
of production, so it is planned in the socialist countries. 
Tho state draws up a plan for the volumo of commodity 
turnover, prices, circulation costs and other such indicators. 
Under socialism, trade docs not pursue the goal of enriching 
some people at the expense of olhors and does not expe­
rience the marketing crises typical of capitalist trade.

Trade plays a major role in the development of socialist 
production, satisfies the requirements of the homo market, 
helps to improve tho quality of goods, and so on.

Trade is a major instrument for implementing distribution 
according to work done. Through the medium of socialist 
trade, the working people exchange the money they receive 
for their labour for the consumer goods and services they 
require. Trade under socialism exerts an active impact not 
only on production, but also on consumption. Trade facili­
tates the introduction of new commodities into consumption, 
induces rational new domands and tastes in tho population.

Trade is also a vital factor in consolidating the credit, 
finance, and monotary systems.

The forms of trade under socialism
Trade under socialism, as the USSR’s experience has 

shown, takes three forms: state, co-operativo and collective 
farm trade.

313



State trade is iho highest stage in the socialist socialisa­
tion of commodity turnover. State trade is carried ouL by 
trading organisations whose material and financial means 
belong to the stalo.

State trade plays the leading role in the entiro trading 
system under socialism, and a considerable part of the 
goods produced hy puhlic enterprises and a significant part 
of the agricultural produce in commodity turnover pass 
through it. In the USSR, for instance, in 1980 the share 
of slate trade in total retail turnover was 69.8 per cent. 
State trade serves primarily the populations of towns and 
industrial centres.

Co-operative trade is carried out mainly hy trading en­
terprises of consumer co-operatives. In the Soviet Union, 
these account for up to 90 per cent of all co-operative 
commodity turnover. Consumer co-operatives supply chief­
ly the rural population with manufactured goods, procure 
agricultural products and sell them on commission. Co-ope­
rative trade in the USSR constituted 27.5 per c.ent of re­
tail turnover in 1980.

The systems of state aud co-operative trade include pub­
lic catering enterprises—puhlic catering kitchens, canteens, 
restaurants, hufiets, and so on. The share of stato and co­
operativo trade in the USSR in 1980 was 98.8 per ceut of 
total commodity turnover in tho country. Slate and co-ope­
rative trade constitute the organised market, in addition 
to which there exists an informal market in the form of 
collective farm trade.

Collective farm trade is carried out hy collective farms 
and farmers, who sell their produce surpluses to the popu­
lation at prices that respond to supply and demand. The 
level of these prices is influenced economically hy state 
and co-operativo trade, however.

As state and co-operative trade grow, the significance 
of the informal market decreases. In tho USSR, the share 
of collectivo farm trade in the total volume of commodity 
turnover in 1940 was 14.3 per cent, in 1955 was 8.7 per 
cent and in 1980 only 2.7 per cent.

There arc two forms in which the trading process is or­
ganised—wholesale and retail trade.

Wholesale trade is the purchase and sale of large batches 
of commodities for subsequent sale to the actual consumers. 
Enterprises and trading centres, which settle their accounts 
hy means of cashless flows, participate in this processes.
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Retail trade is the sale oi consumer goods to the work­
ing pooplo for cash or credit. It is chiefly consumer goods 
that arc realised through retail trade, as well as certain 
items of a production significance—small tools and instru­
ments, huilding materials, and the like. Retail trade is car­
ried out hy departmeut stores, food shops, general stores, 
specialised and other shops.

Retail prices and costs of circulation

There are two forms of retail price in trade correspond­
ing to two forms of market: the prices on the organised 
market and those on tho informal one.

In the USSR, prices on the organised market are whole­
sale prices in industry and in trading organisations, retail 
prices in state and co-operative trading enterprises and 
purchase prices for marketable output sold to the state by 
collective farms and farmers.

State retail prices, i.o., those at which tho state sells 
manufactured goods and foodslufls to the population, play 
the leading role in the socialist trade system. Thoy are set 
in a planned way by the state for each type of commodity.

For most consumer goods, there exist uniform retail 
prices for the wholo of the USSR, and there is a differen­
tiation of prices according to region, zone and season for 
certain foodstuffs.

Retail prices on the organised market are not subject 
to random fluctuations. They do not change spontaneous­
ly, but are altered at tho time, in tho directiou and to the 
extent the state considers necessary for resolving various 
oconomic and political tasks. The state does not, however, 
set the prices arbitrarily. It takes account of the value of 
commodities.

Trade entails circulation costs, hut. in socialist trade 
theso are totally different from capitalist ones.

Circulation costs under socialism are tho outlays of trad­
ing enterprises and organisations on hringing tho goods 
from producor to consumer.

They consist of the wages of people employed in trado, 
transport costs, expenditures on maintaining trading and 
storage facilities, on packaging, office expensos, interest on 
credit, and so on. The level of commodity turnover is plan­
ned hy the state.
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Socialist trade is characterised by a drop in the costs of 
circulation. Thus, in the USSR, circulation costs iu 1928 
constituted 19.7 per cent of the volume of commodity turn­
over, hut tho respective figures for 1940 and 1980 were 
8.2 and 6.7 per cent.

Tho reduction in circulation costs is a generalising qual­
ity indicator of the operation of trading organisations, 
and serves as a major source of socialist accumulation.

The level of circulation costs in socialist trade is con­
siderably lower than in the capitalist countries. In the 
USA, for instance, the costs of circulation comprise up to 
a third of the sum of retail prices.

Foreign trade

In the socialist countries, alongside domestic trado there 
exists foreign trade, which makes it possiblo to use tho 
advantages of the international division of lahour.

In the capitalist countries, foreign trado is carried out 
mainly by capitalist monopolies, whilo foreign trade in the 
socialist countries is a state monopoly. The Soviet author­
ities, for instance, declared the state monopoly of foreign 
trade in one of their first decrees. The monopoly of foreign 
trade means that all operations involved in importing and 
exporting goods are carried out hy tho state.

The monopoly of foreign trade helps to onsure the eco­
nomic independence of the socialist countries from the cap­
italist world, protecting their homo markets from foreign 
capital. At the same time, it is an instrument for econom­
ic co-operation with the other countries of the world so­
cialist system.

Foreign trade is an important form of economic link 
with the countries of the capitalist world, too. The social­
ist countries do everything they can to expand tbeir mu­
tual trade on the basis of the international division of la­
bour, and also the trade with the capitalist countries. The 
foreign trade of the socialist countries is based on the prin­
cipios of respect for national sovereignty and full equality 
of the parties and mutual henefit, without any political 
conditions.

The continuity of the socialist economy's development 
in the USSR and the other socialist countries entails a 
steady expansion of their foreign trado turnovers.
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R E V I S I O N  E X E R C I S E S

1. What are the reasons for and specifics of commodity 
production under socialism?

2. Describe use value and the value of a commodity, con­
crete and abstract labour under socialism.

3. What determines the magnitude of the value of a com­
modity?

4. What factors cause a drop in the value of a commo­
dity?

5. What is the essence of money under socialism?
G. Describe the functions of money.
7. How is the stability of money ensured under social­

ism?
8. Describe the operation of the law of value under so­

cialism.
9. What are the essence and role of trade under social­

ism?
10. What aro the forms of trade under socialism?
11. What are wholesale awl retail prices and circulation 

costs?



C h ap ter X IV

DISTRIBUTION ACCORDING 
TO WORK DONE AND THE FORMS 

OF PAYMENT FOR LABOUR. 
THE SOCIAL CONSUMPTION FUNDS

1. THE ECONOMIC LAW OF DISTRIBUTION 
ACCORDING TO WORK DONE

Each mode oi production has its own. corresponding 
mode of distribution. The relations in production determine 
those in distribution.

Under capitalism, distribution is in the interests of the 
exploiting classes, who appropriate, in the form of surplus 
value, the greater part of the social product created by the 
workers’ labour. Distribution is not according to work clone, 
but according to capital.

Under socialism, the distribution of the aggregate social 
product is the point of departure and material basis for 
socialist extended reproduction. Part of the aggregate so­
cial product is intended for replacing the means of pro­
duction used up. Another pari constitutes the national in­
come, which is distributed in the interests of all society. The 
part of the national income created by necessary labour is 
distributed through wages, depending on the quality and 
quantity of labour. This is the chief form of distribution.

The character of distribution in developed socialist so- 
c.iely is fixed iu Articlo 14 of the Constitution of the 
USSR, which states: “The source of the growth of social 
wealth and of the well-being of the people, and of each 
individual, is the labour, free from exploitation, of Soviet 
people.

“The slate exercises control over the measure of labour 
a lid of consumption in accordance with the principle of 
socialism: 'From each according to his ability, to each ac­
cording to his work.’ ”
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In socialist society, distribution according to work done 
is an objective uecessily, resulting from tbe iac-t that pro­
duction is based on social ownership of the means of pro­
duction. At the slago of socialism, the productive forces 
have not yet attained a sufficiently high level to ensure 
tho possibility of the material wealth being distributed 
among people according to their requirements. Moreover, 
labour has not yet become a primary necessity of life; it. 
is still just a means of living and, consequently, requires 
a corresponding remuneration. Finally, under socialism 
there are still considerable differences between mental and 
physical labour, as well as bclweeu skilled and unskilled 
labour.

Under socialism, the only factor determining a person's 
position in society and liis welfare is work. In accordance 
with this, the only possible measure of tho distribution oi' 
consumer goods is the quantity and quality of the work 
performed by each member of society.

Distribution according to work done is an economic law 
of socialist society.

Lenin considered distribution according to work doue as 
a mighty lever furthering the growth of production, im­
provement of the quality and productivity of labour and 
development of tho working man’s initiative.

Distribution according to work done is one of social­
ism’s primary advantages over capitalism. The distribution 
of vital boons according to work done excludes the possi­
bility of unearned income and parasitism, which withdraw 
tremendous resources from production and satisfaction of 
the working people's requirements. It is a major stimulus 
to the development oi production, opening up unlimited 
scope for development of tho people’s abilities. Lenin said 
that the principle that “he who does not work, neither 
shall lie eat" contains “the basis of socialism, the indefeas­
ible source of its strength, tho indestructible pledge of its 
final victory".1

The law of distribution according to work done means 
the need to: (1) distribute the individual consumption 
fund in accordance with the quantity and quality of the 
work done for society, thus ensuring the working people’s 
interest in the fullest, most rational use of their labour 
lime; (2) pay higher wages to skilled workers than to i

i V. I. Lenin, “On tile [•’auiiiiu’’, Collected Works, Vul. 27, p. 392.
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unskilled onos, for equal labour time, thus making the 
working people interested ia improving tbeir skills and cul­
tural and technical level; (3) introduce higher material 
incentives lor working under difficult working conditions 
(in the iron and steel, coal and certain other industries) 
compared with working under normal conditions, thus en­
suring material compensation for the expenditure of la­
bour.

And so, the economic law of distribution according to 
work done expresses tbo need for the material wealth to 
be distributed in direct dependence on the quantity aud 
quality of the work performed by each person and for 
equal payment to be received for equal labour by all peo­
ple, irrespective of their sex, age, race and nationality.

The economic law of distribution according to work done 
continues to operate tliroughout the period of the build­
ing of communism. The transition to communist distribu­
tion will bo offcclcd when there is an abundance of ma­
terial and cultural boons, and labour becomes the primary 
vital requirement.

Under distribution accordiug to work done, only part of 
the aggrcgalo social product is distributed.

Ju liis work, A Critique of the Gotha Programme, Marx 
poiuted out that, for socialist society to be able to func­
tion and develop normally, it would bo necessary to sub­
tract from the aggregate social product: (a) expenditures 
on replacing means of production consumed; (b) a cer­
tain part for expanding production; (c) reserves or au in­
surance fund; (d) the costs of management and mainten­
ance of schools, hospitals, etc.; (o) a fund for maintaiuing 
the nou-ablo-bodied.

The part of the aggrogate social product required for 
the country’s defence must also be subtracted.

Consequently, it is the pari of the aggregate social prod­
uct making up the individual consumption fund that is 
distributed according to work done.

The part of the newly created products of labour that 
goes into the personal cousumption fund for workers in 
the sphere of material production is called the necessary 
product, while the labour that creates this product is called 
necessary labour.

The part of the newly created products of labour in the 
sphere of production and services over and above tho nec­
essary product goes into the social fund (after expcmli-
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tures to cover the means of production used up have been 
subtracted), and is called the surplus product, the labour 
that creates this product is called surplus labour. Under 
socialism, the surplus product created by surplus labour 
goes to satisfy the requirements of society as a whole. It 
is used to ensure a continuous growth and improvement of 
production, to form insurance and reserve funds, to cover 
expenditures for the country’s defence, and satisfy the ma­
terial requirements of the workers in the non-productive 
sphere. Through the social funds, which grow by the year 
in both absolute and relative terms, the workers receive 
a growing share of the surplus product.

Under socialism, the surplus product is not used for the 
benefit of individuals, hut for the satisfaction of the re­
quirements of society as a whole and of each working per­
son. It is not surplus value, for there is no exploitation 
and no exploiting classes.

In socialist society, between the necessary and surplus 
product there are none of the antagonistic contradictions 
inherent in capitalist society. Here the surplus product is 
also necessary for the workers in material production, since 
it goes to satisfy the requirements of all the working 
people and is used for the progressive development of so­
cial production.

Distribution according to work done ensures people's 
material interest in the results of production. It furthers 
the growth of labour productivity, a rise in workers’ skills, 
and improvement of production techniques; it also plays 
a major educative role, accustoming people to socialist dis­
cipline and making labour both universal and obligatory.

Material interest is necessary under socialism because 
labour has not yet become a primary necessity of life for 
all members of society. The vestiges of capitalism in peo­
ple’s consciousness have not yet bccu completely rooted 
out. Alongside the vast majority of workers, who conscien­
tiously fulfd their duly to society, there are still a few 
people who do not do so ami who violate labour discipline.

Implementation of the principle of material interest en­
sures the fostering of a communist altitude to labour and 
is an important instrument in the slrugglo against the sur­
vivals of the past iu people’s consciousness, against the 
vestiges of the old attitude to labour.

It also excludes any levelling in the distribution of the 
material wealth. Л level distribution of products is inenm-
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palibie wit.ii socialism. It follows from the economic law 
of distribution according to work done that there must he 
a resolute fight against levelling. Betty bourgeois attempts 
to attribute to Marxism-Leninism a point of view of ab­
solute equality are intended to distort Marxist-Leninist 
science.

By equality under socialism Marxism-Leninism means 
not a levelling in the sphere of personal requirements and 
living (equality of consumption), but social equality, i.e., 
equal relations to the means of production, equal libera­
tion of all the working people from exploitation, equal 
aholition, for all, of private ownership of the means of 
production, an equal right to work and to receive vital re­
quirements in exchange for this labour.

Tims, socialism presupposes not a levelling, but distt-i- 
bulion according to work done, which is carried out in two 
basic forms: that of the wages of factory, office and pro­
fessional workers and that of the payment, made for the 
labour of those working in collective farm and co-opera­
tive enterprises. The two forms in which the law of the dis­
tribution according to work done is implemented arc deter­
mined hy the difference between the two forms of owner­
ship of the means of product!ou: slate ownership and col­
lective farm and co-operalive ownership.

2. WAGES UNDER SOCIALISM

The essence and organisation of wages

The existence of commodity production and the law of 
value under socialism account for the need lor the money 
form of wages, which allows a flcxiblo and differentiated 
determination of the worker’s share in the social product, 
depending on the quality and quantity of his labour.

Under socialism, labour power is not a commodity; it is 
not bought or sold, so has no value or price. As a result, 
wages are not a form of the value or price of labour pow­
er; they are a form of the distribution of Lhc material 
wealth according In work done.

Wages under socialism arc the share of the social prod­
uct, expressed in money terms, that covers the hulk of 
the expenditure of necessary labour and they arc paid by 
tlic stale to every worker iu public socialist enterprises in
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accordance with the quantity ami quality of the work per­
formed.

The level of wages under socialism is determined in a 
planned, balanced way by society, proceeding from the lev­
el of production achieved. The slate decides the size of 
the fund for distribution according to work done, and thus 
is used for personal consumption by factory, office and 
professional workers in the form of wages, and also decides 
the rate at which this fund should grow, considering both 
personal and social interests.

Tho socialist state uses wages as a vital lever for rais­
ing labour productivity and workers’ skills and for ensur­
ing the priority supply of labour power to the key sectors 
of the economy. Wages make it possible to find the cor­
rect combination of the material interests of the working 
people and the interests of the state, of the people as a 
whole.

Wages are made dependent on the worker's skill level, 
the character and complexity of Ins job.

The system for calculating wages under socialism must 
be simple and clear, so that every factory and office, work­
er can readily understand it.

The chief elements of the organisation of wages under 
socialism are the rating of labour and a job grading sys­
tem.

The rating of labour consists in the fixing of standard 
times for the fulfilment of particular jobs or the quantity 
of output per unit of time.

The rating of labour in socialist enterprises differs ba­
sically from that under capitalism, which serves to increase 
profits through greater exploitation of the workers.

In socialist society, labour rating is used for better or­
ganising labour and production to meet the demands of the 
latest achievements of science arid technology.

The basis for correct rating is provided by technically 
justified output standards or rales, calculated ou the 
fullest possible utilisation of technology and the 
achievements of advanced workers and production in­
novator. Technically justified standards are progressive 
ones that take account of the achievements oi the best 
workers, but they arc not based on outstanding individual 
achievements.

Progressive, technically justified standards are oriented 
on workers whoso labour productivity js above average,
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but they are attainable by all workers, so are quite rea­
listic.

Improvement of production leads, in lime, to originally 
progressive, technically justified standards becoming obso­
lete and therefore requiring revision. The purpose of such 
a review is to ensure a rapid growth of labour productiv­
ity compared with that of wages and to establish the cor­
rect proportions in the payment lor labour.

A review of output standards manifests a combination, 
characteristic of socialism, of social interests with the per­
sonal interests of the individual working man.

A major role in the correct organisation of workers' 
wages belongs to the job grading system.

The socialist state uses the job grading system to dif­
ferentiate wages depending on the character, quality and 
conditions of work, tho branch of production, region of the 
country, etc. Centralised regulation of the wages of fac­
tory, office and professional workers is accomplished 
through the job grading system.

The job grading system consists of three components: 
(1) a skill manual, which servos to grade jobs (depend­
ing on their complexity) and skills of workers; it contains 
a break-down of jobs into grades and corresponding wage 
rate grades of workers; (2) a rate schedule consisting of 
a scale of differentiated wages lor work of different skills; 
the number of grades and the correlation of the wages be­
tween them is determined by tho specifics of the given in­
dustry; (3) a wago rato distribution scale determining the 
size of wages for work in Grade 1.

S ince correct job grading and differentiated w ages are 
a major incentive to increase labour productivity and work­
ers’ sk ills  in  soc ia lis t enterprises, the job grading system  
is constantly  being im proved.

Of major significance in the organisation of wages is 
the fixing of the wage fund.

The wage fund is the total sum of wages of factory, of­
fice and professional workers, fixed by the state under a 
plan, for distribution according to work done over the giv- 
on period of time (year, month, and so on). This fund is 
set for the economy as a whole, for the constituent repub­
lics, ministries and departments, individual industries and 
enterprises.

The forms of wage organisation change and develop as 
socialist society develops.
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H ence the need for constant im provem ent of the wago  
system  and for the defects that em erge to be elim inated.

Im provem ent of w ages a llow s even fuller use to be made 
of the law  of d istribution according to work done and, 
on this basis, to raise even further the creative in itiative  
and labour activ ity  of the factory and office workers in 
developing so c ia lis t production.

The forms and systems of wages

There are two main types of wages: piece wages and 
time wages.

Piece wages arc determined by the quantity of finished 
output produced by the individual worker and facilitate the 
combination of social interests (higher labour productiv­
ity) with the personal interests of each worker (higher 
i udividual w ages).

In socialist industry a whole series of piece rate sys­
tems are used:

a) direct picco rates, when all output is paid for at the 
same piece rale;

b) incentive piece rates, when each item produced above 
the norm is paid for at a higher rale than within the limits 
of the set norm, and the rates grow progressively;

c) bonus-piece rales, when the usual piece rates are ap­
plied to the entire output, but a bonus is paid for improv­
ed quality, including savings of raw materials, fuel, and 
the like.

Piece wages are paid on an individual or collective ba­
sis. The size of ail individual piece wage is directly depen­
dent on the individual worker’s output. Collective piece 
rates (which arc applied when the working conditions 
make it impossible to calculate the individual worker’s out­
put) depend not only on the results of the individual’s 
work, but also those achieved by the whole team. In or­
der to make workers have a greater- material interest in 
the results of tlieir work, team piece rates are combined 
with individual piece rates. Tims, when the wages of each 
worker are heing calculated, account is taken not only of 
the number of hours worked, hut also the individual team 
members’ skills (wage rate grade).

In addition to piece wages, time wages arc also paid, 
lime wages depend on the amouul of time worked ami the
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worker’s skills. There is no direct connection between the 
results of the worker’s labour and his wages.

Time wages are paid for jobs that cannot be rated and 
calculated. In order to increase the stimulating role of 
time wages, a time and bonus system has become wides­
pread in the USSR. Under this system, tho size of the 
workers’ wages depends not only on the amount of time 
worked, and the individual's qualifications, hut also on the 
quantitative and qualitative results of his labour.

For instance, the time and bonus system is applied in 
the payment of skilled workers employed in highly mechan­
ised and automated production sectors and in operating 
equipment. As comprehensive mechanisation and automa­
tion of production processes is accomplished, time and bon­
us rates will become increasingly widespread.

Time wages are usually paid to the beads of enterpri­
ses, and to engineers, technicians and office workers on 
set wages. These set wages arc fixed in accordance with 
the economic law of distribution according to work done.

Ih order lo enhance the material interest of manage­
ment, engineering, technical and office staH, there exists 
a bonus system. Bonuses are paid, in particular, for ful­
filment and overfulfilment of output plans provided the set 
product range has been observed and the costs of produc­
tion reduced.

The rise in wages
and real incomes under socialism

The level of money wages in t-lve socialist economy is 
inseparably linked with the rise in labour productivity: as 
tho latter rises, so, steadily, do money wages.

The measures taken by the Communist Party of the 
Soviet Union and tho Soviet Government have made it 
possible, recently, to raise average wages in industry, con­
struction and transport, and in state-run agricultural en­
terprises. The wages of workers in education, the health 
service, housing and municipal sorvicos, trade, public ca­
tering and other ancillary industries have also been raised.

Payments out of the material incentive fund of enter­
prises do much to improve the material wellbeing of the 
working people. In 1970, the average monthly wage of fac­
tory, office and professional workers in the USSR was, for
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ihe economy as a whole, 122 roubles, an increase* of 51 
per cent since 1900, when the average had been 80.0 rou­
bles a month. In 1980 the average wage was 108.5 rou­
bles a month. In 1985 it will be 190-195 roubles.

What accounts for this rise?
First, there have been major structural shifts in the 

composition of the labour force, in  the course of scientific 
and technical progress, among the numbers employed thero 
is an increase in the share of scientists, engineers and 
technicians, and factory workers of higher grades, so, cor­
respondingly, the share of junior service personnel is fall­
ing. This leads to a rise in average wages.

Second, the gap between the minimum and maximum 
wages is closing, owing to a direct increase in the wage 
rates Tor low and average income workers.

Third, the wages of many factory and office workers 
are growing owing to bonuses paid out of enterprise prof­
its, while those of piece rale workers owing to their over­
fulfilling output standards.

The steady rise in wages is dear evidence of the ad­
vantage of socialism over capitalism.

Satisfaction of the constantly growing material and cul­
tural requirements of the working people under socialism 
is clearly expressed in the growth of not only money 
wages, but also real wages.

Beal wages are determined by the quantity of consu­
mer goods and services a worker and his family can ac­
quire on his.money wage.

A vital factor behind the growth of real wages is, as al­
ready mentioned, the rise in average money wages. At cer­
tain stages, an important role can he played by a drop in 
or abolition of certain taxes on the population. Another 
important, factor in the rise in real wages is an improve­
ment in the supplies of consumer goods at fixed prices to 
towns and industrial settlements tlirougli state and co-ope­
rative trading outlets. All these factors lead to a steady 
rise in real wages and an improvement in the material and 
cultural level of the working people.

One clear expression of the rise in real wages in the 
USSR is the increase in the consumption of the most im­
portant commodities by the families of factory, office and 
professional workers, in fact by all the people.

From 1940 to 1980, the sale of foodstuffs to the work­
ing people through the stale and co-operative retail not-



works measured by 600 per cent. The rise in non-foodstuffs 
was more than 16 limes over this period.

