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PUBLISHER’S NOTE

THE study of political economy by English-speaking students
has hitherto been rendered difficult by the paucity of books
in English dealing with Marxist economics.

It is true that there are translations of Capital and a
number of books dealing with various points of Marxist
economics, but a textbook dealing thoroughly with political
economy has been lacking, those that have appeared being
fragmentary and usually dealing with the subject in a purely
academic manner. On the other hand, the individual student
has often been deterred from studying Capital by its size and
the fact that some preliminary course is advisable,

In presenting this Outline of Political Economy, we are
confident that it will be of immense value to classes and to
the individual student. The arrangement is suitable for
schools, but can also be used by the lone student, the study
material and exercises being extremely useful in both
instances.

In addition to being a general course in economics, as the
sub-title indicates, the book deals particularly with the
economics of the Soviet Union. The authors’ analysis of
productive forms in the Soviet Union makes a contribution
to the study of conditions in the Soviet Union that was much
needed.






FOREWORD TO THE RUSSIAN EDITION

STUDENTS taking courses of political economy in the Soviet
Party schools, Workers’ Faculties (Preparatory Schools) and
higher educational institutions have hitherto been greatly
hampered in their work by the absence of any manual
adapted to the programmes of these educational bodies.

It has been necessary for them to turn first to one and
then to another textbook for reference, according to the
various sections of the course, and even the individual
questions under consideration ; and in the case of a number
of problems, especially those touching on Soviet economy,
it is sometimes quite impossible to indicate any textbook
whatever.

The aim of this book is to satisfy this need for a manual
for these schools.

In addition to the basic material of the manual, the book
also contains special materials for practical scientific investi-
gation, arranged so as to assist the student to display a
certain activity and independence in acquiring knowledge.
These materials are not finished lessons. They only provide
examples of research work, and so in no way eliminate the
necessity for the teacher himself to work out tasks for his
pupils,

The selections from classic works recommended in the
sections on research work are, of course, intended for more
advanced students. They give the student opportunities to
develop further the fundamentals acquired during our
course, and should also accustom him to the reading of
classic works on political economy, and first and foremost
to the reading of Capital.

As our book is adapted for a course dealing with various
problems we have divided it into a corresponding number
of sections, and have endeavoured to make each section
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more or less complete in itself. As a result, owing to the
natural connection which exists between various themes, a
certain repetition has been inevitable ; it seems to us that
this, from the methodological aspect, will not only not be
a misfortune in itself, but on the contrary will help towards
a surer grasp of the problems of political economy.

In conclusion, a few words concerning the actual con-
struction of the course. Its distinguishing feature is the
principle, rigidly observed, of considering the problems of
political economy alongside the corresponding problems of
Soviet economy. This arrangement of the course seems to
us to have a number of advantages as a method of work. In
the first place the juxtaposition of problems of political
economy with problems of Soviet economy will evoke great
interest in the student, and will make the teaching of
political economy very interesting. In addition, this juxta-
position will clarify the essence of productive relationships
in capitalist society and also the fetishist character and the
historical setting of certain brands of political economy.

But while there are advantages in a parallel study of
political economy and Soviet economy, the difficulties
which are bound to be met with in such a plan have also
to be mentioned. The first difficulty is that the problems
of Soviet economy have a close inter-connection one with
another, and demand a definite method of exposition—one
which does not always coincide with the method of exposi-
tion of political economy. Thus, for example, in order to
resolve the problem of surplus value in the U.S.S.R., it is
not only necessary to know how the problem of surplus
value is presented in the first volume of Capital, but also to
have some conception of the manner of the realisation of
surplus value, and consequently of markets, of production,
accumulation, and so on. All this could be avoided if a
course of Soviet economy were taken separately after work-
ing through a course of political economy.

But these difficulties are not so fundamental and insuper-
able as to nullify the methodological advantages which the
principle of connecting political economy with Soviet
economy provides.

The second difficulty consists in the fact that the theor-
etical problems of Soviet economy have as yet not been
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worked out. In a number of cases the authors found them-
selves forced to provide their own elucidation of these
problems.