The planned, balanced rise in real wages is furthered by 
the entire policy of the socialist state—to reduce income 
tax rates, pay child allowances to low-income families, raise 
pensions, and other such measures.

The standard of living of the working people in social­
ist society is not only determined by their wages: many 
of people’s requirements arc satisfied by the social con­
sumption funds.

3. PAYMENT FOR WORK 
ON COLLECTIVE FARMS

The payment for labour on Soviet collective farms, as in 
public enterprises, is accomplished on the basis of the law 
of distribution according to wmrk done, i.e., to the quanti­
ty and quality of the work done by each member of the 
co-operative in collective economy.

At the same time, the payment for the labour of col­
lective farmers is characterised hy certain specifics arising 
from the fact, that a collective farm is an isolated socialist 
enterprise based on co-oporative and collective farm prop­
erty.

The collective farm is run by the farmers’ collective la­
bour, winch is organised in a planned way and is an in­
tegral pari of the aggregate labour of socialist society as 
a whole.

The results of collective production, the volume of col­
lective farm incomes and the welfare of each member of 
the collective farm depend on the efficiency of the farmers’ 
labour activity and a correct organisation of their lahour.

For a long time, the economic law of distribution accord­
ing to work done was implemented on collective farms 
through the use of the workday unit. This was a specific 
economic category used for determining the collective 
farmer’s labour input into the collective economy and his 
participation in the individual consumption fund. The 
workday unit was used to calculate the quantity and qual­
ity of the lahonr of the collective farmers employed doing 
various jobs. By means of the workday unit, the lahour of 
the collective farmers received a social assessment. At the 
same time, however, it was a measure of the distribution 
among collective farmers of the paid of the collective



farm’s physical and money incomes that was allocated (al­
ler fulfilment of obligations to the slate and formation of 
the social funds of the collective farm) for distribution 
according to work done. The labour spent on the collec­
tive economy and taken into account in workday units was 
paid for in kind (in produce) and money, a high propor­
tion being paid in kind.

The need for the workday unit to be used arose because 
the collective farms were unable to pay guaranteed wages. 
The economic might of the farms did not suffice to ensure 
the necessary funds for guaranteed wages on a scale set in 
advance.

As collective farm production developed, t.lie shortcom­
ings in the workday unit began to make themselves felt: 
the remainder of the physical and money incomes of the 
collective farms was distributed according to workday un­
its, so the members of the collective farms could not de­
termine in advance, when carrying out a particular job, 
how imir-li they would ultimately be paid for their labonr. 
They only got to know it late in the year. This weak­
ened their materia] interest in the results of tbeir labour.

Impruvoment of the organisation of production and fann­
ing methods on collective farms, a rise in the efficiency 
of collective farm production and in the revenues of the 
farms, provided the economic foundations for the workday 
unit gradually to die out and he replaced hy money wages 
for the collective farmers’ labour.

Initially, the collective farms began going over to seas­
onal and monthly advances to their members, i.e., part of 
the incomes was distributed according to workday units, 
without waiting for the end of the economic year. Later, 
these advances were replaced by more regular and stable 
payment in the form of produce and money in amounts 
fixed in advance.

Today, the higher incomes of collective farms have creat­
ed the necessary economic conditions for introducing a 
monthly cash payment for the collective farmers’ work. 
Tbc money form of payment is used as the only measure 
for the accounting and distribution of produce.

By ensuring a corresponding rise in their social funds, 
collective farms guarantee every collective farmer a cer­
tain payment in accordance with his labour input into col­
lective farm production. The guaranteed cash payment for 
the collective farmers' work is not yet a wage in the sense



that it exists in tlie public sector. The wages of factory, 
office and professional workers in state enterprises and es­
tablishments arc guaranteed by the state, while those of 
collective farmers aro guaranteed by the collective farm.

Wages in the public sector presuppose the consistent 
implementation of the principle of equal pay for equal la­
bour throughout the national economy; the measure of la­
bour and that of distribution are the same for everyone. 
The money payment for lahour on collective farms ensures 
a single measure of lahour and distribution only on the 
given collective farm; its level differs substantially from 
one zone to another and one region to another, aod insomo 
cases oven between adjacent collective farms.

The guaranteed payment for the collective farmers’ la­
bour considerably raises their material interest in the de­
velopment of their collective economy. Material interest, 
apart from the basic payment, also envisages additional 
payment for an incrcaso in agricultural output, an improve­
ment in quality and reduction in p r o d u c t io n  costs. In 
addition to payment for work dono (basic and supplemen­
tary), collective farmers also enjoy benefits from the so­
cial consumption funds, which grow by the year, and this 
raises the material and cultural level of tho collective farm 
peasantry,

The development of socialised production entails steady 
rise in the standard of living oi all categories of working 
people. The programme provision of the Communist Party 
of the Soviet Union “overything for the sake of man, every- 
tliing for the benefit of man” is being implemented- in­
creasingly fully and consistently.

4. THE SOCIAL CONSUMPTION FUNDS

Under socialism the principle of the distribution of tho 
material and intellectual hoons according to the quality 
and quantity of work done is tho chief, but not the only one.

A substantial part of the material and intellectual re­
quirements of the working people are satisfied out of tho 
social consumption funds.

The social consumption funds constitute that part of so­
cialist society’s consumption fund that is directed in physi­
cal and money form hy tho state, as well as by public, co­
operative and collective farm enterprises for the collective
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und individual satisfaction of the requirements of society’s 
members, as a rule largely independently of the results of 
their labour.

The social consumption funds express tlio relations be­
tween society as a whole, the work collective and each 
individual member of society with respect to the part 
of the national income going for personal consumption. They 
are called on to ensure t-hat the socialist state oxerts a 
planned impact on the formation of the structure of the 
population’s expenditures and consumption in order to level 
out the socio-economic positions of the memhers of society.

The social consumption funds give representatives of all 
social groups an opportunity to receive an education, have 
access to the nation’s cultural values, develop their abili­
ties and, therefore, to occupy a position in socialist pro­
duction and society in accordance with these abilities.

The social consumption funds are divided into two parts: 
the first part consists of the funds that form the incomes of 
the population (allowances, pensions, grants, paid holidays, 
and so on), and are a source of personal consumption. This 
part of the social consumption funds retains certain features 
of distribution according to work done. Thus, some pay­
ments and suhsidics are granted to the working people in a 
specific ratio to their wages (for instance, pensions depend 
on wages).

The second part is made up of funds going for the free, 
collective satisfaction of society’s needs (education, health 
care, cultural services, privileged use of apartments, and 
the like). This part, of the social consumption funds is 
distributed independently of participation in labour and 
enjoyed by all the people.

Most of tlio social consumption funds come out of the 
stale budget. The comparatively smaller part is financed 
by enterprises (associations) out of the fund for socio­
cultural measures and housing construction. On collective 
farms, part of the net income goes to form the funds for 
socio-cultural measures, social security and material assis­
tance for collective farmers.

During the building of socialism and communism, the 
range of requirements fully and partially met out of the 
social consumption funds expands continually. This is con­
nected with the expanding opportunities for developed so­
cialist society to satisfy fully the working peoplo’s growing 
needs.
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The social consumption funds in the USSR stood at 4.(5 
billion roubles in 1040, but 116.5 billion in 1080. In 1085 
they will reach 138 billion, i.c., an increase of 20 per cent 
over five years. Payments and subsidies out of the social con­
sumption funds wore 24 roubles per capita in 1940 and 438 
roubles in 1980—i.e., an 18-fold increase. In 1985 they will 
reach almost 500 roubles.

In the future, the existing social consumption funds will 
grow into communist ones, meaning a change in their 
structure and forms of distribution. They will he used to 
satisfy people’s requirement, which will hecomc immeasur­
ably broader, and there will lie. greater collectivism in the 
satisfaction of these requirements.

For the bulk of the population, payments and subsidies 
out of the social consumption funds are a supplement to 
their basic incomo received in accordance with the quantity 
and quality of their lahour. They increase the real incomes 
of factory, office and professional workers by 25 per cent.

Taken all together, the benefits received by the people 
on tbo basis of their labour incomes, in accordance with the 
quantity and quality of their labour, the payments and 
subsidies out of the social consumption funds, and incomes 
from personal subsidiary holdings, characterise the level of 
the population’s real incomes. Under socialism, real incomes 
are constantly growing. For instance, in 1980, real incomes 
per worker were four limes higher than in 1940, while those 
per collective farmer were 6.9 times greater. In recent years 
there has been a substantial drawing together of the real 
income levels of collective fanners and factory, offico and 
professional workers in the USSR.

REVISION EXERCISES 1

1. What is the essence of the economic law of distribution 
according to work done?

2. Why is the material interest o[ the worker in the re­
sults of bis labour necessary in socialist society?

3. What docs Marxism-Leninism understand hy the term 
“equality”?

4. What is the essence of wages under socialism?
5. Describe piece and lime wages, cash and real payments,
6 . How arc collective farmers paid for their labour?
7. What are the social consumption funds?



C hapter X V

COST ACCOUNTING AND PROFITABILITY. 
COSTS OF PRODUCTION 

AND PRICE SYSTEMS

Tlic use of economic laws in the socialist economy takes 
a variety of forms, a major one being cost accounting, a 
method for the planned management of socialist enterprises 
(associations). Directly connected with cost accounting are 
tho categories of cost prico, profits, profitability, prices and 
others whose application makes it possihle to build the 
relations of a society with cost accounting units in such 
a way as to raise the efficiency of production, reveal the 
results of llio economic operations of enterprises (associa­
tions), distribute their incomes and provide material incen­
tives to production workers.

1. THE ESSENCE OF COST ACCOUNTING 
AND THE PRINCIPLES 

BEHIND ITS ORGANISATION

The basic cost accounting unit 
in social production

The socialist national economy is a complex production 
organism consisting of a multitude of interlinked produc­
tion units. Tho primary and, at tho same time, tho basic 
production unit in tho national economy is the enterpriso 
(association).

Socialist enterprises are divided up socio-oconomically into 
public and co-operative ones, and in terms of economic
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¿ùctor into industrial, construction, agricultural, transport 
aud communications, material and technical supply ami 
marketing, trading, public catering, domestic services and 
other enterprises.

Productive forces and relations of production are repro­
duced in the enterprise, which therefore acts as au organi­
sational, technical and socio-economic unity. Being the pri­
mary structural unit of the national economy, it is the en­
terprise that combines labour power with the means of 
production and where all changes related to technical pro­
gress are initialed. The enterprise fulfils certain functions 
in the system of the social division of labour.

At the same lime, the enterprise is a social unit of 
society: on the one hand, it is part of people’s property and 
its interests and those of the whole people coincide; on the 
other band, it has its own specific interests, since the state, 
being the owner of the means of production, puls them 
at the disposal of the enterprise, which is obliged to 
produce the output required hy society.

Using the state properly allocated to it, the socialist 
public enterpriso or association carries out economic produc­
tion operations (manufactures output, undortakes jobs and 
renders services) in accordance with the nalioual econo­
mic plan, has its own balance-sheet and is a legal entity.

Socialist enterprises enjoy a certain degreo of economic 
autonomy. They exercise the right to use, possess and dis­
pose of property allocated to them by the state. The in­
comes and outlays of each enterprise are to somo extent 
separate from those of other enterprises and the state. Part 
of the onlerprise incomes remains at its own disposal for 
developing production, providing material incentives and 
improving the cultural and living conditions of the workers. 
The enterprise is not responsible for the obligations of the 
organisation to which it is subordinated, nor for those of 
other enterprises and organisations. In turn, the organisation 
to which the enterprise is subordinated, such as the minis­
try, is not responsible for the enterpriso’s obligations.

Scientific and technical progress is accompanied hy an 
increase in the scale of enterprises. In recent years, many 
enterprises have merged into trusts, combines, firms, pro­
duction and scientific-production associations. In accordance 
with the “Statute of the Socialist Public Production Enter­
prise”, any comhinc, trust, firm, association or other eco­
nomic organisation, that includes Production units which
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¡'ne not independent enterprises, operates as a production 
enterprise.

While being the primary unit in the national economy, 
the socialist production enterprise is, at the same time, the 
basic production collective of society.

Under capitalism, the interests of the working people arc 
in antagonistic contradiction with those of the owners of 
the meaus of production, who strive to step up the exploi­
tation of the workers, so capitalist enterprises arc not single 
production collectives with common collective interests. Only 
in socialist society, where the workers are also the owners 
of the means of production and production is carried out 
for the purpose of satisfying the growing requirements of 
all members of society, do enterprises act as single pro­
duction collectives, whose members have common collec­
tive interests.

Under these circumstances, the relations between the 
workers are relations of comradely co-operation and social­
ist mutual assistance. Work in the collective, the common 
interest and goals inspire in tlic workers a desire to dem­
onstrate their creativity and initiative in labour, to jointly 
seek out production reserves and do overything possible to 
attain the best results in the collective’s production activi­
ties. The relations of collectivism do not, however, take 
shape on their own. A true collective is one in which public 
opinion becomes the motive force and the working people 
participate actively in fulfilling the tasks facing the collec­
tive and assist one another.

In socialist enterprises, the conditions are created for 
the hroad involvoment of factory and office workers in de­
ciding various production issues. Social organisations and 
the entire collective of workers in the enterprise participate 
hroadly in discussing and implementing measures to ensure 
fulfilment of the state plan, development and improvement 
of the enterprise’s economic production activities, improve­
ment of its workers’ working and living conditions. The 
regular meetings of the enterprise’s workers discuss the 
draft production plans, the rosults of their implementation, 
the drafts of collective agreements and tho course of the 
fulfilment of corresponding obligations, issues concerning 
production, the day-to-day and cultural services provided to 
the workers, and so on.

Consolidation of each collective member’s feeling of res­
ponsibility for the activities of the collcclivo is one of the
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Major tasks of educational work in enterprises. ‘'It is a 
question," Lenin stressed, "of every politically conscious 
worker feeling that he is not only the master in his own 
factory, but that he is also a representative of the country, 
of his feeling of responsibility.’’ 1 Uuder socialism, in addi­
tion to the personal material interests of its workers, each 
production collective has its own common collective mate­
rial interest. This engendors certain specifics in the relations 
between enterprises and with society as a whole. These 
specifics are manifested in cost accounting.

The scientific and technological revolution, the growing 
scale of production and the further improvement of manage­
ment have engendered a need for an organisational restruc­
turing of the primary unit, i.e., a strengthening of enterpri­
ses through the creation, on ils basis, of production associa­
tions (combines). This is a progressive form of production 
organisation that makes it possible to speed up concentra­
tion, specialisation, and scientific and technical progress. 
Associations are ablo to mako more rational use of skillod 
personnel and material resources, have major opportunities 
for studying current and future demand for their output, 
etc.

Associations include enterprises that cither produce out­
put of the samo type or aro interconnected technologically. 
They are set up on a country-wide scale or within the 
bounds of a single economic region. Apart from production 
enterprises, scientific production associations may also in­
clude research institutes and design organisations. This 
helps to accelerate the introduction of scientific achieve­
ments into production.

Under the triple-step management system, in addition to 
production associations (combines), all-Union (republican) 
industrial associations are also set up. Theso are unified 
economic production complexes including production asso­
ciations (comhines), industrial enterprises, research and 
design organisations. They have at their disposal all the 
material, financial and labour resources of the entire produc­
tion complox and ensure that it operate without los­
ses.

Cost accounting principles are beginning to ho applied 
in organising the activities of ministries, too. Those now

' V. I. Lenin, “Speech at, the Second All-Russia Congress of 
Commissars for Labour". Collected Works, Vol. 27, |). -103.



have to answer for the results of their economic operations 
and have a material interest in improving them. Thus, 
unified two- and triple-step managerial cost accounting 
systems are being set up for iudustry: ministry—production 
association (enterprise), and ministry—industrial associa­
tion—production association (enterprise).

The essence and principles 
of cost accounting

The primary structural links (production enterprises, 
trusts, comhines, associations) are interconnected units of 
the unified socialist oconomy, organised in a plannod, ba­
lanced way.

Cost accounting is an ohjectivc economic category of so­
cialism, constituting a system of economic relations he- 
tween society as a whole and its economic units, between 
the economic units themselves and also betweon these anil 
their internal departments. It is in cost accounting that Lite 
unity of the interests of enterprise collectives and of society 
is realised and the planned, balanced organisation of the 
national economy ensured. Cost accounting literally means 
carefully calculated management of the economy. But cal­
culations vary. In the capitalist economy, they serve the pur­
pose of persoual enrichment of capitalists through exploi­
tation of the labour of others.

Under socialism, there is economical managemonl that 
has nothing in common with capitalist economising. It is 
determined uot hy the private, selfish interests of individ­
uals, but the interests of all society. Under socialism, cost 
accounting becomes both possible and necessary in every 
enterprise seeking to attain the best possible results with 
the lowest possible inputs into running the entire socialist 
economy.

Cost accounting is also a method for tho planned man­
agement of socialist enterprises, a method based on com­
parison, in monetary form, of the costs of producing output 
and the results of economic activities, on covering the enter­
prise’s outlays from its own revenues and on attaining 
production profit-ability. The current task is to do every­
thing possible to consolidate cost accounting, to achieve the 
strictest economics and prudence, to cut losses, reduce cost 
prices and increaso tho profitability of production.
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Money allows the same unit ol measurement to be used 
in accounting, production, planning and control of tlie ex­
penditures of live and embodied labour, costs, prices, and 
incomes of each enterprise. Cost accounting makes Lbo fi­
nancial and economic position of enterprises directly depen­
dent on the results of their operations.

When carrying out planned management, the socialist 
state makes use of cost accounting as a moans for exerting 
an economic impact on the operations of enterprises, as a 
means for taking the strictest account and verifying tlie 
results- of the ecouomic activities of each enterprise, and as 
an instrument for securing fulfilment of the state plan.

Cost accounting stimulates an incroase in the output nec­
essary for society and an improvement in its quality. Out­
put lor which there is no consumer demand will not be 
sold, and the enterprise will not bo recompensed for the 
means it has expended. Thus, cost accounting serves the 
fullor satisfaction of social requirements, which follows from 
tho hasic economic law of socialism.

Cost accounting is directly connected with commodity- 
monoy relations and tho oporation of the law of value under 
tho conditions of the socialist planned economy. In this, 
tho law of value is used both for accounting and compari­
son of costs and results, and for economic stimulation of 
production. Tho marketing of output shows how far the 
individual outlays of the given enterprise correspond to tlie 
socially necessary onos, and the material remuneration to 
collectives is dependont on this.

Cost accounting relies ou the entiro system of the econo­
mic laws of socialism and serves their operation, as well 
as stimulating greater efficiency of social production and 
belter quality work. Speaking of tho significance of cost 
accounting, Lenin stressed that millions of people might 
be brought to communism “not directly relying on onthusi- 
asm, but aided by the enthusiasm engendered by the great 
revolution, and on tho basis of personal interest, personal 
incentive and business principles’’. 1 Cost accounting is 
carried out in both public, collective farm and co-operative 
enterprises.

The organisation of the work of industrial enterprises on 
a cost accounting basis presupposes observance of the nec­

1 V. I. Lenin, "Fourth Anniversary of tlie October Revolution", 
CnUnrled Works, Vol. 33, p. 58.
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essary principles ensuring more economical running of the 
economy. Uuo such principle is Lo combine correctly cen­
tralised, planned guidance by the socialist state unth the 
economic and day-to-day independence and initiative oj 
enterprises and associations.

Such a combination makes it possible, on tho one band, 
to utilise the advantages ol' centralised planning, on the 
other, it furthers the development of tho working people’s 
creativity. This principlo is fixed in the Constitution of the 
USSR.

The slate allocates lo each cost accounting public enter­
prise and organisation the material and monetary funds 
it requires lo fulhl its plan.

Cost accounting puhlic enterprises act in their interrela­
tions as independent legal and economic units. They also 
enjoy tho right to lako on their own staff, to train and raise 
the skills of their workors, and apply the wage system they 
prefer.

Cost accounting enterprises have their own independent 
balance-sheets, which reflect the basic indicators of thoir 
economic operations. Enterprises have their own accounts 
in tho State Bank, in which they keep thoir funds and 
through which they complete settlements with other enter­
prises and organisations.

All together this allows the directors of public enterprises 
and economic organisations to decide, flexibly and efficient­
ly, tho issues that arise in the managemont of production, 
lo demonstrate economic initiativo and manoeuvrability in 
disposing of production and money resourcos, and to achieve 
plan fulfilment for the lowest possible inputs.

The economic and day-to-day independenco of state en­
terprises is accomplished within the bounds of state plan 
targets. By allowing enterprises this independence, thestato 
makes them materially responsible for the safety, correct 
and most rational uso of resources, for fulfilmont of the 
plan aud obligations to the state budget, suppliers and 
consumers.

Fulfilment of the hasic targets laid down in the plan is 
the law for each enterprise. The directors of enterprises arc 
responsible to higher organisations for all economic produc­
tion operations.

The economic, relations he tween enterprises are regulated 
with tho help of economic contracts. Contractual relations 
are one feature of cost accounting. In accordance with tho
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slate plan, cost accounting enterprises buy the means of 
production tboy require and sell their output to those cus­
tomers with whom they havo signed contracts.

The contract detormines tho delivery conditions, volume, 
range and quality of output, delivery dates, the price, pay­
ment dato and procedure, the form and extent oí respon­
sibility for violation of the conditions of the contract.

Strict observance by enterprises ol‘ contractual discipline 
is one of the chief requirements of cost accounting.

Cost accounting presupposes constant monetary control 
over the production activities of enterprises. This means 
that the enterprise’s receipt of monetary funds is made 
dependent on the results of its work. Non-fulfilment of the 
plan for production and accumulation, and expenditure over 
and abovo planned outlays croato financial difficulties for 
enterprises in settling accounts with suppliers and in ful­
filling obligations to finance and credit organisations. This 
entails the application of economic sanctions. Monetary 
control is accomplished by credit and financo organs during 
the financing and crediting of tfio enterprise, and also 
through the system of settlomonts for dolivored output. 
Monetary control makes enterprises implement stricter econ­
omies, spond their resources moro carefully and speed up 
the turnover of these resources.

Cost accounting presupposes the material interest of the 
enterprise’s management and entire collective of workers in 
its economical and rational running and in plan fulfilment.

The material interest of the workers is ensured by the 
system of wages and bonuses in accordance with the eco­
nomic law of distribution according to work done. The col- 
lectivo and personal material interest of tho workers of en­
terprises is stimulated hy special funds.

In socialist enterprises, deductions are made from enter- 
priso profits to set up three funds:

1. The material incentive fund for workors. This is used 
to provide incentives to workers for individual achievements 
and high overall results of the work of the enterprise. Out 
of this fund factory and offico workers are paid honuses 
for high work indicators throughout the year and also givon 
a one-timo remuneration at the end of the year. In this 
account is taken of tho length of the workers’s continual 
service rocord in the enterprise.

2. The fund for socio-cultural measures and housing con­
struction. This money goes on housing construction (in
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addition to centralised resources allocated for this purpose), 
on the construction and maintenance of child-caro institu­
tions, young pioneer camps, holiday homes and sanatoria, 
and for other socio-cultural needs.

3. The fund for production development, which, in addi­
tion to deductions from profits, contains part of deprecia­
tion deductions. This money the enterprise uses indepen­
dently for tho technological improvement of production and 
for complote renewal of fixed assets.

Consequently, under cost- accounting, the enterprise as a 
whole and each of its individual workers have a matorjal 
interost- in fulfilment and overfulfilment of the plan, in the 
most oconomical and profitable running of the enterprise.

Cost accounting and economies

The planned management of the socialist economy creates 
all the necessary opportunities Tor rational use to he made 
of material and manpower resources throughout society. 
Each working person, working not for capitalists or land- 
owners, but for himself and for his own society, is deeply 
interested in a rational and careful use of the social wealth 
and in economical management of the economy.

Economies are a principle of running the socialist econo­
my, consisting in producing the host possible output for 
tho lowost possible inputs of moans of production and la- 
hour. The implementation of this regime is one of the chief 
conditions for a growth of the socialist economy. A thrifty, 
economical use of manpower, material and financial re­
sources has always been of enormous significance for the 
development, of the socialist economy.

Implementation by the Soviet people of the programme 
oultlined by the 26t.h CPSIJ Congress for the development 
of the productive forces on the basis of technical progress 
requires tremendous inputs of manpower, material and fi­
nancial rcsourcos. Hence the growing significance of econ­
omies in the period of devoloped socialism. “An economy 
must be economical,” Leonid Brezhnev said at. the Congress.

Economies facilitate the fulfilment, and overfulfilment of 
plans, a reduction of lahour inputs and of the cost price of 
output. Better use of existing productive capacity, econom­
ical use of raw and other materials, fuel and electricity make 
it possihlo to increase out-put without additional capital



inputs. The more rationally the national economy is run, 
and tho more economically manpower, material and finan­
cial resources are used in production, the faster the national 
wealth expands.

Economics even of “trifles” can bring major results on 
the country-wide scale. Not evon the most insignificant, 
opportunity to reduce inputs, savo on labour, materials and 
money can he ignored. A small saving in each production 
section, enterprise, and on each collective farm turns into 
huge figures for the national economy as a whole. This 
is why the strictest economies are acquiring such special 
significance nowadays.

To tighten up regime of economics means to find more 
and more new opportunities for increasing output and re­
ducing its cost price, for being more careful and rational in 
the expenditure of raw and other materials, fuel, and elec­
tricity, for reducing the proportion of substandard produc­
tion. all sorts of loss and non-productive outlays.

The forms of cost accounting

We have discussed cost accounting in production enter­
prises as the primary unit in the national economy, hut 
cost accounting within enterprises and in the economic units 
abovo the enterprise level is of major importance in the 
management of tho national economy.

Cost accounting in production subdivision of enterprises 
differs significantly from that for whole enterprises. The 
subdivisions of enterprises (workshops, production sections, 
work teams, etc.) do not produce commodities, and there are 
no acts of sale or purchase within enterprises. Since they 
do not market output, production subdivisions do not have 
their own revenues, do not conclude economic contracts 
with other enterprises, do not have an independent balance- 
sheet nor an account in the bank, do not have direct rela­
tions with credit and finance institutions, arc not legal per­
sons, and so on. Intra-enterprise cost accounting helps to 
reveal the contribution made by each workshop, production 
section, etc., to the overall results achieved by tho enter­
prise. It is tlie move effective, the more closely the indicat­
ors of the plan and material stimulation of individual sub­
divisions of the enterprise are co-ordinated with those for 
the whole enterprise.
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The functioning of a workshop operating on a cost ac­
counting basis is assessed not only in terms of quantity 
indicators for the fulfilment of production tasks, hut also 
in terms of quality. Actual cost price is compared with 
planned one, and savings or overexpendilure are shown up. 
Depending on the economic results, additional material re­
muneration is paid to the collective of the workshop, pro­
duction section or work team.

The principles of cost accounting are also applied in 
industrial associations (combines). The industrial associa­
tion ensures full coverage of production costs, including 
expenditure on R & D, on the running-in of new items and 
techniques, and on maintaining the management apparatus, 
and also ensures the receipt of the profits necessary for 
making payments into the budget. Cost accounting associa­
tions have material, financial and labour resources at their 
disposal and act as economic management organs.

The introduction of cost accounting at all economic levels 
helps to speed up technical progress, intensify production 
and make it more efficient.

2. THE FUNDS AND MEANS 
OF THE COST ACCOUNTING ENTERPRISE

Iu addition to labour power, the production process also 
requires, of course, means of production. These consist of 
means of labour (machinery, equipment, production pre­
mises, installations, and so on) and objects of labour (raw 
and oilier materials, fuel, semi-finished products, and oth­
ers).

Means of production make up the productive assets. The 
productive assets of a socialist enterprise are divided into 
fixed and circulating, according to the nature of their turn­
over.

Fixed assets

Fixed assets include means of production that service 
the production process over a protracted period of lime. 
As they wear out., their value is transferred bit by hit to 
the output produced.

Linder th e  Soviet classification , fixed productive assets
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include production premises and installations, power plant 
and machinery, apparatus, handling and haulage means, 
instruments and tools (that serve for more than a year and 
cost over 50 ronhlcs), pipelines, road and railway instal­
lations and road surfaces, dams, water mains, irrigation and 
drainage installations, draft and commercial livestock, and 
so on.

One of the chief demands made on cost accounting en­
terprises is economical use of fixed assets. An improve­
ment in the use of fixed assets makes it  possible to in­
crease output and reduce its cost price -without additional 
investment.

One indicator of the use of fixed assets is the return on 
assets, or assets to output ratio (which oxpresses the out­
put per rouble of productivo assets and may be given by 
the following formula) :

whore RA is return on assets,
O is output,
A is productive assets.

An improvement in the use of productive assets is one 
of the chief economic tasks. In order to raise the return 
on assets, uncommissioued equipment must be put into 
full production, redundant equipment must be sold or hand­
ed over to other enterprises that do need it. Idle time for 
equipment must he shortened hy speeding up and improv­
ing the quality of equipment ropairs, eliminating organi­
sational and technical hold-ups and interruptions in the 
supply of materials and equipment to enterprises. Major 
reserves are contained in extending tho shift ratio of equip­
ment operation. Considerable results may also he achieved 
hy raising the speed of machinery operation and of produc­
tion processes in general, etc.

Greater independence and financial resources for enter­
prises open up favourable prospects for increasing the re­
turn on assets. Using their own funds and credit, enter­
prises are able to replace obsolete with new technology in 
good time, and take measures to moderniso equipment 
when this is economically justified. At tho same time, pay­
ment for fixed productive assets and material circulating 
means raises tho enterprises’ interest in improving their 
utilisation.
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D uring their productive consum ption, fixed assets grad­
ually wear o u t  There are two types of w ear— physical 
wear and tear and obsolescence.

Physical wear and tear is a result of physical or chem­
ical action on the fixed assets during tlio production pro­
cess or of the impact of natural factors.

Obsolescence is a result of technical progress and means 
that, as technology dovelops, it becomes unprofitable to 
continue using old rather than new, more productive and 
cheaper machinery. Machinery and other elements of fixed 
assets gradually become obsolete until they are physically 
unusahle. So, in order to reduce losses connected with the 
obsolescence of fixed assets, the planned, balanced modern­
isation of equipment is necessary; equipment must be 
used at full capacity, idle time eliminated, and so on.

Replacement of worn-out. fixed assets is paid for out of 
depreciation deductions, which are formed by the part of 
Ibe valuo of fixed assets corresponding to thoir wear being 
included in the value of the finished product. One part of 
the depreciation iund of public industrial enterprises is 
used by the state to replace fixed assets going out of pro­
duction, and another part is put at tho disposal of enter­
prises and is used by them to replace tho fixed assets com­
pletely.

The volume of fixed assets in public enterprises is en­
larged mainly out of the accumulated part of the uational 
income. From 1913 to 1980, tho fixed productive assets in 
the USSR increased 42-fold to roach 1,149 billion roubles.

In addition to the fixed productive assets, thero are also 
fixed non-productive assets, which consist of the property 
of the socialist state or collective farms, used for non-pro­
ductive consumption over a period of several years. They 
include housing, tho premises, installations and equipment 
of establishments and organisations in the education, 
health and municipal services, administrative, cultural and 
other amenities.

Circulating assets

Circulating assets are the part of the means of produc­
tion that is used up completely in the production process 
during one production period and the value of which is 
transferred totally to the finished product.
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C irculating assets include, in physical term s: (1 ) pro­
ductivité stocks in w arehouses—ra>v, basic and auxiliary  
m aterials, fuel, purchased sem i-fin ished products, spare 
parts for current repairs, tools of low  cost and durability, 
various other tools, and so  on; (2 ) incom plete output, se­
m i-finished products and a long-term  renewal fund.

The composition of tho circulating assets of public en­
terprises may be illustrated as follows:

Circulating means

Apart from fixed and circulating assets, socialist enter­
prises also require additional means for the sphere of cir­
culation. Output produced in socialist enterprises is real­
ised according to a plan, and the enterprises receive money 
for it. It follows from this that, at any given moment, tlm 
cost accounting ontorprise has at its disposal (in addition 
to fixed and circulating productive assets) a certain quan­
tity of finished output waiting to be sold and a sum of 
money already received from tho sale of output. Stocks of 
finished output ready for £¿110, and also the money the en­
terprise needs for purchasing raw materials, fuel, and so 
on form the cash. and disposable slocks of the enterprise.

Circulating assets and cash and disposable stocks, in
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money terms, make up tho circulating means of the enter­
prise. These two component parts of the circulating means 
serve the reproduction process in different ways: the cir­
culating assets operate in the production sphere, while tho 
cash and disposable stocks in that oT circulation. Both of 
them function within the framework oi the circuit of the 
enterpriso’s means.

The circulation means of socialist onterprises are divid­
ed into their own and loaned means.

The public enterprise’s own circulating means are allo­
cated to it by the state in accordance with its minimum 
requirements for fulfilling the production plan. The enter­
prise’s demand for other means that arises at particular 
timos of year in connection with seasonal stocks of raw 
materials and fuel, and also with goods heing en route, 
etc., is met by credit from the State Bank. Credit granted 
by the State Bank has to be paid back in a set period of 
time not exceeding a year, and interest has to he paid on 
it.

The enterprise is only allocated tho minimum means it 
needs, as this encourages an economical expenditure of 
these moans and speeds up their turnover.

Rale of Uunover of circulating means

The rate of turnover of circulating moans is one of the 
generalising indicators of tlic economic activities of enter­
prises and organisations. The circulating means of enter­
prises and economic organisations are in constant move­
ment and pass through three successive stages. This con­
stant movement is the circuit of circulating moans.

In the first stage of the circuit, the circulating means 
of public enterprises aro transformed from money into pro­
ductive stocks, i.e., into means of production intended for 
production purposes.

In the second stage oT the circuit, t.hc productive stocks 
are used up and transformed into finished goods. The cir­
culating means are now in the sphere of productive con­
sumption. At the third stage, the goods produced by the 
enterprise are marketed and the circulating means acquire 
a monetary form. Tho money is again spent on purchas­
ing productive stocks and so on, i.c., the whole circuit re­
peats itself over and over.
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The time takon for the circulating means to passthrough 
all the successive stages or its circuit constitutes the full 
period of their turnover.

An acceleration of the turnover of circulating means 
allows the cost accounting enterprise to reduce stocks of 
raw and other materials and material values used in pro­
duction. Thus, it becomes possible to release part of the 
circulating means for expanding production in the givon 
enterprise or for using them in other industries.

The velocity of turnover of tho means of enterprises do- 
pends on the time taken by production and circulation (in 
the form of stocks of finished output ready for sale, etc.), 
so the chief factors speeding up the rate of turnover of 
circulating means are a cut in production and circulation 
time, as well as olimination of excessive stocks. The signi­
ficance of speeding up the turnover rate of circulating 
means on the countrywido scale is tremendous.

3. COSTS OF PRODUCTION 
AND THE PRICE SYSTEM

Cost, price and its structure 
in the socialist economy

The value of output in socialist society lias three com­
ponents: (1) the value of the means of production used 
up; (2) the value of tho output created by necessary la­
bour and (3) the value of the output created by surplus 
labour.

The value of output in socialist society constitutes the 
social costs of production.

The first two parts of the social costs of production form 
the cost price of the output of socialist enterprises. The 
third part of value forms the net income of society.

Although the cost price of output is not planned cen­
trally for the socialist enterprise, it is of major significance 
for the whole economy, and is taken into account in the 
self-sufficient running of enterprises.

Tn industry, thero is tho factory cost price, including 
the enterprise’s outlays on production, and the full cost 
price, which includes, in addition to factory cost price, all 
the given enterprise’s outlays on marketing the output and 
for other purposes (transportation, packaging, tho admi-
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nislrative expenditures of trusts and combines, outlays on 
staff training, dissemination of know-how and payment 
lor R & D).

The cost price of industrial output has tho following 
structure.

Alt the enterprise’s outlays on production are grouped 
in economic terms into the following homogeneous groups 
according to the composition of the basic elements of pro­
duction:

1. Wages and supplements.
2. Inputs of raw and other materials, fuel and energy.
3. Depreciation covering the value of the worn out part 

of fixed assets.
4. Factory and workshop outlays connected with man­

agement and servicing of production.
The share of the individual elements in the cost price 

differs, depending on the specific conditions and peculiari­
ties of the industry, as well as on tlio machinery available, 
the organisation of production and labour.

The chief ways to reduce costs, which ensure economies 
of social labour in all sectors of the national economy, 
are: higher labour productivity; reduced inputs of raw and 
other materials, fuel and energy per unit output; lower 
administrative and managerial costs.

The national economic significance of reducing cost prices 
consists primarily in that not only the incomes of in­
dividual enterprises depend on it, but also the growth of 
accumulations, which are used for extending socialist re­
production and for raising the material and cultural wel- 
t'aro of tbe people. For this reason, tbe drive to reduce cost 
prices is particularly important.

Output produced hy socialist enterprises enters econom­
ic turnover at set prices. The difference between the price 
of this output and the costs of its production and market­
ing by socialist enterprises (i.e., cost prico), constitutes 
the net income of society.

Net income and its two forms

Net income is the value of the surplus product created 
by surplus labour throughout socialist socioty, and expres­
sed in monetary form.

Tho not income of society, like tbo whole national in­
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come, is created in the branches of material production. Tho 
net income created in public enterprises remains partly at 
the disposal of the given enterprises (in the form of pro­
fits) and goes partly lo the state, Not income is also creat­
ed on collective farms, Some of it remains at the disposal 
of the collective farms and the rest is transferred to the 
state through the mechanism of prices and income lax.

The Formation of the Centralised Net 
Income of the State

The net income takes two main forms: the centralised 
not income of tho state and tho net income of the public 
enterprise (or collective farm).

The centralised net income of the state is tbe part of 
the value of tho surplus product of socialist socioty that 
is concentrated iu the hands of tho slate to ho used for 
the needs of the whole people.

This income enters tho slate budget in the form of turn­
over tax, deductions from profits, charges for social insur­
ance based on wages, and income tax on co-operative en­
terprises.

The contralised net income of the state is usod for sa­
tisfying the needs of the whole people, financing capital 
construction, covering outlays on the country’s dofence, 
education, the health servico, pensions, administration, and 
so on.

The net income of the public enterprise (profits) is the 
part of tho valuó of the surplus product that remains at 
the disposal of the enterprise. The magnitude of tho net 
income of the enterprise depends on the degree of plan 
fulhlmenb or overfulfilment and reductions in cost prices. 
The more efficiently the enterprise operates and the lower
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ihc cost price of output, the higher its uet income. This 
ensures liic material interest of all the enterprise's work­
ers iu increasing the profitability of production.

Profit and its distribution 
between the state and the enterprise

In socialist society, profit is the part of society’s net in­
come that remaius and is realised in the given enterprise. 
Profit is one of the generalising indicators, reflecting the 
efficiency of the enterprise’s economic operations.

Socialist profit differs in its social nature from capitalist 
profit. Profit under capitalism expresses the antagonistic 
contradictions between labour and capital. Under socialist 
conditions, it is the result of the collective, joint labour 
of people free from exploitation. In capitalist society, pro­
fit is the only goal and motivo foree of the capitalist. Un­
der socialism, profit is a means for developing production 
to ensure a constant rise in the people’s welfare. Optimal 
distribution of profit helween tho state and enterprise is of 
major importance.

Payments lor productive assets are made into the budget 
by the enterprise out of its profits, these constituting the 
centralised net income of the slalo. In Soviot industry, 
tlieso paymonls are usually six per cent of the value of 
the hxod assets and circulating means. Payments for as­
sets oxpress the economic rotations between society as a 
whole and individual enterprises in using the national re­
sources allocated to them. Their chief function is to on- 
courage better use of productive assets.

If profitability is very high, fixed (rent) paymonts may 
be established into the budget out of prohts.

The existence of fixed (rent) payments is due to some 
enterprises, especially extractive ones, making excessive 
profits when a high level of labour productivity is ensured 
by natural conditions, rather than tho results of their econ­
omic activities. For instance, outlays on mining coal by 
the open cast method are lower than in mines, so the part 
of the proht expressing the difference between the socially 
necessary and individual expenditures on production un­
der more favourable natural conditions is removed into the 
slate hudget in the form of fixed (rent) payments.

The enterprise also pays interest to the hank for credit 
received.
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After all these payments and contributions have been 
paid, what remains is net estimated probt, from which 
three economic incentivo funds are formed: the material 
incentive fund, the fund for socio-cultural measures and 
housing construction, and lhal for the development of pro­
duction. Thon part of the profit is allocated to cover the 
planned requirements of the enterprise: financing central­
ised capital investments, supplementing the enterprise’s own 
circulating means and other planned outlays. And finally, 
the remainder of the profit is paid into the state budget.

The procedure for distributing profit can he illustrated 
as follows:

The net (income) profit of socialist enterprises is con­
stantly rising: tho profits of enterprises and economic or­
ganisations in the USSR in 1940 .were 3.27 billion rou­
bles, in 1965—36.9 hillion and in 1980—116 billion rou­
bles.

Enterprise profitability

Cost accounting puts socialist enterprises in such a po­
sition that they must achieve tho greatost possible econo­
mies of tlieir own resources and run at a probt.

Profitability of an enterprise means that the means it 
receives from marketing its output not only cover costs, 
hut also provide a certain profit.

If the inputs an enterprise makes in producing output 
aro higher than socially necessary, this enterprise will not 
he able to cover its costs and will make a loss. And vice 
versa. The enterprise whose outlays equal the socially ne-
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ressary expenditure or are below il is profitable. In plan­
ning and running the economy, the socialist state proceeds 
from the need to ousuro profitability of all enterprises and 
industries.

Profitability characterises the relative level of profit and 
it. may be calculated in two ways. First, as the ratio ot 
profit to the outlays of the enterprise (tho cost price of 
output):

where P1 is the profitability rate,
P is the mass of profit,
C is the cost price of output.

This method for dotermining profitability is not often 
used nowadays, since it does not fully reflect the efficien­
cy of tho enterprise’s economic operations- the use of the 
fixed productive assets has virtually no effect on it. This 
method is used for determining the profitability of produc­
ing individual types of output and in planning their 
prices.

Second, profitability is determined as the ratio of profit 
to tho sum of the fixed productive assets and standardised 
circulating uieans of the enterprise. If is calculated accord­
ing to the formula:

where P1 is the profitability rate,
P is the mass of profit,
A is the value of productive assets and standard­

ised circulating means.
This indicator of profitability characterises primarily the 

degree of effective use of the enterprise’s productive assets.
Let. us assume that two enterprises have tho samo 

amount of productive assets, valued at 30 million roubles, 
hut that one of them makes an annual profit of 10 million 
roubles and the other of 12 million roubles. The first en­
terprise’s profitability level is:

^ -X  100 =  33.3%

while the second's is:

-^-X 100 =  40%
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Consequently, the second enterprise makes more ofli- 
cient use of its fixed assets.

This procedure for calculating profitability interests en­
terprise collective in making better use of fixed productive 
assets and reducing inputs of live and embodied labour.

The level of profitability of enterprises depends on many 
factors: first, on all of those that affect the cost price of 
output; second, on tho share of machinery, machine-tools 
and other equipment in the sum total of fixed productive 
assets; third, ou the prices of tho final product, on the qual­
ity of the goods, ou tho conditions of supply and market­
ing, and so on.

Under socialism, a rise in the profitability of some enter­
prises does not conflict with the interests of others; on the 
contrary, it creates the necessary conditions for speeding 
up tho development of the wholo national economy for 
many years to come. The profitability of socialist enterprises 
is not subject to spontaneous, random changes in prices 
because plauned economic manngomenl ensures that out­
put is sold at fixed, planned prices.

The price system

The output of socialist industry is sold at planned prices sot 
in advance. The chief principle behind price formation under 
socialism is the planned establishment of prices, with 
due account of tho social costs of production, i.e., prices 
hased ou the value of tho commodity. In socialist society 
tho prico divergos from value, but sucb divergonces do uot 
take place spontaneously; they are determined hy the state 
for the sake of developing the national economy. “Prices 
must,” states the CPSU Programme, “to a growing extent, 
roflect tho socially-nccessary outlays of labour, ensure re­
turn of production and circulation expenditures and a cer­
tain profit for each normally operating enterprise.” 1

In the socialist economy thero are enterprise and indus­
try wholesale prices, uniform purchase prices lor agricul­
tural produce, retail prices in stale and co-operative retail 
trade, and retail ¡»rices on the informal market.

In the USSR, tho wholesale price includes the cost prico 
of output, tho profits of the industrial enterprise, the 
costs and profits of the marketing organisation. If turn­

1 The Road lo C om m unism , p. 537.
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over lax is levied on the given good, the w holesale  price 
also includes this.

The interconnection, betw een tlio various types of price 
for industrial output m ay lie illustrated  by the follow ing  
schema:

CosL price Profit 
of goods

Turnover
tax

Marketing I Trade 
mark-up J mark-up

Enterprise wholesale 
price

Industry wholesale price

Retail price

The turnover lax goes into the budget mainly from in­
dustries producing consumer goods, as well as a number 
of heavy industries (the oil, gas, iron and steel, electrical 
engineering and others). Many types of heavy industry 
output arc sold at prices below value, which incaus that 
part of the not income created by heavy industries is real­
ised, through the turnover tax, in Ihe prices of commodi­
ties produced by light industry.

When setting price, the shite proceeds from the need to 
cover the planned production outlays of enterprises and to 
ensure their profitability.

The state uses the price system to consolidate cost ac­
counting, stimulate a cut in production costs and rise in 
llie output of the goods required.

4. Cost Accounting on Collective Farms

The cost accounting principles considered above aro also 
applied, in the main, on collective farms. “Farming on all 
collective farms,’’ states the CPSU Programme, “must be 
based on the principle of profitability.” 1 Yet on collective 
farms, cost accounting does take somewhat different forms 
than it does in public enterprises, owing to the spocifics of

1 Ibid., p. 529.
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the collective) farm and co-operative form of property audi 
natural production factors.

Cost accounting requires, ahovo all, that the entire gross 
output of llic collective farm, in money terms, he ta Ire u 
iuto account. The gross output of the collective farm is all 
the output produced duriug the year iu its collective econ­
omy. A substantial part ol this output is sold and consti­
tutes a marketable output of the collective farm. The 
bulk of the marketable output is sold to the state at basic- 
purchase prices in accordanco with a plan drawn up for 
several years. The prices of many products include a 50 
per cent mark-up on the basic purchase prico for output 
sold over and above the plau, the purpose heiug to oucour- 
ago overiulhlmeul of stato plans.

In the USSR, purchase prices, fixed hy tho stale for each 
variety of output differ hy zone depending on the produc­
tion couditions. For example, the purchase price for grain 
is higher iu the Urals than in the Ukraine, because in 
the Ukraine fewer inputs of labour tire required per centner 
of grain.

In order to reveal the profitability of collective farm 
production, the cost price of the output must ho established, 
fhe cost price of collective farm produce is a mouctary 
expression of the part of the value that covers inputs of 
moans ol production (past labour) and payment to collec­
tive farmers for their labour (part of livo labour). It shows 
the collective farm how much the production and markcliug 
of a given type of output wall cost.

The cost price of collective farm output includes tho fol- 
lowiug outlays: the value of the fixod assets used up in 
the production process (depreciatiou payments), the value 
of tho products and materials used up (these made hy the 
farm itself and purchased elsewhere), outlays on payment 
for labour, other monetary outlays (mouey paid for busi­
ness trips, etc.).

The cost price of collective farm output is calculated 
as follows: seed, fodder aud other materials produced hy 
the farm itself are valued at tho cost price of their produc­
tion, purchased materials at their actual price. The wear 
and tear on productive assets (tractors, motor vohicies, agri­
cultural machinery, etc.) is calculated at the rates usod on 
state farms. The payment collective farmers receive in kind 
is also calculated in money terms. Monoy wagos facilitate 
the application of cost accounting.
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A collective farm is a large-scale economic unit and the 
modern collective farm economy requires strict monetary 
accounting of all production outlays. Collective farms face 
tlx? task of achieving a further drop in the cost price of 
collective farm output, for which purpose they need, first 
of all, to raise labour productivity. The main condition for 
¡, rapid increase in this indicator is an intensification of 
agriculture through the introduction of chemicals, develop­
ment of irrigated farming, introduction of comprehensive 
mechanisation and electrification. Intensive development of 
agriculture will make possible a sharp rise in crop yield 
and the productivity of livestock breeding.

An increase in production and reduction in the cost price 
of collective farm output arc necessary conditions Гог lower­
ing stain purchase and retail prices for agricultural produce.

Stale purchase prices are set in such a way that, when 
the collective farms sell their output to the state, their 
outlays are covered and they receive a net income (profit), 
this being the difference between the sum they receive and 
the Tull cost price.

The net income of a collective farm is the part of the 
value of the gross output that remains after deduction of all 
expenditures on producing it, i.e., the cost, price of output. 
Comparison of outlays and incomes makes it possible tu 
determine the economic profitability of producing given ag­
ricultural products and the results оГ the economic opera­
tions of the collective farm as a whole.