This is not likely to guarantee our book against including
a certain number of errors. None the less, the possibility of
such errors is in our opinion an inadequate justification for
passing those problems over in silence. Thousands of workers
and peasants passing through the Soviet Party schools, the
Workers’ Faculties and higher educational institutions, are
insistently demanding an answer to them, and not one
teacher of political economy can afford to ignore these
problems.

Our own answers to them will, it seems to us, have their
own value, if only for the reason that they provide materials
for criticism, and thus assist in more intensive study. The
course of political economy we have provided can be adopted
in its entirety by the higher educational institutions, the
Soviet Party schools and the Workers' Faculties with a
social-economic bias. For use in Workers’ Faculties with a
technical bias, and also in evening Workers’ Faculties, it
should be abridged, in accordance with the existing variants
provided by the programmes of the State Educational
Council.

The authors will be very grateful to any teachers and
students who communicate their observations in regard to
the book to the following address : The Plekhanov Institute
of National Economy, Moscow.

1. LapiDUS.
K, OSTROVITYANOV.






An Outline of Political Economy
INTRODUCTION

WE propose to work through a course of political economy.

What exactly is this science, and what phenomena does
it study?

Td many, even of those who have no acquaintance with
the science whatever, it is probably known that it is a social
science. This means that political economy studies not the
phenomena of inanimate nature, or of the animal and
vegetable worlds, or even the life of an individual human
organism, but the relations between human beings, arising
out of their life together in society.

How great is the importance of the links between human
beings arising out of their social relations is known to every-
one. It is impossible to imagine a man living completely
outside society, even during the primitive stages of human
development. It has well been said that ‘ man is a social
animal.” _

But if we consider man’s social relationships we see that
they are of various kinds: family relationships, political
relationships arising out of the struggle between various
classes and their parties, relationships arising out of man’s
cultural intercourse, and others. Not all these relationships
are studied by political economy. The sphere of its study is
much narrower : it has as its object the study of only one
form of social relationships, namely, those which arise between
men oul of the production and the distribution of the produce
of social labour, and which usually bear the name of produc-
hive relationships.

Just as it is impossible to imagine a man living outside
society, so is it impossible to imagine a man who, whilst
living in society, does not enter into certain productive
relationships with other men. Even though this or that man
takes no direct part in the process.of production, this does
not at all mean that he enters into no productive relation-
ships whatever with other men (taking the term * produc-
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tive relationships ”’ in its broad sense, of course). Inasmuch
as he eats, drinks, clothes himself, satisfies his needs some-
how or other, he is to that extent involved in productive
relationships with those who by their labour give him the
chance to satisfy those needs without any labour on his
part. This possibility of living without working may arise
in connection with his ownership of the means of production
(factories and workshops) or because he has money in the
bank; but in any case he cannot exist without the labour
of other men, without connections with other men on the
basis of the production and distribution of goods.

But does political economy study all productive relation-
ships between people? Again, not all.

Take for example some form of natural economy, even a
patriarchal agricultural economy, which satisfies all its needs
from within itself and enters into noexchange relations what-
ever with other economies. Here we have a pecular type
of productive relations. They consist, let us assume, ina joint
organisation of labour (on the basis of a certain distribution of
that labour between men and women, adults and children), in
a certain subordination of all to the head of the family, and
so on. But these relationships are, in the first place, regu-
lated by the conscious will of the eldest of the family. In
his work he starts from an estimate of the needs which exist
in his family. In correspondence with this he arranges his
‘ productive plan,” he decides what part of the land at his
disposition to sow with rye, what with millet, oats, wheat,
and so on. In the second place, those relationships are so
clear, and there is so little complexity in them, that they do
not call for a special science or study.

Take also Communist society, the basis of which is now
being laid in the Soviet Union. In such a society all the
members will occupy themselves with joint labour for the
satisfaction of their needs, and will so occupy themselves
according to a certain plan under the direction of the body
which expresses the will of this economic combination.
That body will previously estimate the needs of the members
of the Communist society, and on the basis of that estimate
will distribute the labour throughout the various spheres of
economy and the various enterprises. The implements of
labour and the raw materials will be distributed according
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to plan throughout the enterprises, without any form of
exchange, without any sale or purchase. And in the same
way the semi-manufactures (that is, the products not yet
completely finished) will be transferred to the enterprises
which give them their final aspect, after which they will pass
into the public warehouses, whence they will be distributed
among the members of society according to their needs.
Thus the correspondence between production and men’s
needs will, in Communist society, be achieved by the planned
organisation of that society and its conscious direction.