Part oi the net- income of the collective farm is differen­
tial rent.

Collective farms localed on the best and average fertil­
ity land or close to sales markets for their output and the­
refore paying lower transport costs, receive additional net 
income compared with farms working under relatively poor­
er production conditions. This pari of the net income forms 
differential rent I.

But differential rent II is also formed on collective farms. 
This is the part of the net income that advanced farms 
receive as a result- of making hotter use of the land, in ­
troducing new technology, machinery and applying fertilis­
ers, improving farming techniques, and so on. thus raising 
labour productivity and reducing unit oui pul costs.

Part o f the differential rout rem ains at the farm s’ d is­
posal, the rest goes into (he sta le  budget through the price 
.system and incom e tax.



Collective farms have considerable reserves lor reducing 
uuit production outlays. A cut in the inputs per unit output 
ou the basis of a rise in labour productivity brings a lower 
cost price and lugbor net income for the collective farm 
and a further rise in the welfare of the collective farmers.

REVISION EXERCISES

1. Describe the primary cost accounting unit in social 
production uuder socialism.

2. What is the essence of cost accounting?
3. What arc the principles behind cost accounting?
4. IIow is ihe material interest of every worker and col­

lective of an enterprise ensured?
5. What is the essence of economies and their influence 

on cost accounting?
G. What are the forms of cost accounting?
7. Doscribe fixed and circulating assets.
8. Describe circulating means and their circuit-
9. Describe the valuo and cost price of the output of so­

cialist enterprises. The structure of cost price and ways 
to reduce it.

10. Describe net income and its forms.
11. What is profit and how is it. distributed between the 

slate and tlie enterprise?
12. What does profitability mean and how is it calculated?
13. What is the price system under socialism?
14. What are the specifics of cost accounting on collective 

farms?



Chapter XVI

SOCIALIST REPRODUCTION. 
NATIONAL INCOME 
AND THE FINANCE 

AND CREDIT SYSTEM

1. SOCIALIST REPRODUCTION

The essence of socialist reproduction

Social reproduction moans the continuous and conslautly 
repeating process of tlie production, distribution, exchange 
and consumption of material wealth. The determining role 
in this process is played by production, because only that 
which has been produced can be distributed and consumed.

Reproduction can be simplo or extended. Under social­
ism, there is a constant and continuous expansion of the 
scale of production from one year to the next, i.e., there 
is extended reproduction. The process of reproduction means 
the constant reproduction not only of material wealth and 
labour power, but also of relations of production.

The reproduction of socialist relations of production 
means a growth and consolidation of social socialist pro­
perty in its two forms—public, and collective farm and 
co-operative, a drawing together and, in the future, gradual 
transformation of them into a single, communist property 
of the "whole people, expansion and improvement of com­
radely co-operation and mutual assistance between workers, 
development of a communist attitude to labour and, grad­
ually. of communist forms of the distribution of vital 
boons.

The chief specific- of socialist reproduction in contrasl 
to capitalist is that it is subordinated to a noble goal—that 
of satisfying the people’s requirements. Under capitalism 
there is a different goal—enrichment, of a small number of 
private, property owners. Socialist reproduction develops in 
tlio interests of all society and this excludes any possibility 
of rivalry between enterprises and industries, excludes the
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possibility of crises of overproduction and the appearance 
of unemployment.

A characteristic feature of socialist reproduction is a con­
tinuous growth of production. Socialist reproduction is car­
ried out- in a planned, balanced way, which moans that the 
development of any industry, and of social production in 
general, is accomplished acccording to a plan drawn up in 
advance.

Socialist reproduction is also characterised by high rates 
of production growth, In the course of socialist reproduc­
tion, the productive forces are constantly growing.

The reproduction process, from tho point of view of its 
social content, is the process of the reproduction of the pro­
ductive forces and relations of production, and from the 
point of view of its material results, is the process of creat­
ing the aggregate social product.

The aggregate social product 
and its composition

A result of socialist social reproduction is the creation 
of the aggregate social product and, on this basis, multi­
plication of the social woalth. By social wealth we mean 
the entire mass of material values at the disposal of so­
ciety, these boing the result of tho productive operations of 
both current and previous generations. It also includes na­
tural resources, the intellectual and cultural values of so­
ciety, scientific and educational potential, the overall level 
and structuro of worker qualifications and the potential of 
the system of services.

The aggregate social product consists of the entire mass 
of material wealth created by society over a specific period 
of time, usually a year (the annual social product). The 
aggregate social product is created by tho labour of workers 
in the material production sphere—industry, agriculture, 
transport, communications, and also workers in trade, since 
the production process is continued here (packaging, sort­
ing, storage and transportation).

Apart from labour in malorial production, some labour 
under socialism is employed in the sphere of state manage­
ment, cultural, municipal and medical services to the pop­
ulation. The labour of 1ho workers in these spheres does 
not participate directly in creating the aggregate social
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product, but il ¡h socially useful, necessary for society, and 
furthers the creation of the aggregate social product.

In socialist society, the growth of the aggregate social 
product takes place in a planned, balanced way, contin­
uously and rapidly. Thus, for example, from 1940 to 
1980 the aggregate social product of t.bc USSR increased 
by almost 14 times.

The factors behind the rise in the aggregate social pro­
duct under socialism arc as follows.

Since the aggregate social product is created by labour 
in the branches of material production, an increase in it 
depends on the numbers of workers in this sphere. But a 
rise in the number of workers is the extensive course of 
development of production both in the individual enterprise 
and the economy as a whole. It must not be regarded as 
the only source of growth of the aggrogalc social product. 
It must be remembered that reserves for increasing the 
numbers employed in material production are quite limited.

The chiof factor behind the growth of the aggregate so­
cial product is the rise in Ihe productivity of social labour 
owing to scientific and technical progress, higher qualifi­
cations of workers, collective farmers, engineers, technicians 
aud office staff, a more rational utilisation of productive 
assots, and a scientific organisation of labour and produc­
tion. This is tho intensive way of increasing the aggregate 
social product and, under socialism, it knows no bounds.

The aggregate social product is reproduced both in the 
physical, material form and in terms of value.

in its physical, material form, the aggregate social pro 
duct consists of:

1) means of production, i.e.. articles intended for produc­
tion purposes (machines, raw and other materials, fuel, and 
so on);

2) goods for porsonal consumption (clothing, footwear, 
food, housing, domestic items, etc.).

Articles intended for production purposes arc used to 
replace means of production used up and to expand pro­
duction further (accumulation), and also to form produc­
tive reserves and stocks.

Porsonal consumption goods are used to satisfy the re­
quirements of those employed in production, those newly 
drawn into this sphere, and of all the non-able-bodied 
members of society, and to build up central reserves of 
consumer goods.
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Thus, in accordance with tho purpose of the articles mak­
ing up tho aggregate social product, social production 
breaks down into two main groups: the production of 
means of production (Department I) and the production of 
consumer goods (Department II).

In value terms, the entire aggregate social product breaks 
down into three parts: (1) the value of the moans of pro­
duction used up, which is transferred to the finished product: 
(2) newly created value intended for the personal consump­
tion of the working people; (3) newly created value intended 
for expanding production and the social consumption Tund.

Each of these parts fulfils a special role in the process 
of reproduction. The first part goes to replace (in value 
terms) the means oT production used up, i.c., the wear and 
loar on premisos, installations, machine-tools, mechanisms, 
raw materials, fuel, electricity and other elements of a 
productive purpose.

The second part of tho value of the social product covers 
labour inputs, i.e., the goods consumed by the workers in 
material production.

The third part of the aggregate social product embodies 
the value of the surplus product and covers expenditures 
on maintaining the non-productive sphere. It forms the 
fund for expanding production (the accumulation fund).

The conditions for the realisation 
of the aggregate social product

The annual aggregate social product produced is realised 
according 1o a plan by mean« of exchange between De­
partments I and II and within each of them.

Let us look, first, at how the output of enterprises in 
Department I is realised.

In order to renew tho production process in Department 
I continuously, the means of production used up within it 
must he constantly replaced.

This is achieved through exchange between the various 
industries within this department. For instance, the iron 
ore mining and coal industries provide raw materials and 
fuel for Ihe. iron and steel industry, which supplies the en­
gineering industry with metal and receives equipment in 
return, and so on. Between the industries of Department T 
there is planned exchange of tho means of production ro-



qnircd in tliese industries in order to continue the produc­
tion process, and this is how one part or the output ol' 
Department ] is realised.

Another part of the output of Department I is intended 
to replace the means oT production consumed in Depart­
ment II, and a third part, which einhodics surplus labour, 
goes to expand production in both departments.

Iii Department II, part of the output, as in Department!, 
is realised by means of internal exchange between the 
various industries and goes Tor the personal consumption 
of the workers employed in this department. Another part 
is intended for the consumption of the workers in Depart­
ment I. A certain amount of the output of Department II 
must go to workers drawn additionally into production and 
must satisfy the requirements of those employed in the 
non-productive sphere and the non-ahlo-bodiod.

There is a planned, balanced oxebango of output between 
Departments I and JT. Department. T provides the industries 
of Dopartraent TI with machine-tools, machinery, mechan­
isms, fuel, materials and so on to replace the means of 
production used up and further expand production. Depart­
ment II supplies Department T with consumer goods to 
satisfy Iho personal requirements of its workers and increase 
their consumption fund, in connection with the rise in 
consumption and the tasks of further expanding all pro­
duction industries in Department I, and drawing new work­
ers into it.

Tims, all the component parts of the aggregate social 
product are in constant motion, or intercxclianged, in their 
physical and monetary form.

In order to ensure uninterrupted socialist extended co- 
production, the following conditions are necessary:

First, the animal oulpul of Department. I, consisting of 
means of production, must, in both physical and value 
lorms, he sufficient to: (a) completely replace, in both phys­
ical and value terms, the productive assets consumed in 
both (lopartmonls during the creation of the aggregate so­
cial product; (b) increase the productive assets in both 
departments in accordance with the growing social require­
ments. i.c.. accumulate the means of production necessary 
for expanding the-sonic of production; (c) create socially 
necessary slocks anil reserves of productive assets.

Second, the annual output of Dopartmcnl II. consisting 
of consume!* goods, must ho adequate, in both physical and
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valuó terms lo: (a) supply workers hi the two departments 
of socialist production, both those already working 
and those newly entering production, with consumer goods 
according to the principio of "to each according to his 
labour”; (b) supply those employed in the non-productive 
sphere (administration, education, health service, etc.) ac­
cording to the same principle; (c) create socially neces­
sary slocks and reserves of consumer goods.

Only if these conditions aro observed can there be ex­
tended reproduction of the aggregate social product.

The priority growth of the production 
of means of production

The most vital and uecessary condition for socialist ex­
tended reproduction is the priority, i.e., more rapid, growth 
of the production of means of production (Department. T) 
compared with the production of consumer goods (Depart­
ment TT). Tti order to expand production, first of all moans 
of production must be produced, moreover in quantities 
sufficient not only for replacing the means of production 
used up during the production process, but. also for expand­
ing the volume of production in all sectors of the national 
economy.

Lenin considered the priority growth of the production 
of means of production compared with Lhe production of 
consumer goods as an economic law of extended reproduc­
tion. the essence of this law being as follows.

The development of the productive forces of society, or 
technical progress, is accompanied by a rise in the share of 
embodied (past) labour in the social product and a drop 
in that of live labour. Manual labour is increasingly re­
placed by machine labour, and this raises its productivity 
and, consequently, (ho scale and volume of production. The 
priority growth of the production of means of production 
reflects the replacement of manual by machine labour, and 
the progress of technology in machine industry in general. 
It is both a result of and condition for technical progress.

Extended reproduction, accomplished on (he basis of tech­
nical progress, is inseparably linked with the priority growth 
of the production of means of production.

Tn contrast to capitalism, under socialism the priority 
growth of the production of means of production is different 
in essence. It is accomplished not spontaneously or cycli­



cally, but consciously, and in a planned, balanced way, 
and is used lor ensuring a steady riso jn the welfare oi the 
whole nation rather than for the enrichment of capitalists.

The achievement of socialism is only possible on the 
condition of priority of tbe production of means of produc­
tion. Tho light and food industries, and agriculture, which 
satisfy people’s requirements for consumer goods, cannot 
develop successfully and expand their production unless 
Department 1 supplies them with the necessary quantity 
of various types of machine, electricity, raw materials; un­
less the technical progress of these branches is ensured. 
In order, for example, to increase tho production of fabrics, 
first a larger quantity of weaving and other machines has 
to be produced.

In the USSR, heavy industry raises its output of equip­
ment and raw materials for light industry every year. The 
output of consumer goods is growing and growing. Conse­
quently, there can be no conflict between Group A and 
Group B goods.

A clear examplo of this, lor instance, is tho introduction 
of chemical products into the national economy, both in 
the sphere of production and that of consumption, Depart­
ments I and II of social production.

The acceleration of the growth rate of Department II 
does not mean that tlie law of tho priority growth of the 
production of means of production loses its force. Tho deci­
sions of the 26th CPSU Congress state: “Develop at a 
priority rate the industries onsuring progressive structural 
shifts in the national economy and stable and balanced 
extended reproduction.” 1

2. THE NATIONAL INCOME 
AND ITS DISTRIBUTION 

UNDER SOCIALISM
The national income

Under socialism, the national income is the part of the 
aggregate social product that is left over after tlie means 
of production consumed have been replaced and that embo­
dies newly-expended live labour.

• Documents and Resolu tion!. The 26th Congress o f the Com* 
m unist Party o f the Soviet Union, p. 167.
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In its physical, material form, the national income con 
sisls of part of the newly producod means of production 
and the entire mass of newly produced consumer goods. 
It is used; first, as a source of the consumption fund of 
workers in tho sphere of material production, thereby en­
suring the reproduction of labour power; second, as a source 
of extended reproduction and the formation of the reserves 
necessary for the uninterrupted process of extended social 
reproduction; third, as a source for maintaining the non­
productive sphere.

Since, under socialism, there is commodity production, 
the national income has a value as well as a physical 
form, and is expressed and measured through the medium 
of moucy. The magnitude of the national income calculated 
in comparative prices is called the physical volume of the 
national income.

The national iucomc in socialist society differs basically 
from that in capitalist society. It differs in its economic 
nature, its sources, distribution principio and tlic way it is 
used.

Under capitalism, the national income is created as a 
result of the exploitation of tho working people and is 
disposod of by tho exploiting classes, the groater part of it 
boing appropriated by capitalists anti landowners and tlio 
smaller part going to the working people.

Under socialism, the national income is created by the 
labour of workers free from exploitation and belongs in 
its entirety to the working people. All the necessary con­
ditions are created for a continuous and rapid growth of 
Iho national income.

Thus, in the USSR the produced national income was 
13.6 times higher in 1980 than in 1940. In valuó terms, 
the national incomo of the USSR was 145 billion roubles 
in 1960, 290 billion in 1970 and 450 billion in 1980. In 
1985, the national income will he 18-20 per cent higher 
Ilian in 1980.

In socialist society the national income grows primarily 
as a result of tho rise in labour productivity. Of major sig­
nificance here is the development of science and culture, 
the production experience accumulated by people, tho level 
of the knowledge and skills of the workers in socialist 
socioty,

In the USSR, the predominant part of the entire incre­
ment in the national income cornos from higher labour pro­



ductivity, this factor being decisive in the creation of the 
national income. The higher labour productivity is, the 
greater the physical volume oí the aggregate social product 
and, consequently, the greater the mass of the national in- 
come.

Another factor behind the growth of the national income 
of socialist society is the increase in the number of workers 
employed in the branches of material production, hut this 
source is limited in nature. At the same time, there is a 
constant increase in the number of workers engaged in the 
non-productive sphere.

The socialist economic system ensures the most rational 
utilisation of society’s labour resources, since, under social­
ism, unemployment is eliminated and there is an opportu­
nity to make planned, balanced use of labour power in ac­
cordance ■with social requirements.

Finally, yet another growth factor for the national income 
is economies of means of production. A reduction in the 
inputs of raw and other materials and fuel per unit output  ̂
more effective use of the equipment available and produc­
tive aroa create additional resources for increasing output 
and, consequently, entail a corresponding increase in the 
national income.

Distribution of the national income

The distribution of the national income under socialism 
takes place in a planned, balanced way for the purpose of 
ensuring extended socialist reproduction and a steady riso 
in the people’s wolfaro.

Tho national income created in the economy consists of 
two parts: one part is the necessary product and is distri­
buted between tho workers employed in material production 
depending on tho quantity and quality of their work. This 
part of the national income takes the forms of wages of 
factory and office workers in public enterprises, as well as 
of the incomes of collective farmers in kind and in monoy.

The other part of the national income is the surplus 
product, which goes to expand production and form re­
serves, to construct cultural and other amenities, creato tho 
social consumption funds and for other social purposes.

Under the plans for expanding socialist production in 
town and countryside, as well as for social requirements,
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the socia list state redistributes tbe national incom e mainly 
through the sta le  budget, Those groups of tlic population 
w ho work in lire nou-produclivc sphere receive their incomes 
through the redistribution of the im lioual incom e.

The entire national incom e of socia list society  breaks 
down into the consum ption fund and the accum ulation fund.

The consumption fund is tlio part of the national income 
that is used for satisfying the requirements of the popula­
tion for foodstuffs, clothing, footwear, domestic and cultu­
ral items, and also for satisfying social needs. In the USSH, 
80 per cent of the national income is spent for these pur­
poses.

The consumption fund is formed from the products creat­
ed by necessary labour, and also from part of Iho surplus 
product.

According to the way the consumption fund is used under 
socialism, it can itself be broken down into the fund for 
paying for the work done by workers in socialist produc­
tion and the fund for social consumption, which is spent 
on socio-culturai needs, i.e., to cover requirements in the 
sphere of science, education, the health service, art, and so 
on, on social security (state aid to largo families and to 
single mothers, pensions, etc.), to cover outlays on admin­
istration and defence (maintenance of the stale machine, 
armed forces, and so on). Tho social consumption fund is 
of major significance Tor the rise in the peoplo’s well-heing.

The accumulation fund is created from the surplus pro­
duct. Matorially, this fuud is mainly output produced by 
Department I, but a certain part of tbe output of Depart­
ment II is also accumulated (the accumulation of con­
sumer goods for newly employed workers, the formation 
of reserves and stocks of consumer goods, etc.). In mone­
tary terms, the accumulation fund is chiefly the means of 
the state budget, slate and collective farm and co-opera­
tive enterprises, allotted for accumulation purposes. Tho ac­
cumulation fund consists of about 20 per cent of tho nation­
al income.

In tho way it is used, the accumulation fund can bo bro­
ken down into three parts, one of which is used to expand 
production, another intended for financing and construction 
of cultural and other amenities (schools, hospitals, housing, 
etc.), and the third forms the reserve or iusuranco fund.

Distribution of tlic aggregate social product and national 
income can be expressed by the following schema:
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A G GREGATE PR O D U C T OF SO C IA LIST SO CIETY

Socialist accumulation
Under socialism, there is no antagonistic contradiction 

between production and consumption, consumption and ac­
cumulation. Socialist society proceeds from the possibility 
of combining consumptiou and accumulation in such a way 
that the conditions are created for ensuring the most rapid 
rate of extended reproduction possible and the fullest pos­
sible satisfaction of the requirements of socialist society.

The ratio of consumption to accumulation under socialism 
is determined in accordance with the tasks of building so­
cialism on tlic basis of the planned, balanced development 
ol the national economy. The proportions between consump­
tion and accumulation cannot be static or given once and 
for all, they are set specifically for a given period.

Socialist accumulation is the source ol extended socialist 
reproduction. One result of socialist accumulation is a con­
stant rise in the social wealth, productive and non-produc­
tive assets through the regular allocation of part of the 
surplus product for the continuous expansion of production 
for the purpose of ensuring a steady rise in the national 
welfare.
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Socialist accumulation lakes place by means oi capital 
investment in the national economy, and this goes up by the 
year.

3. THE FINANGE AND CREDIT SYSTEM 
UNDER SOCIALISM

A major role is played in socialist reproduction by the 
finance and credit system, which is called on in its entirety 
to serve production, distribution, exchange, accumulation 
and consumption of the social product. Finances and credit 
are involved in the distribution and use of the chief part 
of the social product—the national income. Through b- 
nances and credit, the socialist state exerts an active in­
fluence on the economic operations of each and every en­
terprise, thereby facilitating the full revelation of reserves 
and savings on inputs.

The state budget
The national income, as we have seen, is created in the 

sphere of material production (in socialist enterprises) and 
a significant part of it goes into the accumulation fund,i.e., 
is used for further expanding production.

If enterprises themselves made direct use of this part of 
the national income for expanding their own production, 
however, it would not be possible to ensure a correct bal­
ance in the development of individual enterprises and sec­
tors of the national economy, so a centralised accumulation 
fund is set up in the socialist economy and used as a source 
of financing lor the construction of new enterprises, and the 
modernisation and expansion of existing ones.

The centralised accumulation fund is concentrated in the 
slate budget, the chief link in the finance system of the 
socialist state. The stale budget is the basis of the country’s 
financial plan, by means of which a significant part of the 
national income is concentrated and used for satisfying 
social needs. It is drawn up in accordance with the national 
economic plan.

Tho state budget consists of a credit and a debit side.
The credit side of the stale budget comes chiefly from 

revenues from socialist enterprises, including turnover tax, 
payments out of the profits of public enterprises and cco-



iiomic organisation?, payment for fixed productive assets 
and rationed circulating means, contributions out of the 
free remainder of profit, fixed (rent) payments, income 
tax on co-operative organisations and collective farms, for­
estry income, and so on. Revenues from the socialist 
economy make up over 91 per cent of the credit side of 
the state budget in the USSR, which also includes a social 
insurance fund. Public enterprises and organisations make 
set contributions to this fund in the form of special supple­
ments to wages.

The Soviet slate budget is distinguished by a small share 
of revenues from t-lic population. Taxes levied on the popu­
lation make up only about eight per cent of slate budget 
revenues in the USSR.

The debit .tide of the slate budget consists of the financ­
ing of the national economy, socio-cultural measures and 
science, the maintenance of the stale administration bodies 
and defence expenditure.

The bulk of the funds in the Soviet state budget goes to 
finance the national economy and pay for socio-cultural 
measures and science. The share of budgetary means spent 
on maintaining the state machine is decreasing.

The USSR consistently pursues a policy of peace, so de­
fence expenditures are kept to a minimum.

The state budget, in socialist society grows regularly on 
tile basis of a steady rise in the entire national economy. 
The budget of the USSR always has an excess of the credit 
over the debit side.

All organs of Soviet power, from the Supreme Soviet of 
the USSR to rural Soviets of People’s Deputies, have their 
own independent budgets. This allows them to take account 
of the specifics of the particular region when implementing 
stale plans.

Credit and banks under socialism
Credit under socialism is a form in which the state mobi­

lises temporarily idle money and makes planned, balanced 
use of it to satisfy national economic needs.

Credit is tightly linked whth the circuit of the means of 
socialist enterprises. During this circuit, the enterprise has 
money that is temporarily idle. This is because the time 
when payments are received for marketed output and the 
lime when money is spent on production requirements do
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not coincide. Enterprises and economic organisations accu­
mulate money in their accounts in the State Bank as their 
output is marketed, and this money is then spent over a 
certain period of time. The rise in the incomes of the work­
ing people is also accompanied by the formation of sub­
stantial sums of idle money, deposited in savings banks.

At the same time, some enterprises and economic organ­
isations have idle money, while others require additional 
money. This additional money is required by enterprises and 
organisations, for instance, for the seasonal purchase of 
raw materials, the formation of production stocks, expen­
diture on the production and transportation of finished pro­
ducts, and so on.

Banks concentrate all the iemporarily idle money in the 
national economy and use it to grant credit to the econom­
ic organisations anrl enterprises requiring it.

Credit can bo short- or long-term
Short-term credit is granted for a short period of time, 

usually a year. The unified centre of short-term credit in 
the USSR is the State Bank. Short-term credit is granted 
to ontorprisos and economic organisations to satisfy their 
temporary requirements for additional circulating means.

Long-term credit is credit granted for an extended period 
of time and used primarily for capital construction purposes. 
In the USSR, at the present time long-term credit is grant­
ed by the All-Union Bank for the Financing of Capital 
Investment (USSR Stroibank). Long-term credit is granted 
Tor capital construction, for development of livestock breed­
ing, for individual housing construction, for an increase in 
the production of consumer goods, improvement of cultural 
and other amenities, and so on. Credit for the capital out­
lays of state enterprises is also provided by the State Bank 
of the USSR (USSR Gosbank). Goshank credit is granted 
for investment that will he rapidly recouped. This includes 
loans for the introduction of new technology and on the 
organisation and expansion of the production of commodi­
ties for the population. The State Bank also grants long-term 
credit to foreign states, especially those of the socialist com­
munity, on favourable, mutually advantageous conditions.

Credit institutions charge a certain amount of interest 
on the credit they grant, as well as paying interest on 
deposits.

The difference between the interest received and that 
paid out constitutes bank profit, which makes up part of
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tho act income ol socialist society.
Under socialism, credit furthers the ratioual use of the 

means of enterprises, a growth of socialist production and 
a rise in its profitability.

The redistribution of temporarily idle resources between 
the industries and enterprises of the socialist economy is 
carried out by a ramified credit and banking system.

Under developed socialism, the need arises to expand 
credit relations, replace" non-returnable financing with a 
system of returnable and time crediting. This is promoted 
by a further development of cost, accounting relations be­
tween enterprises (associations) am? hanks, and the con­
solidation of enterprises’ own financial basis.

The credit and banking system  in the USSR consists of: 
(1) the State Bank, (2) the All-Union Bank for the Fi­
nancing of Capital Investment (USSR Slroibank), (3) the 
Bank for Foreign Trade of the USSR (Vneshtorgbank) 
and (4) stale savings banks.

The leading position in the credit and hanking system 
belongs to the Stale. Bank, which is the chief hank grant­
ing slioii-lcnn crediting of the national economy, the co­
untry's accounting and cash centre. It is through the State 
Bank that all settlements are made between economic 
organisations and establishments, payments pass into the 
budget, and settlements are made between establishments 
and organisations and the population. The State Bank is 
also the only bank of issue: it issues money into circula­
tion, plans and regulates money circulation. Finally, this 
bank is tlie country’s only currency reserve centre, and it 
carries out international settlements.

The State Bank of the USSR is the world’s biggest 
bank. It has over 6,000 branches (republican, territory, re­
gional and city offices, district branches and local receipt 
banks), which carry out an enormous volume of account­
ing and credit operations.

The All-Union Bank for the Financing of Capital In­
vestment (Stroibank) is responsible for tho financing and 
long-term crediting of the capital construction of enter­
prises, as well as tho short-term crediting of contract con­
struction organisations, and carries out settlements between 
clients and contractors.

Tiikc the Sialo Bank, Stroibank checks on the fulfilment 
of plans for construction work, on the correct utilisation 
of means and reduction in the costs of production.
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The Bank ¡or Foreign Trade of the USSR (Vneshtorg­
bank) credits Soviet foreign trade, carries out currency 
operations, settlements for the export aiul import of goods 
and services, as well as other settlements. It promotes the 
development, of commercial and other economic links be­
tween the USSR and other countries, and that of internal 
trade and industry connected with exports and imports.

Apart from the major hanks, there are other credit in­
stitutions—savings banks. State savings banks accept mon­
ey deposits from the population, collective farms and social 
organisations. They also serve the population in operations 
with slate loans, accrediting and other cash operations. 
Tn socialist society, temporarily idle money belonging to 
factory, office and professional workers and peasants and 
deposited in savings banks is used for financing socialist 
development. The savings hanks pay depositors a certain 
interest.

In socialist society, the continuous growth of the peo­
ple’s material wolfarc has accounted for the tremendous 
development of savings banks. In the USSR, for instance, 
in 1080, private deposits in savings banks amounted to 
roughly 150.2 billion roubles, compared with 0.7 billion in 
1940.

REVISION EXERCISES
1. What is the essence of socialist reproduction?
2. What are the parts, in value ami physical terms, of 

the aggregate social product?
3. What arc the factors behind the growth of the aggre­

gate social product and the national income?
4. Why is the priority growth of the production of means 

of production necessary?
5. Describe the national income and its distribution under 

socialism.
G. What is the rolo of finance and credit in socialist re­

production?
7. What is the state budget and what are the sources of 

its credit side?
8. For what purposes are the means of the state budget 

spent?
9. What is credit and what accounts for the need for it 

under socialism?
10. What are the different forms of credit?
11, Describe banks and their functions under socialism.
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Chapter XVII

THE WORLD SOCIALIST SYSTEM

1. THE EMERGENCE AND DEVELOPMENT 
OF THE WORLD SOCIALIST SYSTEM

The chief content and main feature of the present age 
is the transition from capitalism to socialism, initiated by 
the Great October Socialist Revolution. This transition is 
an inevitable historical process. Tlic October Revolution 
ushered in a new age in world history and put an end to 
the undivided sway of capitalism.

Tbc emergence of the socialist economic system in the 
USSR was of tremendous international significance and 
exerted a decisive influence on the entire subsequent course 
of vorld development, thereby fundamentally changing 
the socio-political map of the world.

The socialist revolutions in a number of countries of Eu­
rope and Asia and in Cuba were a continuation of the Oc­
tober Revolution in Russia.

As a result of the victory of socialist revolutions and the 
withdrawal of a number of countries from the capitalist 
system, the world socialist system emerged and began to 
develop. The formation of the world socialist system has 
been the main result of the progressive development of so­
ciety in the present age.

The world socialist system  is not simply the sum total 
of the states that have withdrawn from capitalism—it is a 
social, economic and political community of free, sovereign 
peoples, advancing towards socialism and communism, unit­
ed by common interests and goals, and the close tics of 
international socialist solidarity.

The economic basis of the world socialist systom is so-
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cialisod ownership of the means of production in its two 
forms: puhlic and co-operative. Socialist property predomi­
nates in the USSR and the other socialist countries. Tho 
development of socialist production in the countries of so­
cialism is subordinated to the general goal of satisfying, 
as fully as possible, the growing material and cultural re­
quirements of the people.

The political basis of tho world socialist, system is the 
power of the people, headed by tbe working class. The guid­
ing and directing force in the socialist countries is the 
fraternal Communist and workers’ parties. Tho socialist 
countries have a common interest in defending the revolu­
tionary gains and their independence against imperialist 
encroachments.

The world socialist system is characterised by unity of 
ideology: Marxism-Leninism, and their goal is to build so­
cialism and communism. Tbe socialist countries have com­
mon tasks in the struggle against capitalism and its im­
perialist policy.

The development of the world socialist system and the 
world capitalist system follows totally opposite laws. The 
world capitalist system took shape and developed in the 
course of an extremely fierce struggle between the slates 
that make it up, with the strong ones subordinating and 
enslaving tho weaker ones, but. the formation and develop­
ment. of the world socialist system is taking place on the 
basis of sovereignly and full voluntariness, in accordance 
with the basic, vital interests of the working people in all 
the socialist countries.

inherent in tbe world capitalist system arc tbe law of 
uneven economic and political development, spontaneity 
and anarchy of social production. Inherent in the world 
socialist, system are other, radically different laws, ensur­
ing tho steady, planned, balanced growth of tho economies 
of all the countries involved, and this leads to a general 
rise and consolidation of the Avorld socialist system as a 
whole.

The economy of world capitalism develops slowly, expe­
riencing crises and disruptions. That of the socialist coun­
tries is characterised by rapid and stable growth rates, an 
overall, continuous rise in tho national economics of the 
individual socialist countries. The total volume of indus­
trial production in the socialist countries in 1980 was 14 
times greater than in 1950. Tbe respective figures for in­
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dividual countries were 14 times lor the USSR, 14 limes 
for Poland, merely 8 . 0  tines Гог Czechoslovakia, about 9 .5  
times for the GDR, some 8.5 times for Hungary, 33 times 
for Romania, 24 times for Bulgaria and 10 times for Mon­
golia.

The socialist countries have solved or are successfully 
solving the most difficult problem involved in socialist 
construction—the voluntary transfer of the peasantry from 
small individual holdings to large-scale mechanised, co­
operative socialist farming. This testifies that, as a result 
of the indestructible fraternal co-operation between work­
ers and peasants, socialist relations of production have tri­
umphed not only in the towns, but also in the country­
side. The share of the socialisl sector in the total area of 
agricultural land in the socialist countries is over 90 per 
cent.

The high level of economic development of the socialist 
countries makes it possible for them to ensure a steady 
rise in the material welfare and cultural standard of living 
of the working masses, in those countries, the national in­
comes are growing rapidly, and about four-fifths goes to 
satisfy the people’s fast growing requirements.

The world socialist system, has now entered a new stage 
in its development. The Soviet Union has successfully 
built a developed socialist society, and is now creating the 
material and technical basis for communism. The oilier 
countries of the world socialist system are laying the foun­
dations for socialism, and some of them have already enter­
ed the period of building a developed socialist society. The 
dominant role in the economies of the socialist countries 
is played by socialist relations of production.

The countries of the world socialist system, many of 
which used to be backward, have now become flourishing 
socialisl states. Only a very short period of time, in his­
torical terms, was required for them to overcome their 
former economic backwardness, to create and develop their 
own modern industries.

The planned economies of the socialist conn f ries devel­
op significantly faster than those oi tho capitalist states. 
But the establishment of the world socialist system is a 
complex and multifaceted process, connected with over­
coming difficulties of both an objectivo ami subjective natu­
re. Fraternal relations and co-operation are organised be­
tween countries with, far from identical economic levels of

378



development, historical and cultural traditions and links, 
and social structures.

Experience lias shown that, wherever they are able to 
exert an influence, petty bourgeois elements attempt to 
hamper the normal course of socialist transformations, to 
set the socialist countries against one another, and to revive 
opportunist, revisionist anrl nationalistic views, on which 
imperialism plays. This danger grows whenever a depar­
ture from the principles of Marxism-Leninism is permit­
ted.

The socialist world lias now entered a development stage 
providing an opportunity for making significantly fuller 
use of the mighty reserves contained in the new system. 
This is facilitated hy the elaboration and introduction of 
the most advanced economic and political forms, corres­
ponding to the require men Is of a mature socialist society 
developing on the basis of the new social structure.

The world socialist system is becoming the decisive fac­
tor in the development of human society.

While Marxism-Leninism attaches tremendous import­
ance to the national-liberation movement, it also believes 
that the chief essence, direction and main specifics of world 
development in the present age are determined by the 
world socialist system, the forces fighting against imperial­
ism and struggling Tor a restructuring of society along so­
cialist linos.

The main document of the 1999 international Meeting of 
Communist and Workers’ Parties slate; “The main direc­
tion of mankind’s development is determined by the world 
socialist system, the international working class, all revolu­
tionary f o r c e s 1

The primary role of the world socialist system in the 
world-wide revolutionary process is seen in the fact that, 
first, the working class and other working people of the 
socialist countries arc creating a new society without op­
pression or exploitation. By creating the material and tech­
nical basis for socialism and communism, the socialist 
countries deal a blow to imperialism in the decisive sphere 
of social activities—that of material production. When 
the working people in the capitalist countries see the suc­
cesses scored by tlie socialist states iu economic dcvelop- •

• International Meeting o[ Communist and Workers.’ Parties, 
Moscow, 1969, p. 13.



mcnl, the improvement, of the peoplo’s standard of living, 
the development of democracy and the involvement of the 
broad population in running tho state, it is brought home to 
them that only on the way to socialism and communism 
it is possible to satisfy the working people’s needs. All 
this revolutionises the masses, helps to involve them in the 
active struggle against capitalist oppression and for nation­
al liberation and social emancipation.

Second, as timo goes on, the role of the socialist states 
grows increasingly as a force directly opposing the aggres­
sive plans of imperialism. Now that the might of the So­
viet Union and the entire socialist community paralyses 
tho main forces of international reaction and aggression, 
the peoples of the developing countries have more favour­
able opportunities for fighting imperialism and internal 
reactionaries. There is a very close link between the suc­
cesses of the revolutionary struggle in the capitalist coun­
tries, the victories of the national liberation movement and 
the growing might of the world socialist system.

The formation of the world socialist system and its 
strengthening unity and solidarity signify “a type of truly 
just, equal, and fraternal relations between states never 
seen in history before” . 1

2. CO-OPERATION 
AND MUTUAL ASSISTANCE- 

THE BASIS OF THE ECONOMIC RELATIONS 
BETWEEN THE COUNTRIES OF THE WORLD 

SOCIALIST SYSTEM ___
Co-oporation and mutual assistance between the socialist 

countries on the basis of their unity of economic, political 
and ideological foundations has entailed the formation of 
the world socialist system.

The system of the socialist world economy is a totality 
of national economic complexes of sovereign socialist states, 
closely linked by comprehensive economic, sciontific 
and technical co-operation, the international socialist divi­
sion of labour and the world socialist market.

1 Documents and Resolutions. The 26th Congress of the Com­
munist Party of the Soviet Union, p. 8.
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The ideas of friendship, co-operalion and mutual assis­
tance between the socialist countries are fixed in the con­
stitutions of most of the fraternal countries. ‘‘The new Con­
stitution of the USSR declares friendship, co-operation and 
mutual assistance with other socialist countries tire corner­
stone of Soviet foreign policy.” 1

The new type of economic 
and political relations

A new type of economic and political relations, previous­
ly unknown in history, is emerging between the countries 
of the socialist community. These relations between the so­
cialist countries are built on the principles of full equali­
ty, respect for territorial integrity, stale independence and 
sovereignty, and non-interference in one another’s inter­
nal affairs. But these basic principles do not exhaust the 
essence of the relations between the socialist countries. 
Another of their integral features is mutual, fraternal as­
sistance, reflecting the principle of proletarian internation­
alism. A strengthening of the unity of the world socialist 
system on the basis of proletarian internationalism is an 
essential condition for the further success of all its mem­
ber states.

Each socialist country is always in need of comprehen­
sive co-operation with the other socialist states. At the pres­
ent time, with the world split into two systems, tho very 
existence of many socialist countries and their successful 
advance arc only possihle because there is a world com­
munity of socialist countries and because they can rely on 
the economic might and political unity of this community.

Tho multilateral fraternal co-operation between the coun­
tries of socialism allows maximum use to be made of the 
advantages of the world socialist system for speeding up 
the development of each country’s productive forces and 
strengthening the economic might of the countries of so­
cialism in general.

The establishment of a new type of economic and 
political relatious is a natural event, with firm socio-eco­
nomic and ideological foundations. They arise out of the 
very essence of the socialist system, i.c., out of the domi-

1 Ibid., pp. 9-10.
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Viatimi of socialist relations of production. As a result, the 
mutual relations belwcon the socialist countries include no 
striving towards economic expansion, no domination or sub­
ordination.

Iu the world socialist system, the economic links and 
relations between the states arc accomplished in accord­
ance with the requirements of the economic laws of social­
ism and are subordinated to the task of continually ex­
panding production on the basis of advanced technology, 
in order to raise the welfare of the working people.

The international socialist division 
of labour

The development and strengthening of the economic co­
operation between the socialist countries Lakes place on the 
basis of the international socialist division oj labour. The 
division of labour between the socialist countries differs 
fundamentally from that in the world capitalist system. 
The international capitalist division of labour is accomplish­
ed spontaneously during a fierce competitive struggle 
and the pursuit of profits. The socialist international divi­
sion of labour is accomplished in a planned way, on the 
basis of the operation of the law of tlio planned, balanced 
development of the national economy.

Socialism created, for the first, time ever, the necessary 
conditions for equal and mutually beneficial co-operation 
between big and small nations. It ensures a strengthening 
of the economies of the independent states making up the 
world socialist system. Harmoniously complementing one 
another, the socialist countries arc enabled to economise 
on forces and means for the comprehensive development 
of their productive forces. Each country can, on a mutual 
basis, make use of not only its own resources, hut also 
those of the other countries of tbe community. This makes 
possible a more rational use of all the economic resources 
of the world socialist system in order to speed up the de­
velopment of the economy and raise the well-being of the 
peoples of all the socialist countries.

The interiiatioual socialist division of labour allows each- 
country lo focus on those branches of social production for 
which it enjoys the most favourable conditions, i.e., natu­
ral and materia) resources, production base, workers, engi-
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nt*ers ami technicians, level of development of production, 
and so on.

The main principles behind the international socialist 
division of labour arc:

—consideration of the objectively necessary proportions 
in the economic development of individual countries and 
the world socialist system as a whole, facilitating the bal­
ancing of the economy;

—ensurancc of a high economic effectiveness of the in­
ternational division of labour, expressed in rapid produc­
tion growth rales and the fullest possible satisfaction of the 
requirements of tlie populaliou in each country;

— a combination of the international specialisation in 
production and comprehensive development of the econo­
mies of individual countries in order to make more ration­
al use, in all countries, of the natural and economic fac­
tors of production, including lahour resources;

- a gradual overcoming of the historical differences in 
economic development levels, making maximum use of 
each country's resources and the advantages of the world 
socialist system.

The international socialist division of labour harmoni­
ously combines the tasks of developing the uatioual econ­
omy of each country with the international tasks of de­
veloping the entire world system of socialism.

Specialisation
and co-operation of production

The internalioual socialist division of labour presupposes 
specialisation and co-operation in production. Special­
isation in production within the world socialist system 
means the priority development of certain industries in 
those countries where the given output can be produced 
most cheaply. Co-operation in production acts as an inter­
link between mutually complementary, specialised produc­
tion u ni Is, for the purpose of obt aining the maximum pos­
sible economic effect in the manufacture of some individ­
ual product.

Specialisation and co-operation in production, as pro­
gressive forms of the international socialist division of la­
bour, first, make it possible to ensure a high degree of con­
centration of the output of similar product in one
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or a few countries in order to satisfy the requirements of 
all the other countries; second, are geared to achieving the 
highest world-wide standards in the qualily and technolog­
ical level of output.

Specialisation and co-operation in production take ac­
count both of the specific interests of each individual coun­
try and the common interests of the socialist community. 
They facilitate better use lx> he made of the socialist coun­
tries’ production capacities, the organisation of mass anil 
largo-batch production, the reducing of production costs 
and improvement of output quality.

In the process of economic co-operation and extension 
of production specialisation, the industrial profiles of the 
individual socialist countries emerge, and their place in the 
system of economic links between the socialist stales is 
determined.

For instance, in Czechoslovakia it is primarily heavy and 
power engineering, and certain light Industries that have 
been developed; the German Democratic Republic special­
ises in heavy power engineering, precision mechanics, op­
tics, and the production of chemicals; in Romania, there 
has been broad development of oil-refining and the manu­
facture of equipment lor the oil industry, and so on.

At tho same time, while most of the socialist countries 
specialise in the production of specific types of output, a 
country like the USSR has an enormous territory, diverse 
natural resources and a large population, so it develops all 
the m; in industries. Yet this does not exclude tho USSR’s 
broad participation in tho international socialist division 
of lahour; on the contrary, it creates the most favourable 
conditions for the development of specialisation and co­
operation in production within the world socialist system.

The evening out
of the development levels
of the.socialist countries

In the world capitalist system, the international division 
of labour led to the formation of developed imperialist states, 
on Lhe one hand, and of backward, agrariau countries, 
on the other, whereas, in the world socialist system, the 
international division of labour is expressed in a planned, 
balanced and rational location of production among tho so­
cialist countries.
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The socialist international division of labour helps to 
level out economic development o/ the countries of the 
world socialist system : first, there is a gradual levelling 
out of tho per capita production of tlio key industrial and 
agricultural products; second, the differences are overcome 
in the amount of machinery available in production, in the 
cultural and technical level of tbe working people and, 
consequently, in the level of the productivity of social la­
bour, too; third, the living standards of the nations draw 
together and level out.

Thus, a new objective law emerges within tho world so­
cialist system: it creates tho conditions for closing tbe gap, 
inherited from capitalism, between the levels of economic 
and cultural development of different countries, for the more 
rapid development of the slates that were economically 
backward under capitalism and a steady rise in their" econ­
omics and cultures, and for ovening out tho general de­
velopment levels of tho countries of the socialist commun­
ity.

All the socialist countries need to attain a high level of 
economic development because socialism cannot come to 
terms with the economic and cultural backwardness inher­
ited from the old system. The establishment of the new 
socialist relations of production opens up broad scope for 
a rise in the productive forces and accelerated economic de­
velopment of all the countries making up the world social­
ist system.

As a result of the operation of the new laws of social 
development, by relying on the experience of tbe other so­
cialist countries, on co-operation and mutual assistance, 
the countries that were previously economically backward 
rapidly mako up for lost time and raise their economies 
and cultures to a higher level. Tho drawing together of the 
economic development levels means that tho countries of 
the world socialist community can no longer be divided 
into advanced and backward ones. At the present timo, tho 
vast majority of proviously backward socialist countries 
have bocome developed states whose modern industries 
have a significance going far beyond national bounds.

The current stage in the development of the world so­
cialist system is characterised by an accelerated movement 
of the socialist countries towards their common goal—so­
cialism and communism, the all-round development of co­
operation and mutual assistance, a rise of all the socialist
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countries to a new and higher level ol economic and polit­
ical maturity. The comprehensive influence of the build­
ing of socialism and communism on the peoples of the 
non-socialist countries is continually growing. Lenin’s pre­
diction that socialism would make the greatost impact on 
international development through its economic successes 
has boen fully horn out. The growth of this influence is 
a major specific of the current stage in the development of 
the world socialist system.

3. THE MECHANISM AND FORMS 
OF ECONOMIC CO-OPERATION 

BETWEEN THE SOCIALIST COUNTRIES

Tho economic relations between the socialist countries 
consist of mutual exchange of activities in the process of 
the socialist international division of lahour, which is ma­
nifested in all the diversity of forms of economic co-oper­
ation and is planned in character.

The chief forms of economic co-operation between the 
countrios of the world socialist system are: co-ordination 
of national oconomic plans, mutual economic and techni­
cal assistance, scieutifie and technical co-oporation and ex­
change of experience in the development of the economy, 
co-operation in staff training, foreign trade, and currency 
and financial co-operation.

Co-ordination
of national economic plans

Tho international socialist division of lahour, the special­
isation and co-operation in production of the socialist states 
presuppose plannod economic links hetween them.

In accordance with the law of the planned, halanced de­
velopment of the national economy, the economic co-oper­
ation hetween the socialist countries develops on the basis 
of mutual co-ordination of national economic plans.

The co-ordination of plans is a now form of joint plan­
ning, inherent only in the socialist countries, which makes 
it possible to combine efforts in developing the national 
economy with those in consolidating and ox pending the
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world socialist economy. With its assistance, the necessary 
harmony is attained in the development of tho mutually 
interwoven and mutually complementary sectors of tho 
economies of individual countries, a balance of their pay­
ment relations, aud a levelling out of their economic de­
velopment.

Between the socialist countries it is primarily the indi­
cators of long-term oconomic plans that are co-ordinated— 
those for five or more years.

Each country plans its own economy, co-ordinating its 
development with that of the national economies of the oth­
er countries. This creates a firm hasis for all-round eco­
nomic co-operation hetween the socialist countries, for a 
rise in the economy of each state and of the entire world 
socialist system.

Co-ordination of national economic plans allows the so­
cialist countries to set the correct proportions hetween the 
hrauches of production not only within individual couu- 
tries, hut also hetween them. These rational proportions 
are established on the basis of comradely agreement 
through the conclusion of equal and mutually henoficial 
coutracts between socialist states.

The co-ordination of economic plans takes account of 
mutual interests, production possibilities and the require­
ments of the economy and population of each country, the 
need to increase each country’s economic might, strength­
en its independence, and raise tho material and cultural 
living standards of the working people.

The co-ordination of loug-term plans for the economic 
development of the socialist countries opens up hroad op­
portunities for more effective use to he mado of the ad- 
van tagos of tho international socialist division of lahour 
and ensures the maximum development of the productive 
forces of the entire world socialist ecouomic system and of 
each country individually, taking into account its natural 
and economic conditions, as well as national specifics.

The co-ordination of production programmes is wide­
spread on a hilateral and multilateral basis. A major role 
in this is played hy the elaboration and fulfilment of long­
term special programmes for co-operation in the key in­
dustries of material production. Their purpose is to com- 
hine the socialist countries’ efforts in meeting the rapidly 
growing demand for energy, fuel, the chief raw materials, 
in speeding up the development of engineering and trans­
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port, and hotter satisfying the demand for consumer goods 
and foodstuffs.

In 1949, the Council for Mutual Economic Assistance 
(CMEA) was set up on the principles of full equality of 
all participant states, to organise tho planned, balanced 
economic co-operation between the socialist countries. The 
CMEA is an intergovernmental oconomic organ of the so­
cialist countries and is called on to organise the exchange 
of economic and technical experionce, ronder mutual as­
sistance in raw materials, foodstuffs, machinery and equip- 
inont, co-ordinate the plans for the development of the so­
cialist countries’ economics on the basis of a rational di­
vision of lahour botween them.

The Council’s membors are Bulgaria, Czechoslovakia, Cu­
ba, Hungary, the GDK, Mongolia, Poland, Romania, the 
USSR, and Vietnam, with Yugoslavia participating in a 
number of CMEA organs.

According to the CMEA Charter, the chief goal of lliis 
international organisation is by means of unification and 
co-ordination of the efforts of tho member states, to furth­
er the planned, balanced development of their national 
economies, an acceleration of economic and technical ad­
vance, a rise in tho level of industrialisation of the coun­
tries, a continuous growth of labour productivity and stoady 
rise in the weU-heing of the people. The work of the CMEA 
is the organisational embodiment of the principles of 
the new type of international economic relations—socialist 
mutual assistance and fraternal co-operation in order to 
ensure a stoady, overall growth.

The sovereignty and equality of the CMEA countries is 
ensured by their equal representation on the Council’s or­
gans, which make recommendations and decisions on the 
agreement of all the states interested in the issue under 
consideration.

The principles of the countries’ interests allow co-opera­
tion to be developed between those states that recognise 
this as being heneficial, for not all the CMEA countries 
are equally interested in all international measures.

The CMEA is an open international organisation, which 
other stales can join, provided they share the goals and 
principles of the Council and oxpress a desire to co-oper­
ate on the basis of these principles.

The supremo organ of tho Council is the session, which 
is convoned in tbo capitals of each of the member coun­



tries in turn. Plenipotentiary delegations of the member 
countries take part in the work of the CMEA session.

The sessions decide major issues involved in extending 
the economic links between the states making up this or­
ganisation. The 23rd CMEA Special Session, in which the 
leaders of the Communist and workers’ parties and heads 
of government of the member countries took part, held in 
Moscow in April 1969, occupies a particularly important 
place. It determined the guidelines for the elaboration of a 
long-term, comprehensive programme for the dovelopment 
of the CMEA memher countries’ economic integration.

Between sessions, several times a year, there are meet­
ings of the Executive Committee, consisting of represent­
atives from all tho countries. The Executive Committee is 
entrusted with fulfilling the tasks facing the CMEA and 
chocking on the implementation of the decisions taken hy 
its organs. Tbe Executive Committee directs the work of 
the CMEA Secretariat and standing committees for econom­
ic, scientific and technical co-operation. The CMEA head­
quarters are in Moscow, tho capital of tho USSR.

The economic integration of the socialist countries re­
quires effective co-ordination of tho long-term national eco­
nomic plans and of economic policy, joint economic pro­
gramming of tbe development of the key industries and 
types of production.

The strengthening of the joint planning presupposes a 
high scientific level of national plans and their precise 
fulfilment, a unity of the principal methods of planning 
and collection of statistics, comparability of tho chief indi­
cators of the national economic plans, joint elaboration of 
data on production and consumption of the main products 
in all the socialist countries or groups of interested ones.

The planned co-ordination of the economic development 
of the socialist countries’ economies is engendered by the 
very nature of socialism and meets the hasic interests of 
the working people of all the socialist states.

Mutual economic 
and technical assistance

Of major significance for the development of industry, ag­
riculture and other sectors of the economies of the socialist 
countries is mutual economic and technical assistance in
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the construction of various projects essential for the na­
tional economy.

Soviet assistance to the other socialist countries covers 
virtually all industries of the national economy. In 1970, 
Soviet deliveries of complete equipmont went to 540 pro­
jects, of which 1 2 0  are already fully or partially operating. 
Tho Soviet Union assists in the construction of various 
projects in Bulgaria, Czechoslovakia, Cuba, the GDR, Hun­
gary, Mongolia, Romania, and the Korean Democratic Peo­
ple’s Repuhlic. Mutual economic assistance on a hroad scale 
is also rendered by tho other socialist countries. For in­
stance, Czechoslovakia supplies equipment for projects in 
Bulgaria, Cuba and Romania; Vietnam receives technical 
and economic support from Bulgaria, the GDR, Hungary 
and Poland.

The long-term special programme for co-operation in the 
sphere of energy, fuel and raw materials envisages a com­
plex of measures furthering the satisfaction of the CMEA 
countries’ rational roqniremonts for fuo] and raw m aterial 
resources, A major sphere of co-operation is tlie construc­
tion of atomic power stations in the CMEA countries with 
Soviet assistance. By 1.990, the capacity of such power sta­
tions will have reached about 37 million kW. It has been 
calculated that the atomic power stations will save about 
70 million tonnes of conventional fuel a year. Substantial 
savings will also result from the elimination of long-dis­
tance transportation of the fuel required by thermal power 
stations.

An important place in tho economic relations between the 
socialist countries belongs to the joint construction of enter­
prises, which is one of the new and most promising forms 
of economic co-operation. Thus, the Mir power grid, which 
unites those of Czechoslovakia, Poland, Hungary, the GDR, 
the Western part of the USSR and Romania, was created 
in this way. Tbo Druzhha oil pipeline for transporting So­
viet oil was built hy the joint efforts of the USSR, Poland, 
Czechoslovakia, the GDR and Hungary. The Soyuz gas 
pipeline, which transports Soviet gas to Bulgaria, Hungary, 
the GDR, Poland, Romania and Czechoslovakia, ¡s function­
ing successfully.

Agreemonts on the joint construction of large-scale pro­
jects lead to stable specialisation and co-oporation in pro­
duction.
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Scientific and technical co-operation

The exchange of scientific and technological achievements 
and advanced production experience is developing increas­
ingly between the countries of the world socialist system. 
The scientists of the socialist countries resolve the most 
pressing problems of scienco and technology in close col­
laboration with one another. The multilateral scientific and 
technical co-operation involves over threo thousand scien­
tific research and dosign organisations and higher education­
al institutions in the СМЕЛ countries, including about 
2 0 0  scientific establishments of thoir academies of sciences.

Scientific and technical co-operation involves the ex­
change of the most important achievements of science and 
technology, and various design documentation, assistance in 
carrying out design, prospecting and experimental work, 
exchange of experience, help in training and raising tho 
qualifications of personnel, and so on.

Initially, scientific and technical co-operation consisted 
primarily in the mutual transfer of technical experience 
and documentation on types of technology already in opera­
tion. As economic integration develops, scientific and technic­
al co-operation is becoming concentrated on the joint ela­
boration, by various countries, of new problems involved 
in scientific and technical progress. This co-ordination of 
research worlc in the sphere of scientific and technical prog­
ress is objectively inevitable, since only by joint efforts can 
the current problems of science and technology he rapidly 
and effectively elaborated without excessive duplication.

A clear example of the effectiveness of scientific and tech­
nical co-operation between the CMEA countries is their 
co-operation in space research. Under the Jnterkosmos 
programme, flights have been made by international space 
crews, including cosmonauts from the other socialist coun­
tries, together with Soviet ones.

The broad exchange of achievements in science and tech­
nology and of advanced production oxperienco botween the 
socialist countries furthers the development of the produc­
tive forces on the basis of the most sophisticated technol­
ogy. The socialist, countries have a vital interest in tho 
development of this form of their international ties.

Since the initiation of the CMEA. the socialist countries 
have given one another large numbers of complete sets 
of scientific and technical documentation.
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Scientific and technical co-operation frees each socialist 
state from having to spend time, money and energy on 
elaborating scientific and technical problems already solved 
by the other fraternal countries.

An important aspect of scientific and technical co-opera­
tion between the socialist countries is that in personnel 
training. The higher oducational institutions of the CMEA 
countries regularly train large numbers of young people 
from the fraternal statos. Co-oporation also involves experts 
and workers undergoing production training in the enter­
prises of the other socialist countries as well as trips by 
scientists and experts for raising their qualification at re­
search institutes and higher oducational institutions of fra­
ternal countrios.

Foreign trade
Trade between the socialist countries is a major form 

of their economic co-operation. The formation of the world 
socialist economic system gave rise to the world socialist 
market where there is no room for anarchy or rivalry, spon­
taneous price fluctuations, non-equivalent exchange, trade 
wars, discriminatory restrictions or the exploitation and 
plundering of some countries by others.

Foreign trade between the socialist countries develops 
according to a plan olahoratod in advance and on mutually 
advantageous terms which serve to promote the economic 
development of each individual country. Trade is conducted 
at fair and stablo prices fixed by voluntary agreement for a 
more or less long period (usually for five years), taking 
world prices into account. Co-operation and fraternal assis­
tance are characteristic of foreign trade on tho world social­
ist market.

The world socialist market is novor depressed, its absorp­
tive capacity is constantly growing as a result oT unin­
terrupted growth in production and a rise in the material 
and cultural level of the working people in the socialist 
countries. “All of us have a stake in the socialist market 
being ahlc to meet- the rising needs of the countries of our 
community. And the benefit of augmenting each other’s 
economic potential is certainly not confined to the purely 
commercial field.” 1

1 Documents and. Resolutions. The 26th Congress o} the Com­
munist Party of the Soviet Union, p. 13.
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Trade relations between the socialist countries aro based 
on long-term agreements on mutual deliveries, setting terms 
of payment, the amount and prices of commodities.

Tbc foreign trade of the socialist countries serves as a 
major means for developing their economies and cultures. 
This promotes a systematic rise in the standard of living 
and ensures full employment.

The state monopoly of foreign trade in all the socialist 
countries not only protects their economies from imperial­
ist economic aggression; it also furthers the development 
and strengthening of the tics between the socialist coun­
tries.

The continuous rise of tho socialist countries’ economies 
results in a change in the structure of their exports and 
imports. With the oxception of Czechoslovakia and the GDR, 
all the countries, which arc now the members of the CME A. 
exported mainly raw materials and foodstuffs beforo the 
war, but this is no longer the case. For instance, before 
the war Bulgaria’s exports consisted mainly of agricultural 
products, but since 1970 the hulk of them has been made 
up of industrial output.

Currency and financial co-operation
The successful development of the socialist countries’ 

economies, and tho various forms of economic co-operation 
and trade between them, are accomplished by means of 
currency and finance relations.

A major rolo in strengthening the economic co-operation 
hetween the socialist countries is played by credit agree­
ments. The socialist countries have created their own sys­
tem of international credit, a socialist type system. The 
international credit hetweon the countries of tho socialist 
community is directed to speeding up economic development 
and raising tbc material welfare and cultural level of the 
socialist nations. Moreover, the credit is granted on tho 
most privileged conditions. The capitalist countries charge 
very high interest rates (from 3.5 to 6  per cent per annum) 
on their credit and attach tbc credit to all sorts of econom­
ic and political conditions, whereas the interest on the 
credit between the countries of the socialist community is 
usually 1-2 per cent por annum. In certain cases, tho credit 
is granted free of charge. Credit agreements never contain
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any inequitahle political or economic conditions concerning 
the use of the credit. Credits aro, as a rule, paid off in the 
form of the given country’s traditional oxports.

In 1964 t-hc International Bank for Economic Co-operation 
was set up within CMEA to carry out multilateral settle­
ments in a special currency—the transferable rouble. This 
facilitated and simplified the multilateral accounts between 
the socialist countries and created favourable opportunities 
for a further development and increased efficiency of tbeir 
mutual trade. The pursuanco of a co-ordinated investment 
policy, acceleration of the construction of major projects of 
mutual interest, as well as of joint enterprises, are further­
ed by tbe International Investment Bank, set up in 1970 
with a capital consisting of contributions made by the mem- 
hers of tbo bank in the form of convertible currency and 
transferable roubles.

The currency and finance relations between tho socialist 
countries are continually and constantly improving; the role 
of the transferable rouble is growing as a collectivo cur­
rency in the increasingly broad economic relations between 
the CMEA mombers.

The international credit of the socialist countries allows 
tbe economically less developed ones to speed up thoir de­
velopment, create a firm base for industrialisation of the 
national economy, and draw closor to the economically 
more advanced socialist countries in terms of their eco­
nomic development levels.

Socialist international credit stimulates tbe effective use 
of investment in the national economy, the creation of a 
rational structure of the international socialist division of 
labour, and furthors a constant expansion of the trade 
links between the socialist countries on a mutually benefi­
cial basis. The development of tho credit relations between 
the countries of the world socialist system expresses the 
essence of the socialist-typo economic relations.

Socialist economic integration

Socialist economic integration is the unification and plan­
ned co-ordination of the socialist countries’ efforts in order 
to fulfil tbe key socio-economic tasks involved in further 
developing tho productive forcos, to achieve the highesl 
possible scientific and technical level, raise the people’s



welfare, strengthen the defence capability of each country 
and of the entire socialist community.

The need to make use of socialism’s advantages instigat­
ed a search for new forms of socialist economic integration. 
“During the years of building socialism the fraternal coun­
tries gained diverse positive experience in organising pro­
duction and management and in resolving economic pro­
blems.” 1 Therefore, in accordance with the decisions of 
the 23rd and 24th sessions of t-he Council for Mutual 
Economic Assistance, the 25tb SessioD, in July 1971, elabo­
rated and adopted the Comprehensive Programme for the 
Further Extension and Improvement of Co-operation and 
the Development of Socialist Economic Integration of the 
CMEA Member Countries.

The Programme is to bo implemented, stage by stage, 
over a period of 15 to 20 years.

As the Comprehensive Programme stresses, the develop­
ment of the socialist- economic integration of the CMEA 
countries is a process consciously planned and regulated 
by the Communist and workers’ parties and governments 
of t-he CMEA member countries, a process of the in­
ternational socialist division of labour, of the drawing 
together of their economies and the formation of a modern, 
highly effective structure for the national economics, a 
gradual drawing togethor and levelling out of their economic 
development, the formation of deep and stable tics in the 
key branches of the economy, science, and technology, the 
expansion and strengthening of the international market 
of these countries and improvement of commodity-money 
relations.

The comprehensive programme for the further extension 
and improvement of co-operation and development of social­
ist economic integration is based on the principles of social­
ist internationalism, equitability and mutually advantageous 
assistance.

The CMEA member countries are continuing to develop 
their economic links with other socialist states, as well as 
with capitalist and developing ones. They are coming out 
actively for complete elimination of discrimination in world 
trade and economic relations, and for a consistent spread 
of the most favoured nation status.

.Socialist economic integration is an objectively condition­

1 Ibid., p. 10.
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ed and law-governed process. It is dictated by the high 
level of development of the productive forces achieved by 
the CMEA countries. The unification of the economic poten­
tials of these countries, the close interweaving and co-or­
dinated, planned and balanced development of their national 
economies allow them to onsure even bettor and more fully 
the flourishing of the economy of each country and, at the 
same time, to make full use of the economic laws and ad­
vantages of socialism on the international scale.

The successes of the economic co-operation and growing 
might of the world community of socialist countries are 
an earnest of the victory of socialism in the economic com­
petition with capitalism.

4. PEACEFUL COEXISTENCE 
AND THE ECONOMIC COMPETITION 

BETWEEN THE TWO WORLD SYSTEMS

The essence of peaceful coexistence

The question of peaceful coexistence and economic com­
petition betweon socialism and capitalism was theoretically 
substantiated hy Lenin. He proceeded from the fact that 
the socialist revolution cannot triumph simultaneously 
throughout the world, so, for a more or less extended period, 
one or a group of socialist countries would develop while 
capitalism remained in a number of others.

The existence of the two systems—that of socialism and 
of capitalism—makes peaceful coexistence between them 
inevitable.

Peaceful coexistence does not moan a rejection of the 
class struggle. The coexistence between states with differ­
ent social systems is a form of class struggle between so­
cialism and capitalism. Neither does poaceful coexistence 
mean that the two ideologies, the socialist and the capital­
ist-, come to terms. On the contrary, it presupposes a step-up 
in the struggle of the working class and its parties for the 
triumph of the ideas of socialism and communism.

Tho Soviet peoplo and the working poople of the socialist 
countries do not. like the capitalist system, any more than 
the socialist system appeal« to the ruling circles of the 
capitalist countries. Tho people of each country are them­
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selves responsible for establishing one of these systems or 
the other, so the mutual relations betwoen the two opposing 
fiocio-oconoinic systems must -take shape on the basis ol* 
the principlo of peaceful cooxislonco.

Today, when there are atomic, hydrogen and neutron 
weapons of mass destruction, the very possibility of a war 
must he excluded once and for all. Only one course remains, 
that of peaceful coexistence and peaceful economic compe­
tition between socialism and capitalism. At present, recog­
nition and steady implementation of the principle of peace­
ful coexistence is a vital condition for maiutaining and 
consolidating poace and the security of nations.

"Peaceful coexistence of the socialist and capitalist coun­
tries is an objective necessity for the development of human 
society,” reads the CPSU Programme. “ War cannot and 
must not serve as a means of settling international dis­
putes. Peaceful coexistence or disastrous war—such is the 
alternative offered hy history. ” 1 The prevention of war has 
become a particularly pressing task in view of the develop­
ment of destructive nuclear weapons, which are capable of 
claiming countless victims.

What exactly is peaceful coexistence?
Ahove all, it means rejection of war as a means for set­

tling disputes between states and their solution by means 
of negotiations. This far from exhausts the concept of peace­
ful coexistence, however. Apart from obligations not to 
attack, it presupposes, also, that all states should commit 
themsolves not to violate the territorial integrity or sover­
eignty of other states in any form or on any pretext. Peace­
ful cooxistence means non-interference in the internal 
affairs of other states for the purpose of changing their 
state system or way of life or for any other purpose, recog­
nition of each nation’s right to decide independently all 
questions involved in the development of their country.

Peaceful coexistence presupposes equal rights, mutual 
understanding and trust between states, and consideration 
of each other’s interests. It envisages that the political 
and economic relations between countries must he built 
on the hasis of mutual benefit.

The principle of peaceful coexistence hetween statos with 
different systems is the general line of the foreign policy of 
the socialist countries. The Soviet Union has consistently

1 The Road to Communltm, p. 506.
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supported tbe policy of peaceful coexistence hetween stales 
with different social systems and will continue to do so in 
the future.

The policy of peace arises from the very nature of social­
ism and corresponds to the interests not only of the peoples 
of the socialist countries, but also of thoso of all other 
nations in the world. Marxist-Lcninist parties consider a 
consistent battlo for peace not only as fulfilment of their 
historical mission before mankind—to avert the annihila­
tion of peoples in the flames of a nuclear war—but also as 
a major condition for the successful building of socialism 
and communism, the development of the revolutionary 
struggle of the proletariat in tho capitalist countries and of 
the liheration movement of the peoples oppressed hy impe­
rialism.

“Tho policy of peaceful coexistence does not contradict 
the right of any oppressed people to fight for its liberation by 
any means it considers necessary—armed or peaceful. This 
policy in no way signifies support for reactionary rogimes.

“It is equally indisputable that every people has the inal­
ienable right to take up arms in defonce against encroach­
ments by imperialist aggressors and to avail itself of the 
help of other peoples in its just cause. ” 1

Peace is being guarded by tho mighty socialist camp, 
headed by the Soviet Union. Together with the socialist 
countries, whose populations mako up over a third of man­
kind, a large group of non-socialist countries that have no 
interest in unleashing wars also come out for peace. The 
number of neutral states is growing: thoy strive to protect 
themselves from tho danger involved in participating in 
imperialist militarist blocs.

At the present timo, tbe peoples are increasingly resolu­
tely settling tbo questions of war and peace themselves. 
The anti-war movement of the popular masses is the major 
factor in the struggle for peace. A great organising force 
behind the struggle for poace is tho international working 
class, tbe most implacable and consistent fighter against 
world war.

The possibility of averting a war is not, of courso, realised 
on its own. It requires a tremendously energetic struggle 
for peace and vigilance with respect to sallies hy its one-

1 International Meeting of Communist and Workers' Parties, 
Moscow, 1969, p. 31.
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mies. It depends to a tremendous extent on the policy 
of tbc socialist countries, their dofenco capability and on 
the steady implementation of the Leninist principles of 
peaceful cooxistence.

To curb the aggressors, free mankind from imperialism— 
this is the mission of the working class, of all anti-impe­
rialist forces waging a battle for peace, national indepen­
dence and socialism.

The economic competition 
between socialism and capitalism

Peaceful coexistence means, above all, economic competi­
tion betweon the two systems, competition in which social­
ism is scoring more and more victories. “The decisive sec­
tor of the competition with capitalism is the economy and 
economic policy," states the Central Committee Report to 
the 26th CPSU Congress. 1 By consistently implementing 
the line of peaceful coexistence, the socialist countries 
achiove a steady strengthening of the positions of the world 
socialist system iu the economic competition with capital­
ism.

Ultimately, the system that gives nations greater oppor­
tunities for improving their material and intellectual lives 
will be the one that triumphs. That system is socialism. It 
is socialism that croates unprecedentedly broad prospects 
for the inexhaustible creative upsurge of the masses, for 
a genuine flourishing of science and culture, for implemen­
tation of mankind’s dream of a happy life, without poor 
and unemployed people, of a happy childhood, of a peaceful 
old age, of accomplishment of man’s boldest plans aud of 
man’s right to create, truly freely, for the sake of the 
people.

In the economic competition betwoen the two systems, it 
is the socialist system that will come out on top, but this 
will in no way mean that this victory will he attained 
through interference in tho internal affairs of the capitalist 
states. It will he hasod on the advantages of the socialist 
economic system. Capitalism will inevitahly he replaced 
throughout the world by a progressive, just social sy s tem -  
communism.

1 Documents and Resolutions. The 26th Congress of the Com­
munist Party of the Soviet Union, p. 11.
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Tho economic competition between socialism and capital­
ism doos not doom the masses in tho capitalist countrio* 
to passive waiting; uor docs it romove the need lor a class 
and national liberation struggle. On the contrary, the tre­
mendous significance of the victories of socialism in the 
economic competition with capitalism consists in the fact 
that they stimulate tho class struggle of the working people, 
making them conscious fighters lor their own emancipation. 
The imperialists are well aware of this, so they fear the 
socialist countries’ succossos in their development and strive 
to hold hack their advance.

Particularly apt at the current stage in the competition 
between tho two systems are Lenin’s  words to the efiecL 
that socialism's chief lever for exerting an impact on the 
world revolution is its economic policy, the creation of the 
technical and economic base for the new society, surpassing 
tho productivo forcos of capitalism. “Once we solve this 
problom,” Lenin pointod out, “we shall have certainly and 
finally win on an international scale." 1

The economic competition between socialism and capi­
talism is a struggle for a highor level of per capita indus­
trial and agricultural output, for the highest possible stand­
ard of living. In this competition, the advantages are clear­
ly on tho side of the Soviet Union, on the side of social­
ism. This is evidenced, above all, by tho economic growtli 
rates of the USSR and tho USA.

In competing with the USA, tho USSR has already sub­
stantially closed the distance soparating it from the level 
of the American economy.

What are the indicators of the course of the economic 
competition between the two systoms and its results? First, 
economic growth rates. Let us look at the figures on this. 
From 1950 to 1980, the industrial output of the socialist 
countries increased fourteenfold, while that of the capital­
ist onos—only about four times. This means that the world 
socialist system is developing its industry four times faster 
than capitalism is. From 1951 to 1980, the average 
annual rate of increment in the national incomo of 
the USSR was 7.4 per cent, while that oi the USA was 
3.3 per cent; of industrial output—8.7 against 4.0; of agri­
cultural output—3.0 against 1.6 per cent in tho USA.

1 V. I. Lenin, “Tenth All-Russia Conference of the R.C.P. (B.)’1 
C ollided World, Vol. 32, p. 437.
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Tlie high rates of economic growth are convincing evi­
dence of the advantages of the world socialist system, an 
earnest of its victory in the economic competition with 
world capitalism.

Second, the rise in the share of the socialist countries 
in world production. In 1950, the share of socialism in 
world industrial output was only 2 0  per cent, while iu 
1980 it w:as already over 40 per cent.

Third, the per capita production of the key products. 
This is a generalising indicator characterising, in compara­
ble terms, the per capita production level. Overall, in the 
world socialist system, the average world-wide level of pro­
duction is exceeded: 33.1 per cent of the world population 
lives in these countries, while 40 per cent of world indus­
trial output is produced here; moreover, the Soviet Union, 
which has a fifteenth of the world's population, produces 
a fifth of the world’s industrial outpuL. The СМЕЛ coun­
tries produce three times more industrial oulput per capi­
ta than the world average.

Yet the countries of socialism are still behind the devel­
oped capitalist countries in these terms. The gap between 
the socialist and the developed capitalist countries in per 
capita industrial output is, however, gradually closing.

Fourth, the growth of labour productivity, in terms of 
this indicator, the gap between the socialist and the de­
veloped capitalist countries has closed markedly. From 
1950 to 1980 the productivity of labour' per worker iu So­
viet industry increased by 429 per cent, against 149 per 
cent iu the USA. In Britain, France and the FRG this in­
dicator for 1979 was 125, 260 and 256 per cent respectively. 
The USSR’s lag behind the USA is still considerable, how­
ever. In 1980 tho level of labour productivity in Soviet in­
dustry stood at 55 per cent of the US level.

Fifth, the rise in the standard of living. A rise in the 
people’s welfare is a law of the development of the social­
ist economy, in 1980, the national income of the USSR 
w-as 8.3 times higher than in 1950, the corresponding fig­
ures for the other СМЕЛ countries varying between 4.7 and 
14 times. The rise in the national incomes is the basis for 
the steady increase in the people’s standard of living, for 
high development rales of socialist production.

The programme outlined by tho 26lh CPSU Congress for 
improving the Soviet people's well-being is convincing in­
dication or proof of the advantage of the socialist ecouoin-
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ic system, the purpose oi which is to satisfy increasingly 
fully the people’s constantly growing requirements.

In the peaceful economic competition, socialism is ad­
vancing on capitalism over a wide front. The task of en­
suring economic victory in the competition with capitalism 
is being resolved by the USSR together with the other so­
cialist countries. The Communist and workers’ parties of 
tlio socialist countries sec it as their international duty to 
make full use of the advantages of the socialist system and 
the internal reserves of each country, by developing tlieir 
economies rapidly in accordance with the existing oppor­
tunities, in order, by their joint efforts, to ensure the full 
victory of socialism in the economic competition with cap­
italism in the shortest possible time.

The achievement of a superiority of the world socialist 
system over tho capitalist system in material production 
will signify the world-wide historical victory of socialism.

REVISION EXERCISES

1. The emergence and development of the world socialist 
systom.

2. Describe the new typo of economic relations between 
the socialist countries.

3. What is the essence of the division of labour betweeu 
the socialist countries?

4. What arc chief forms of economic co-operation between 
the socialist countries?

5. Talk about the Council l'or Mutual Economic Assistance.
6 . What is socialist economic integration?
7. What is peaceful coexistence?
8 . What is tho peaceful economic competition between so­

cialism and capitalism and what are the prospects for 
it?

9. What arc the main directions in which the economic 
competition between socialism and capitalism is advanc­
ing?



Chapter XVIII

THE ECONOMIC LAWS GOVERNING 
THE DEVELOPMENT OF SOCIALISM 

INTO COMMUNISM

“Communism is a classless social system with one form 
of public ownership of the means of production and full 
social equality of all members of s o c i e t y states tlio CP3U 
Programme, “under it, the all-round development of peo­
ple will be accompanied by the growth of the productive 
jorces through continuous progress in science and technol­
ogy; all the springs of co-operative wealth will flow more 
abundantly, and the great principle *From each according 
to his ability, to each according to his needs' will be im­
plemented. Communism is a highly organised society of 
free, socially conscious working people in which public 
self-government will be established, a society in which la­
bour for the good of society will become the prime vital 
requirement of everyone, a necessity recognised by one 
and all, and the ability of each person will be employed to 
the greatest benefit of the p e o p l e 1 

Communism grows out of socialism, is a direct continua­
tion of it. Socialism and communism are two phases in the 
development of a single communist socio-economic forma­
tion, and have common features, as well as substantial dif­
ferences.

1 The Road to Communion, p. 509.
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1. THE ECONOMIC COMMON FEATURES 
AND DIFFERENCES

BETWEEN SOCIALISM AND COMMUNISM

The. common features 
of socialism and communism

The economic basis of socialism and communism is so­
cial ownership of Ihe means of production.

During both phases of the communist formation, the re­
lations of production correspond to the productive forces, i.e., 
the social character of production corresponds to the social 
ownership of the means of production. The production of 
material wealth is carried out in the interests of all society.

Under socialism, as under communism, there arc no ex­
ploiting classes or exploitation of man by man, no racial 
or national oppression. During the first and the higher 
phases of communist society, the relations of production 
arc characterised by comradely co-operation and mutual 
assistance between people, free from exploitation.

Socialism, like communism, is characterised by a contin­
uous growth of social production on the basis of rapid 
scientific and technical progress for the purpose of satis­
fying the material and cultural requirements of all inem- 
hers of society more fully. Under both socialism and com­
munism, it is man himself that is brought to the fore, man 
as the creator of material and intellectual values and hav­
ing material and cultural requirements.

Characteristic of both phases of the communist forma­
tion is the planned, balanced development of the national 
economy, ensuring rapid growth rates of production and 
rational use of society’s material and manpower resources, 
as well as a steady rise in labour productivity.

Under socialism and communism alike, there is no anti­
thesis between town and countryside, between mental and 
physical lahour.

During both phases of t-lie communist formation, labour 
is free and creative in character. Also common to both 
phases is the equal duty of all members of society to work 
according to their abilities.

Under socialism and communism Marxisl-Leiiinist ideol­
ogy predominates.
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Such arc the main features common to socialism aud 
communism.

The existence of features common to socialism and com­
munism does not. however, exclude the possibility of dif­
ferences between the two phases of communist society.

The chief differences
between communism and socialism

The chief differences between communism and socialism 
arise out of the different degrees of economic and cultural 
maturity of communist society at the lower and higher 
stages of it« development.

Communism is distinguished Twin socialism primarily 
iu the incomparably higher level of development of its 
productive forces. Communism will have a substantially 
more powerful and sophisticated material and technical ba­
sis, which will permit an immeasurable rise in labour pro­
ductivity aud an abundance of material and intellectual 
boons. Under commuuism, the highest stage is achieved in 
the planned, balanced organisation of the entire social econ­
omy, the most effective and rational use is ensured of 
material wealth aud manpower resources for satisfying the 
growing requirements of all members of society.

The relations of production under communism will bo 
characterised by a higher level of economic maturity. Un­
der socialism, socialised property takes two forms —public 
and collective farm and co-operative, but under commu­
nism there will be one communist property of the whole 
people. The two forms of socialised property under social­
ism account for the existence of two friendly classes—the 
working class and the co-operated peasantry. With the es­
tablishment of one communist property, the economic ba­
sis for the existence of classes and class differences will no 
longer exist. The socio-economic aud cultural and other 
differences between town and countryside will disappear.

As production technology improves aud the cultural and 
technical level of the working people rises, menial and 
physical labour will organically combine in people’s pro­
ductive activities. The intelligentsia will no longer he a spe­
cial social slralum and manual workers will rise to the lev ­
el of mental workers in terms of their cultural and techni­
cal level.
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Under communism, the character of labour will change. 
Under socialism, labour is not yet a primaiy vital require­
ment. Under communism, free and creative labour, labour 
for the good oi society as a whole, will become just such 
a primary vital requirement. But communism docs not re­
lease the members of society from their duty to work; it 
is incompatible with idleness and parasitism. Every able- 
bodied person will participate in social labour and ensure an 
uninterrupted growth of society’s material and cultural wealth.

During the transition from socialism to communism, 
there is a further development of the forms of distribution 
of the material and cultural wealth among the members 
of society. The creation of a communist abundance of vital 
necessities and the transformation of labour into a prima­
ry vital requirement make it possible to go over from the 
socialist principle of “from each according to bis ability, 
to each according to work done”, to the communist prin­
ciple of “from each according lo his ability, to each accord­
ing to liis needs”.

An equal relationship with the means of production and 
labour will be supplemented by equal relations in the dis­
tribution of the material wealth in accordance with the ra­
tional requirements of a culturally developed person.

Under communism, commodity production and the eco­
nomic categories connected with it—commodity, money, price, 
wages, cost accounting, credit and finance—all will disappear.

Communism is the highest organisational form of the 
life of society. During the transition to communism, as the 
socialist relations of production develop and improve, 
changes will also occur in the infrastructure corresponding 
to them—in the sphere of political and legal institutions, 
and the forms of social consciousness will he further devel­
oped. Socialist statehood will grow into communist social 
administration.

With the transition to communism, the nations will 
draw closer and closer together on the basis of tlicir com­
mon economic, political and intellectual interests, frater­
nal friendship and co-operation.

Yet, in spite of the différences beLwccn communism and 
socialism, there is no wall dividing these two phases of so­
cial development. Even now one can speak of the shoots 
of communism growing up within socialism. Thus, in so­
cialist society, communist forms of labour and production 
organisation arise and develop as social forms for salisiy-
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ing tlic working people’s requirements: social consumption 
funds, boarding schools, kindergartens, nurseries, and so 
on. Many tangible and visible features of communism are 
already developing and improving.

The law of the growth 
of socialism into communism

Communism is the most just and perfected society on 
earth. The building of communism is the final goal of the 
Communist and workers’ parties.

The growth of socialism into communism is a law gov­
erned historical process that cannot be disturbed or avoid­
ed at will.

The transition from capitalism to socialism, as we have 
seen, takes place under tho conditions of a class struggle, 
and requires a fundamental breakdown of social relations, 
a profound social revolution and a dictatorship of the pro­
letariat.

Tho Irausi tion from socialism to communism is totally 
different in nature. The growth of socialism into commu­
nism takes place without a social revolution, since social­
ism nnd communism are just two phases of one and the 
same communist socio-economic formation. The transition 
to communism takes place in the ahsence of exploiting 
classes, under conditions when the members of so c ie ty -  
workers, peasants and intellectuals, have a vital interest 
in building communism.

Under certain historical conditions, somo peoples have 
made the transition to socialism, or arc doing so, bypass­
ing the stage of capitalism, but no country can advance 
to communism without first passing through tho stage of 
socialism. Only once a society has built socialism can it 
go over to building a communist society.

Tho transition from socialism to communism is accom­
plished gradually and continuously. Communism does not 
appear all of a sudden. The gradual development of social­
ism into communism is an objective law; it is prepared 
for by the entire previous development of society.

During the transition from socialism to communism, the 
material and intellectual preconditions are gradually pre­
pared for the second phase of the communist formation. 
Not until tho necessary conditions have been created can
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socioly advance to communism, l.e., until an abundance of 
material wealth has been achieved and people aro ready 
to live and work in a communist way.

The gradual transition from socialism to communism is 
characterised by an acceleration of the advance, by a rap­
id development of the productive forces and of culture, by 
revolutionary leaps forward in the development of science 
and technology. During the buildiug of communism, there 
is a rapid development of modern industry, large-scale me­
chanised agriculture, of the entire economy and culture, 
with the active and conscious participation of the millions 
of working people.

This is facilitated by the uninterrupted growth of social 
production on the basis of scientific and technical prog­
ress, a rise in the cultural and technical level of produc­
tion workers, an increase in the consciousness and aclive- 
ness of the working people in Lhe struggle lo build com­
munism.

The budding of communism is not a spontaneous pro­
cess, but the result of the creativity of the broad masses 
of the working people, their conscious and active partici­
pation in the development of social production, culture and 
science.

The fruitful building of communism relies on knowl­
edge and application of objective laws, allowing socialist 
society to select tho shortest and most effective ways and 
methods to implement communist transformations.

The full and final victory of socialism, t-lie building of 
developed socialist society, the high level of development of 
the productive forces, and socialist relations of production, 
the flourishing of science and culture, have all resulted iu 
the Soviet Union starting to create the material and tech­
nical basis for communism. The building of communism in 
the USSR has become a practical matter in which every 
Soviet workiug person is involved and lias become a task 
for today, not somo distant future.

The more or less simultaneous transition 
of the socialist countries to communism

The transition from socialism to communism is inevi­
table for all countries that have set about to build a social­
ist society. The building of communism in the USSR is
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an integral pari, of the creation of a communist society by 
the peoples of the world socialist system. In as far as the 
social forces—the working class, co-operated peasantry, 
and people’s intelligentsia —and the social forms of econ­
omy (enterprises based on the two forms of socialist prop­
erty) are of one and the same type in the Soviet Union 
and the other socialist countries, the hasic law's governing 
the building of communism arc the same in the USSR and 
these countries, taking into account the historical and na­
tional specifics of each country.

At. present, the socialist countries are at different stages 
in their development. The Soviet Union has already built 
a developed socialist society. The other fraternal countries 
arc completing, or have virtually completed, the building 
of socialism. Consequently, there are differences in the lev­
el, degree of development and maturity of socialism in 
the individual countries of the world socialist system.

In this context, the question arises as to how’ the devel­
opment of the socialist countries wriU proceed towards com­
munism. Would it be possible for a single socialist coun­
try to achieve communism, while Lhe others were still in 
the initial stages of huilding a socialist society? The an­
swer is a categorical no.

Tile development of the countries within the world 
socialist system and tlic use of its advantages mean that 
the time taken to build socialism can be shortened and 
open up prospects for a more or loss simultaneous transi­
tion to communism, within a single historical age.

The economic basis lor the more or less simultaneous 
transition of the socialist couutries to communism is pro­
vided by the creation of the material preconditions for the 
building of communism on the foundations of the creative 
labour of the peoples of each country, of a gradual iucrcase 
in their contribution to the common cause of consolida­
ting the socialist system, the strengthening co-operation 
and mutual assistance of Iho socialist countries.

The more or loss simultaneous transition to communism 
does not mean that the Soviet Union, which was the first 
to set out on building a communist society, will mark time 
in order lo lot the other countries catch up with it.

The levelling out must take place as a resnll of the 
more rapid development of the relatively less economically 
developed countries, their being drawm up to the, level of 
the developed ones. Thus, all the socialist countries will
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advance along a single, united front in building a commu­
nist society.

Communism is the age-old dream of mankind. This dream 
is becoming a reality for all the countries of tho world 
socialist system. In tbe final analysis, all mankind will 
come to communism. This is the inovitable result oT social 
development.

2. THE CREATION OF THE MATERIAL 
AND TECHNICAL BASIS OF COMMUNISM

Communism is distinguished from socialism primarily 
in the higher level of development of its productive forces, 
so an essential condition for the transition from social­
ism to communism is the creation of the material and 
technical basis of communism.

To build the material and technical basis of communism 
means to raise the productive forces of society to a quali­
tatively new level at which there is an abundance of ma­
terial and cultural boons and the transition to communist 
relations becomes possible.

The material and technical basis of communism is char­
acterised by the domination in all industries of the nation­
al economy of highly developed systems of machinery 
and mechanisms, which, given their scale and technical 
level, ensure tbe highest possihlo labour productivity, cre­
ate the conditions for producing an abundance of material 
wealth and for going over to distribution according to 
needs.

In its scale and technical level, the material and techni­
cal basis of communism will exceed that of socialism sub­
stantially. The elements of the material and technical ba­
sis of communism are created under the conditions of so­
cialism, so the task is to provide broad scope for their 
further improvement and development making use of high­
er rates of scientific and technical progress. “The close 
integration of science and production is an imperative of 
the contemporary epoch.” 1

The creation of the material and technical basis of com­
munism, slates the CPSU Programme, "means complclc

1 Documents and Resolutions. The 26th Congress of the Com­
munist Parly of the Soviet Union, p. 57.
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electrification of the country and perfection oil lliis basis 
of tho techniques, technologies, and organisation of social 
production in all the fields of the national economy; com­
prehensive mechanisation of production operations and a 
growing degree of their automation; widespread use of che­
mistry in tho national economy; vigorous development of 
now, economically effective branches of production, now 
types of power and new materials; all-round and rational 
utilisation of natural, material and labour resources; organ­
ic fusion of science and production, and rapid scientific 
and technical progress; a high cultural and technical level 
for the working people; and substantial superiority over 
tho more developed capitalist countries in productivity of 
labour, which constitutes the most important prerequisite 
for the victory of the communist system”. 1

The ways to croate the materia]«and tech n ical basis of com m unism
One of the most important ways to créaie the material 

and technical basis of communism is complete electrifica­
tion of the whole country. Electrification is the pivot on 
which the economy of communist society is built; it plays 
the leading role in providing for all modern scientific and 
technical progress. Complete electrification will allow pro­
found changes to be made in llie techniques and technol­
ogy of all hranches of industry, agriculture, transport, 
and the way of life in town and countryside.

Complete electrification of the whole country means that 
industry, agriculture, transport and other branches of the 
economy will be transferred in toto to the highest techni­
cal basis, using electricity.

A unified power grid will he created for tho USSR, al­
lowing electricity from the eastern parts of the country to 
bo transported to the European part. The unified power grid 
of tho USSR will bo linked to the power grids of the other 
socialist countries.

Of vital significance for creating the material and tech­
nical hasis of communism is the development of engineer­
ing, the all-out development of the production of automat­
ic flow lines and machines, means of automation, teleme­
chanics, electronics, and precision instruments.

1 The Road to Communism,  p. 513.
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“Kverything novel created by scieulific and technologi­
cal thought should he assimilated without delay by engi­
neering and embodied by it in highly efficient and reliable 
machines, instruments, and production lines.” 1

As engineering is developed, comprehensive mechanisa­
tion will be introduced in industry, agriculture, construc­
tion, transport, loading operations and the municipal econ­
omy. Comprehensive mechanisation will embrace all stages 
of production, all production processes, and this will elimi­
nate manual labour in holli the main and ancillary jobs.

Yet comprehensive mechanisation merely prepares the 
ground for automation of production.

The material and technical basis of socialism contains 
only elements of automation of production, but during the 
building of the material ami technical basis of commu­
nism, automated machinery systems come to dominate. Com­
prehensive automation of production is based ou all-round 
mechanisation, with more and more automated shops and 
enterprises appearing, which ensure n high technical and 
economic efficiency. Cybernetics, computers and remote 
control systems will become widespread in industry, con­
struction, transport., K & D estimation, accounting and 
management.

Automation and comprehensive mechanisation will serve 
as the material basis for socialist labour to develop into 
communist. When there is automation, labour changes in 
nature, ensuring a rise in the cultural and technical level 
of workers, llie conditions are created for eliminating dif­
ferences between mental and manual labour.

Comprehensive mechanisation and automation of produc­
tion processes are vital for promoting scientific and tech­
nical progress in the national economy.

Of major importance for creating the material and tech­
nical basis of communism is the use of chemicals in the 
national economy.

The use of chemical and synthetic materials makes pos­
sible fundamental qualitative transformations in llie key 
spheres of material production. These transformations per­
mit a rapid increase in production, improvement of output 
quality and, at the same time, a reduction in capital out­
lays and costs of production.

1 Documents and Resolutions. The 26th Congress of the Com 
munis t Parly of the Soviet Union, p. 57.
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Accelerated development of the chemical Industry and a 
sharp increase in the production of mineral fertilisers and 
chemical pesticides and herbicides constitute a vital fac­
tor behind the rise in agriculture. Without chemicals, there 
can be no intensification of agricultural production or 
rapid increase, on this basis, of the yield of grain, the pro­
duction of moat, milk and other produce.

Of major significance for the creation of the material 
and technical basis of communism is an in c r e a s e  in  th e  
p r o d u c t io n  o f  m e ta l  a n d  f u e l .  Tlic iron and steel industry 
will be developed considerably. There will be a particular 
acceleration of the production of light, non-ferrous and rare 
metals and a considerable rise in the output of alumin­
ium. The coming years will sec the consistent priority de­
velopment of oil and gas extraction, with them being used 
more and more as raw materials for chemical production. 
The extraction of coal, gas and oil must satisfy the re­
quirements of the national economy. The 26th CPSU Con­
gress pointed out: ‘"An express condition for accomplish­
ing all the economic tasks—in production and the social 
sphere—is the development of heavy industry. This ap­
plies in particular to its basic branches and, first and fore­
most, to f u e l  a n d  p o w e r .1' 1

Vital for creating the material and technical basis of 
communism is im p r o v e m e n t  o f  th e  o r g a n is a t io n  o f  p r o d u c -  
t i o n — specialisation aud co-operation, as well as appropri­
ate combination of related enterprises.

One effective form of production organisation is the crea­
tion of large-scale associations, since only these are capa­
ble of concentrating a large enough number of qualified 
experts, ensuring rapid technical progress and making bet­
ter and fuller use of resources. Production associations 
must become the chief link in social production. They are 
also a step forward in intensifying concentration and so­
cialisation of production.

The creation of the material and technical basis of com­
munism presupposes the broadest introduction of all the 
achievements of scientific and technical progress and ad­
vanced experience in a g r i c u l tu r e .  The creation of a com­
prehensively developed and highly productive agriculture 
is an imperative condition for building communism.

The mighty advance of the productive forces iu agricul­

1 Ib id ., p. 50.
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ture permits two basic, closely interconnected tasks to be 
resolved: (a) the attainment of an abundance of quality 
foodstuffs for the population and raw materials for indus­
try; (b) a gradual transition in the Soviet countryside to 
communist social relations and elimination of the substan­
tial differences between town and village.

The key to fulfilling theso grandiose tasks is in t e n s i f i ­
c a t io n  o f  a g r i c u l tu r e ,  which is connected with the broad 
introduction of chemicals in agricultural production, the 
all-out development of irrigated farming, the introduction 
of comprohensivc mechanisation and electrification of ag­
riculture.

A tremendous role is played in creating the material 
and technical basis by s c i e n c e  and scientific and technical 
progress, in order that science “in addition to working on 
fundamental problems” might conccutrale “its efforts in a 
largor measure on solving key economic problems and on 
discoveries that could bring about truly revolutionary 
changes in production”. 1

The progress of science and technology allows the most 
effective use to be made of the riches and forces of nature 
in the people’s interests, new sources of cnorgy to be dis­
covered, new materials to be created, and methods to be 
developed for affecting climatic conditions and mastering 
outer space, The application of the achievements of the 
scientific and technological revolution is increasingly be­
coming a decisive factor behind tho mighty growth of so­
ciety’s productive forces. Science, as Marx foresaw, is ful­
ly becoming a direct productive force of society.

Tlie development of science and the introduction of its 
achievements into the national economy is a matter of par­
ticular concern for the Communist party and socialist 
state.

Of primary significance for creating a communist society 
is a steady and rapid g r o w th  o f  th e  p r o d u c t i v i t y  o f  l a b o u r . 
“Communism,” wrote Lenin, “is tho higher productivity 
of labour—compared with that existing under capitalism— 
of voluntary, class-conscious and united workers employing 
advanced techniques.” * 2

As the productive forces develop, the relations of pro­

' Ibid., p. 55.
2 V. I. Lenin, “A Great Beginning”, Collected Works, Vol. 29, 

p. 427.
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duction improve and the level of socialisation of produc­
tion rises. Thus, during the 1970s, in the USSR there was 
an increase in the economic and social role of people’s 
property, and collective farm and co-operative properly 
drew even closer to it. Thcro was an increase in the num­
bers of the working class and in its role as the leading 
force in building communism. The collective Iarm peasantry 
became more similar to tho working class in their socio­
economic position.

Consequently, the necessary conditions were created for 
fulfilling the new, and largcr-scale tasks under the long­
term socio-economic policy of the Communist Party.

The Eleventh Five Year Plan (4981-1985) is a major 
new stage in creating the material and technical basis of 
communism in the USSR, in improving social relations, 
moulding the new man, and developing the socialist way 
of life.

The chief task of the Eleventh Five-Year-Plan period is 
to achieve a further growth of the welfare of the Soviet 
people on the foundations of a stable and progressive de­
velopment of the national economy, acceleration of scien­
tific and technical progress and transfer of the economy on 
to the lines of intensive development, a more rational use 
of the country’s economic potential and all-out economies 
of all types of resource and improvement of the quality of 
work.

In fulfilling tho tasks involved in creating the material 
and technical basis of communism, it is of decisive signif­
icance to implement the Communist Party’s strategic 
course of raising tho efficiency of social production through 
all-round intensification.

Tho transition to running the economy intensively is out 
of the question unloss the latest scientific and technologi­
cal achievements aro used in production. “Socialism,” Lenin 
stressed, “is inconceivable without . . .  engineering based 
on the latest discoveries of modern science.” 1

The creation of Lite material and technical basis of com­
munism prosupposcs a further development of society’s 
chief productive force—mau himself.

1 V. I. Lenin, " ‘Lcll-Wing’ Childishness and the Petty-Bourgeois 
Mentality”, Collected IForfcs, Vol. 27, p. 339.
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The development
of society’s chief productive force—man

To create the material and technical basis of commu­
nism means to achieve a high cultural and technical level 
of the working people, this being a vital condition for 
increasing their creative activity and changing the char­
acter of labour.

Under developed socialism, the working people already 
possess a high level of culture, education and skills.

Thanks to comprehensive mechanisation and automation 
of production, the role of labour is coming increasingly to 
cousist of Lhc functions of operation, supervision, adjust­
ment and improvement of automated machinery systems. 
This requires broadly developed and highly-qualified work­
ers in all branches of tlic economy—industry, agriculture, 
construction, transport and so on.

The level of technological development under communism 
will change nut only the degree of man’s skills but also his 
intellectual outlook. The necessary material conditions will 
bo created for tlic all-round development of each person’s 
abilities and talents and for him to enjoy a rich intellec­
tual life. The transition to commuuism, the CPSIJ Pro­
gramme states, presupposes education and training that will 
make people communist-minded and highly cultured, ca­
pable of doing both physical and mental work, of taking 
an active part in the various social, governmental, scien­
tific and cultural spheres.

3. THE GROWTH
OF SOCIALIST RELATIONS OF PRODUCTION 

INTO COMMUNIST ONES

During the transition from socialism to communism, as 
the productive forces develop, the relations of production 
also develop and improve in close connection and mutual 
dependence with them. The growth of the productive forces 
entails a gradual development of socialist relations of pro­
duction into communist ones.
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From socialist to communist ownership
Under socialism, tlio rolalions of production, as we havo 

soon, are hased on socialised socialist property in its two 
forms: public (of the whole people) aud collective farm 
and co-operative.

As the transition is made to communism, there is a 
gradual drawing together, and eventually a coalescence of 
the public and collective farm and co-operative forms of 
socialist ownership into a single, communist ownership 
by the whole people.

The formation of one communist ownership by all the 
people will result from the all-round developmeut and 
improvement of both public and collective farm and co­
operative ownership.

Public property will develop primarily quantitatively, 
through the broad-scale construction of new enterprises 
and expansion of existing ones in industry, agriculture, and 
transport. The advance towards communism‘will bo accom­
panied by a furLher oxpansion of the scalo of production 
and a rise in its efficiency.

Public property also changes qualitatively, in con­
nection with the coutiuuous rise in the degree of its 
socialisation. During the advance towards communism there 
will be increased concentration of production, hugo, fully 
automated enterprises will be huilt, a unified power grid 
will be created, the economic links betwcon the different 
parts of the country will he expanded aud strengthened, 
the social division of labour will bo broadly developod, as 
will specialisation and co-operation, and the combination 
of enterprises.

As public property grows, enterprises will become more 
advanced and develop into the enterprises of a communist 
society. The characteristic features of this process are: 
new machinery, a high standard of production organisa­
tion and efficiency through increased automation of pro­
duction operations and the introduction of automation in 
management and control, a rise in the cultural and techni­
cal level of the workers, au increasing coalescence of phys­
ical and mental labour, an increase in tho share of engi­
neers and technicians in enterprises, a promotion of emu­
lation and the application of scientific achievements, tho 
best forms of labour organisation and the best methods of 
raising labour productivity, broad participation by collec-

lt-Q 6S ( 417



lives of tho working people in running enterprises and the 
spread of communist forms of labour.

Tliero will he an iucrcase in Ihe signihcauco of public 
ownership in the spheres of ¿deuce, culture, medical care 
and domostic services.

During the huilding of communism, the sphero of in­
fluence of public ownership expands. It will embrace in­
creasingly the social forms of organisation of labour and 
life.

The transition to one communist proporty presupposes 
also the all-out development and improvement of collective 
¡arm and co-operative property.

During the transition from socialism to communism, the 
level of socialisation of collective farm production will rise. 
Tho non-dislrihutahle assois of the collective farms are 
constantly growing.

As the non-distrihutalilo assets of collectivo farms dovel- 
op aud multiply, there is an increasing chango in the 
qualitative content of collective farm and co-operative prop­
erty. Presently tho property of collective farms consists 
of modern machinery—tractors, combine-harvesters, motor 
vehicles, otc. The properly of collective farms is tho result 
of tho collective lahour of the farmers, of workers, engi­
neers and sciontists,

The Soviet slate speuds hugo amounts on training agri­
cultural personnel, grants billious of roubles on credit to 
collective farms, providing them with seods, ioodstuffs aud 
othor loans. All this means that the public wealth of the 
colloctivo farms is created with tho help of the entire 
Soviet peoplo.

A tremendous role in increasing tho socialisation of 
collectivo farm and co-operative property to the level oi 
the property of the whole people is played by the socialist 
state’s policy of further dovoloping agriculture.

As the productive forces grow, inter-farm production links 
and the socialisation of farms leave tho bounds of individ­
ual farms. This process proceeds through a combination 
of the forces aud means of collectivo farms in building 
inlcr-farm enterprises and cultural and other amenities, 
joint state-coliectivo farm power stations, enterprises for 
the primary processing, storage and transportation of agri­
cultural produce, various forms of construction, the pro­
duction of huilding materials, and so on.

418



When several collective farms own such installations 
jointly, tlic property becomes increasingly liko the properly 
of the whole people in nature.

In the coutext of the dovelopmont of tho electrification 
of agriculture, of tho mechanisation and automation of pro­
duction, there is an increasing coalescence and merging 
of collective farm means of production with state, people’s 
means of production, and the joint organisation of various 
types of production becomes more and more widesproad.

Of major significance for the rise of collective farm 
and co-oporalive property io the lovel of the property of 
the whole pcoplo is the creation of the agro-industrial com­
plex, which consists of ail the branches of the socialist 
natioual economy, including agriculture, and related spheres 
of tho economy that servo agricultural production and bring 
produce to Uie consumer.

The 26th Congress of the CPSU focused particularly ou 
the development of the agro-industrial complex. The Guide- 
liues for the Economic and Social Development of the 
USSli for 1931-1985 and the Period up to 1990 point out: 
' The principal task of tho agro-iudustrial complex is reliably 
to supply the country with foodstuffs and agricultural raw 
materials.

‘In the interests of successful realisation ol the food 
programmo, to eusure unified planning, proportionate aud 
balanced development of the branches of the agro-industrial 
complex, considerable strongthoniug of its material and 
lochuical base, improvement of oconomic links between 
branches, organisation of their smooth co-operation in in­
creasing tho output of agricultural products, improvement 
of the storage, transportation processiug and delivery of 
produce to the consumer”. 3

The emergenco and development of inter-farm and stato 
and collective farm enterprises will gradually transform 
collective farm and co-operative proporty into one of the 
whole pcoplo.

As the degree of socialisation of collective farm aud co­
operative property increases to that of people's property, 
collective farms will como to compare in their economic 
conditions with pcoplo’s enterprises in agriculture. They 
will become highly developed, mochanised farms. The rise 1

1 Documents and Resolutions, The 26th Congress of the Com­
munist Party of the Soviet Union, p. 196.
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in labour productivity will make collective farms economi­
cally powerful and the farmers themselves will be well pro­
vided lor, their requirements beiug met completely from 
tho common economy of the collective farms.

The transition to commuuisin will bring a change iu the 
character of tho personal properly of the working people. 
Since, in communist society, the dominant principle is “from 
each according to his abilities, to each according to his 
needs”, the personal savings, stocks, private houses and 
subsidiary farms to a great extent will lose any economic 
senso. Personal property undor communism will consist 
mainly of actual items for personal use.

During the transition to communism, on the basis of 
the high development of tho productive forcos the socio­
economic difleronccs in socioty will bo overcome.

Elimination of the socio-economic 
diherences in society

Socialism has eliininatod the conflict betwoon town and 
couutryside. The interests of town and countryside uow 
coincide aud aie directed towards a siugle goal—the build­
ing of communism. But under socialism there are still sub­
stantial differences botween town and countryside that con­
sist mainly in public (people’s) ownership of the moans of 
production predominating in the town and collective farm 
and co-operative in the countryside.

Tho gradual drawing together and, subsequently, coa­
lescence of public and collective farm and co-operative prop­
erty create tho conditions for overcoming the substantial 
differences between town and countryside. The ways to 
achieve the former are, at the same time, the ways to 
achieve the latter.

“The social structuro of tho countryside is groatly in­
fluenced hy the drawing together of the two forms of social­
ist properly and hy the development of mixed economic or­
ganisations involving collective farms and state enter­
prises.” 1

This process proceeds from the further development of 
tho productive forces and tbe saturation of agriculture 
with technology. •

• Ibid., p .  68.
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Tbe technical re-equipment of agriculture will bring a 
rise in the cultural and technical level of the rural popu­
lation. Tbe labour of collective farmers, based on broad 
application of tbe latest agricultural technology, will be­
come increasingly like tbe labour of industrial workers 
emnloyed in state industrial enterprises. Under communism, 
agricultural labour will become a variety of industrial 
labour.

“Elimination of socio-economic and cultural distinctions 
between town and country," states tbe CPSU Programme. 
"and of differences in their living conditions will he one of 
the greatest gains of communist construction." 1

Socialism eliminates the antithesis between physical and 
mental workers. In socialist society, me.ntnl workers and 
physical workers have common interests, tbov do a common 
work, for tbe good of tbe whole people. Characteristic of 
socialism is close comradely co-operation and mutual assist­
ance between mental and physical workers. Workers, peas­
ants and intellectuals—all have a vital vested interest in 
tbe continuous development and improvement of production.

Under socialist conditions, substantial differences between 
physical and mental labour still remain, however. As a rule, 
physical work is done by workers and peasants, while 
mental work is carried out. by intellectuals. Moreover, the 
general educational and cultural level of physical workers 
is lower than that of intellectuals.

Tho gradual transition to communism will see the sub­
stantial differences between mental and physical labour 
overcome. This is based on a further development of mod­
ern, moehanised and automated production, which replaces 
heavy manual labour with machines and firings a ri«p. in 
t.ho level of general education and scientific and technical 
knowledge of the working people up to that, of engineers 
and agronomists.

Elimination of the substantial differences betweon mental 
and physical labour makes all labour an organic nnitv of 
both types. All working people in communist -society, irre­
spective of tbeir speciality, will work combining, as Marx 
wrote, both mental and physical labour.

Thus, tbe victory of communism will bring an orcranic 
coalescence of mental and physical work in people’s pro­
duction activities. Intellectuals cease to form a special social

1 The Pond to Communism, p. 532.
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stratum, and physical workers reach the cultural and tech­
nical level of mental workers.

The building of communism erases the bounds between 
classes and establishes full social homogeneity. Under com- 
mun!sm there will be no classes nor class differences and 
people will not differ in terms of their social position.

Under communism full equality of people is accomplished. 
In communist society, people will have equal social 
positions, identical relations to the means of production, 
equal conditions of work and distribution. They will take 
a more active part in the management of public affairs. 
Harmonious relations will be consolidated between the in­
dividual and society on the basis or the unity of social and 
personal interests.

The building of communism will strengthen the social 
homogeneity oi nations even more, will further the. develop­
ment of the common communist features of culture, morals, 
way of life, and a strengthening of mutual trust, and friend­
ship between them. As communism is built, the exchange 
oF material and intellectual riches hotwoen nations will 
grow in intensity and the contribution of each Soviet re­
public to the common cause of building communism will 
grow',

As pointed out at Iho 26th CPSU Congress, “the inten­
sive economic and social devlopment of each of onr repub­
lics speeds up the process of their coming closer together in 
ovory field. National cultures are thriving and enriching 
one. another, and we arc witnessing the moulding of the 
culture of the whole Soviet people- a new social and inter­
national community’’. 1

The victory of communism in the USSR will bring all 
the Soviet nations and nationalities closer together, strength­
en tlicir economic and ideological community, and develop 
the common, communist features of their intellectual ap­
pearance.

Labour—man’s prime necessity of life

The. rise in the assets-lo-worker ratio, elimination of the 
substantial differences hetween mental and physical lahour. 
and the fostering of a communist attitude to work result

1 Documents and Resolutions. The 26th Congress of the Com­
munist Party of the Soviet Union, p. 74.
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in tlie labour activities of each individual becoming a prime 
necessity of life, a natural manifestation of the functions 
of a healthy body and mind.

Free, creative labour, labour for the sake of all society, 
will bring every working person creative joy and satisfac­
tion.

Under communism, when people will have full opportu­
nities for comprehensively developing their abilities and 
talents, everyone will be able to choose the work he wants 
to do. taking into account that this work must be. needed 
by society and interesting for the worker himself.

Labour according to a person’s abilities will become a 
habit, a primary vital requirement.

The transformation of labour activities into a prime ne­
cessity of life of every person will engender a new commu­
nist attitude to labour. Describing labourundcrcommunism, 
Lenin wrote: “Communist labour in the. narrower and 
stricter sense of the term is labour performed gratis for 
the benefit of society, labour porformed not as a definite 
duty, not for the purpose of ohtaining a right to certain 
products, not according to previously established and legal­
ly fixed quotas, blit voluntary labour, iire.spective of quotas; 
it is labour performed without expectation of reward, with­
out reward as a condition, labour performed because it 
has become a habit to work for the common good, and 
because of a conscious realisation (that has become a habit) 
of the necessity of working for the common good—labour 
as tho requirement of a healthy organism.” 1

The new communist attitude to labour is beginning to 
emerge under the conditions of socialist society. The person 
of the communist future is moulded in the course of the 
struggle for communism, in the process of labour and social 
activities.

Soviet society is a society of labour. The Party and state 
have exerted and are exerting much effort to make man’s 
labour not only more productive but also more interesting 
and creative.

Communism and .lahour are inseparable, which is why 
the fostering of a love and rospect for labour as a prime 
necessity of life is so important.

The cultivation of a communist attitude to labour is a

1 V. I. Lenin. “From tho Destruction of the Old Social System to 
the Creation of the Now”, Collected Works, Vol. 30, p. 517.
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tremendously important task in the building of communism. 
Educational work must pivot on the development of a com­
munist attitude to labour in all members of society. Labour 
for the benefit of society is the sacrod duty of everyone.

A major role in fostering a communist attitudo to labour 
belongs to the trades unions, the Leninist Young Commu­
nist League and Soviet schools.

As Lenin put it, trades unions are the school of commu­
nism. They organise socialist emulation, spread advanced 
methods and forms of labour, and carry out considerable 
cultural work on a mass scale among the working people.

The Young Communist League also plays a major part in 
cultivating a communist attitude to labour in young people. 
Tho Young Communist League mobilises young people for 
feats of labour, fostering in the young builders of com­
munism a fooling of responsibility before society.

OF great significance in the cultivation of a communist 
attitude to labour is schooling. Tbe Soviet school sets it­
self tbe task of moulding not only diversely educated 
people, but also onos c-apahle of working, of producing 
material wealth.

A communist attitude to labour is expressed in a solf- 
less struggle to fulfil and overfulfil the national economic 
plans, in the development of socialist emulation, particularly 
competition for the title of communist labour shock 
worker and work collective, in such mass scale patriot­
ic movements of tho Soviet people as that for tho develop­
ment of the virgin and fallow lands, in the construction of 
the Baikal-Amur Railway, and so on.

A clear example of a communist attitude to labour is the 
mass movement for communist labour, in which hundreds 
of thousands of work collectives participate: work teams, 
production sections, workshops, and enterprises. The partic­
ipants in the movement imploment the slogan; “Learn to 
work and live in a communist way!"

Communist labour shock workers strive to ensure that 
relations in every-day life, the family and day-to-day con­
tacts with other people meet the high demands made hy 
communist morality. The builder of communism is a per­
son of high ideals and moral principles. This is manifested 
concretely in the moral code of the builder of communism, 
declared in the CPSU Programme.

The development and improvement of socialist relations 
of production during the construction of a communist so­



ciety aro also expressed in the development of the forms ol 
distribution of material and intellectual boons.

Distribution according to needs

Under communism, tbe socialist principle of "from each 
according to bis abilities, to each according to work done” 
will be replaced by the communist one of "from each ac­
cording to his abilities, to each according to bis needs”.

Marx wrote: “After the enslaving subordination of the 
individual to the division of labour, and therewith also 
the antithesis between mental and physical labour, has 
vanished; aftor labour, has become not only a means of life, 
but life’s prime want; after the productive forces have also 
increased with the all-round development of tbe individual, 
and all tbe springs of co-operative wealth flow more abun­
dantly-only then can Lbo narrow horizon of bourgeois 
right be crossed in its entirety and society inscribe on its 
banners: From each according to his ability, to each accord­
ing to his needs!’’ 1

Tho most important thing for tho transition to the com­
munist distribution principle is for a level of production 
development to be attained that can provide an abundance 
of material and cultural boons, which means that there is 
plenty of overvthing jn society: means of production and 
consumer goods—foodstuffs, clothing, footwear, and cultural 
and living conditions—schools, theatres, cinemas, radios, 
transport, bousing, and so on.

Tbe abundance of vital benefits and tbe implementation 
of the principle of “to each according to bis needs” will 
moan that everyono, irrespective of bis position, the quan­
tity and quality of the work that ho provides for society, 
will receive from society everything that be requires. Com­
munist distribution according to needs must not, of course, 
be understood in tho petty bourgeois sense of giving every­
one everything he might take a fancy to. Distribution ac­
cording to needs presupposos satisfaction of tbe require­
ments of a highly cultured, highly educated person who ro- 
spects tho rules of bring in a communist society.

Communist forms of distribution do not appear immedi-

1 K. Marx and F. Engels, Selected Works in three volumes, 
Vol. 3, p. 19.
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atety in their developed and final form; al first they will 
coexist with forms of socialist distribution according to 
work done. There will he a gradual transition from the 
socialist principle of distribution according to work done to 
the communist one of distribution according to needs.

During the transition from socialism lo communism a 
growing share of the material and cultural boons will be 
distributed among the members of society through the social 
consumption funds, irrespective ol the quantity and quality 
of their labour, i.e., free of charge, gratis.

The social consumption funds provide the population with 
free medical care, free education and training skills, a l­
lowances, pensions, student grants, paid holidays, free and 
subsidised trips to sanatoria and holiday homes, and a 
number of other payments and privileges.

Tbo growth of the social consumption funds will make 
possible a considerable advance in the practical implemen­
tation of the communist distribution principle.

The development and improvement of relations of pro­
duction give rise, during the transition to communism, to 
the need for changes in the infrastructure, too.

The political organisation of society 
in the period of the transition 
to communism

Marxism-Leninism teaches that the state is the political 
infrastructure on tho economic basis. Changes in the latter 
engender changes in tho former.

Thus, the dictatorship of the proletariat, established as a 
result of the victory of the October Revolution, which elim­
inated the oxploiting classes and ensured the full and 
final victory of socialism and society’s transition to building 
communism, has ceased lo be necessary in the USSR from 
the point of view of the tasks involved in the country’s 
internal development. Tho historical mission of the working 
class—to build communism -has become a task of the whole 
people. The Soviet socialist state that emerged initially as 
a dictatorship of the working class has become a state of 
the whole people, an organ expressing the will of the whole 
people.

“The Union of Soviet Socialist Republics,” runs Article T 
of the Constitution of the USSR, “is a socialist stale of
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the whole people, expressing the will and interests of the 
workers, peasants, and intelligentsia, the working people of 
all the nations and nationalities of the country.” 1

The state of the whole peoplo is a new stage in the 
development of the socialist state, an outstanding landmark 
in the transformation of socialist statehood into communist 
social self-government.

The socialist state of the whole people continues to fight 
for the cause of the proletarian dictatorship and servos as 
the organising hody in fulfilling the tasks of huilding 
communism.

The supreme goal of the Soviet stato is to build a class­
less communist society, in which communist social ad­
ministration will he developed. The chief tasks of the so­
cialist state of the whole people are: to create tho material 
and technical' basis of communism, improvo socialist social 
relations and transform them into communist ones, mould 
the man of communist society, raise the material and cul­
tural standard of living of the working people, ensure the 
country’s security, help to strengthen peace and devolop 
international co-operation.

Tho main line in the development of socialist statehood 
under contemporary conditions is the all-round develop­
ment and improvement of socialist democracy, active partic­
ipation by all members oT society in running the state and 
managing economic and cultural development, improvement 
of the work of the state machine and strengthening of 
people’s control over its activities.

Under developed socialism, particular significance is ac­
quired by improvement of those state executive organs that 
organise economic and cultural development, since they have 
a tremendous future before them. Under communism, they 
will, having lost their political character, gro\v into the 
organs of social self-government required for running the 
complex and diverse processes of economic and cultural life.

Once a communist society has been built, from the point 
of view of internal conditions thero will no longer be any 
need for a state. From that of external conditions, however, 
the state can only wither away completely once communism 
has triumphed throughout the world. While imperialism still 
survives and there are imperialist countries, such state

1 Constitution (Fundamental Law) of the Union of Soviet So­
cialist He publics, p. 19.
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organs as armed forces must be strengthened as much as 
possihle. So the state will remain under communism, too, 
as long as there is a threat, of imperialist aggression.

Consequently, for the state to wither away completely, 
both the necessary internal conditions—the building of a 
communist society, and the external ones—vict-ory and con­
solidation of socialism internationally, must he created.

The state will continuo to exist for a long time after the 
victory of the first phase of communism, The withering away 
of the state will he a long, drawn-out process, covering a 
whole historical epoch, and will only he complete when 
society is fully mature and ready for self-government. Only 
once a developed communist society has hoon htiilt in the 
USSR and socialism has triumphed and been consolidated 
internationally will the need for a state disappear and the 
state wither away.

The Marxist-Teninist party
in the period of communist construction

Leninism teaches that the successful huildirg of socialism 
and communism is only possihlo under the guidance of a 
Marxist-Leninist party, armed with advanced theory, tem­
pered in hattle, enjoying the working people’s trust and 
eapahle of expressing the mood of tho masses and influenc­
ing them.

The leading and directing forco of Soviet society, the core 
of its political system, of puhlic and social organisations 
is the Communist Party of the Soviet Union, The CPSU 
exists For the poonlo and serves the people.

Armed with Marxist-Leninist teaching, the Communist- 
Party determines the general prospects for socioty’s devel­
opment, the line of the USSR’s internal and foreign policy: 
it guides the great creative activities of the Soviet people, 
making its drive for the victory of communism planned, 
balanced and scientifically substantiated in character.

As society advances towards communism, tho role and 
significance of the Marxist-Leninist party grows and grows. 
The increasing role and significance) of the Communist 
Party as the guiding force of Soviet society results from 
the growing scale and complexity of the tasks involved in 
huilding oommunism, the rising creative activity of the 
masses, the involvement of millions of working people in



running affairs oi state and production, a further develop­
ment of socialist democracy, an increase in the role of 
social organisations and the growing signilicanco of the 
theory of scientific communism.

Armed with a knowledge of the laws governing the devel­
opment of society, the Communist Party ensures correct 
mauagement of all the work in building communism, giving 
it an organised, planned, balanced and scicntilically sub­
stantiated character.

The guidiug and organising activities of the Marxist- 
Leninist party are the main condition for the working class 
to exert the decisive influcnco on the development of the 
new society.

i'lie Party’s faithfulness to the principles of Marxism- 
Leninism, to the interests of the working class and all the 
working people, the strengthening of the unity of the Party 
and people, constitute the earnest of the successful fulfil­
ment of Lenin's behests, of the further victory of tho revo­
lutionary cause, the cause oi communism,

*  *  SC

The Soviet poople, uuder the leadership of the Communist 
Party, are successfully building their bright iuturo—com­
munism.

Over a hundred years ago, in the Manifesto of the Com­
munist Party, Marx and Eugois wrote: “A  spectre is haunt­
ing Europe—the spectre of Communism.” 1 The courageous 
selfless struggle oi tbo working people of all countries has 
brought mankind closer to communism. A very long path 
soaked with the blood of those who have fought for the 
happiness of the people had to ho covered hefore commu­
nism, which was once no more than a dream, could hecomo 
a mighty forco of today, a society which is being built 
over vast expansos of the earth.

Every now step made by the Soviet people towards com­
munism inspires the working masses of the capitalist coun­
tries in the struggle for liberation from social oppression, 
and accelerates the triumph of the idoas of Marxism- 
Leninism, tho ideas of communism throughout tho world.

1 K. Marx and F. Engels, “Manifesto oi the Communist 
Party", Karl Marx and Frederick Engels, Collected Works, Voi. 0, 
P. 481.
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The communist path is the path of the peoples o[ the 
whole world. From capitalism to communism—that is the 
way mankind is developing.

REVISION EXERCISES

4. What are the common features of socialism and com­
munism?

2. What are the differences between communism and so­
cialism?

3. The inovitability of the development of socialism into 
communism.

4. What are tho ways of creating the material and tech­
nical basis of communism?

5. In what is tho development of the chief productive force 
of society—man—expressed?

6. What changes take place in socialist property as it 
develops into communist property?

7. Which socio-economic differences disappear during the 
transition to communism and how does this take placo?

8. Describo labour as the prime necessity of life.
9. Tho communist principle of the distribution of material 

wealth.
40. The change in the political organisation of society in 

tho period of the transition to communism.
11. The role of the Marxist-Leninist party in building 

communism.



Progress Publishers would be glad to 
have your opinion of this book, its transla­
tion and design and any suggestions you 
may have for future publications.

Please send all your comments to 17, 
Zubovsky Boulevard, Moscow, USSR.
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