Despite the fact that there is an enormous difference
between peasant natural economy and Communist economy,
they have one common feature. That feature consists in the
fact that both are organised and are directed by conscious
human will.

Now consider modern capitalist economy. It represents
the sum of all the individual private enterprises, directed by
individual entrepreneurs ; and in modern capitalist countries
side by side with the great capitalist enterprises, which
employ thousands of workers, one may meet with innumer-
able small enterprises of an artisan nature, millions of peasant
households, and so on. These innumerable large and small
enterprises are not regulated by a single conscious will, and
do not possess a single directing centre which previously
estimates men’s needs and distributes labour throughout the
various spheres of production in accordance with those needs.
Each individual entrepreneur engaged in production acts
blindly. He does not know exactly what demand there will
be for the commodities he is producing, or how many
others besides himself are occupied in the production of
the same commodity. He follows exclusively his own private
interests, without regard for society as a whole. Hence arises
the arbitrary character, the lack of organisation, the anarchy
of capitalist society.

How can such an anarchic society exist ; how is an equili-
brium reached between human needs and production in such
a society? Obviously certain laws regulating these un-
organised relationships of capitalist society must exist. But
these laws act blindly, independently of the will and the
conscious endeavour of the participants in the economic
process, and consequently are in sharp distinction from the
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laws of organised society, whether it be a peasant patri-
archal family or the Communist society of the future.
And it is these elemental laws regulating the productive relation-
ships of commodity-capitalist society that are studied in
political economy.?

In so far as self-supporting and Communist economy are
organised, and directed by conscious human will, we cannot
find in them materials for the study of political economy.
Possibly the productive relationships of Communist society,
which undoubtedly will be much more complex than the
productive relations of primitive natural economy, will have
need of some special science; but that science will not be
political economy.

Together with the laws governing the productive relations
of capitalist economy we shall also study the laws of Soviet
economy. The peculiar feature of Soviet economy lies in the
fact that it is in transition from capitalism to socialism. In
it are combined planned and anarchic features, socialist
elements and the most varied of economic forms, from primi-
tive and simple commodity relationships to private capitalist
production. These factors confront us with a number of new
problems, such as the extent to which the laws of capitalist
economy still operate in Soviet economy; the extent to
which these laws are being replaced by planned regulation ;
the mutual relationships that are being established between
the planned and the anarchic basis in Soviet economy ; their
specific weight (importance), the tendencies of their develop-
ment, and so on. All these are problems not only of enor-
mous theoretical interest, but also problems which are
inseparably bound up with the burning questions of the
current practical policy of the Soviet State. The study of
all these problems will not only assist us to disentangle the
laws governing the transitional period, but will make us
conscious participants in socialist construction. On the
other hand, a comparison of the laws of Soviet economy with

1 Productive relationships regulating the relations between in-
dividual enterprises {economic productive relationships) have also
to be distinguished from the so-called technical productive relation-
ships among men within the individual enterprise. Forms of co-
operation between the master, workers and engineer within the

factory, for example, come under this category. These latter
relationships are not directly studied in political economy.
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the laws of capitalist economy will assist us to a more pro-
found and clear understanding of the basic concepts of
political economy.

In conclusion, it is necessary to note that political economy
touches the most vital interests of the various classes of
capitalist society, and consequently a class approach, a class
point of view is clearly revealed in its theoretical deductions
and assumptions. We shall study political economy from the
point of view of the interests of the working class. That does
not in the least mean that we shall pervert the facts to meet
our own desires. The course of development of capitalism
(as we shall see in our further exposition) is inevitably leading
to the ultimate victory of the working class. The best proof
of this is the victory of the working class in Russia. The
working class is interested to the highest degree in the
dispassionate, objective study of the development of
capitalist society. After studying the laws of that develop-
ment, the working class will be able to mould its own
policy and tactics of struggle against the rulinig classes
more soundly, and thus hasten and diminish the birth-
pangs of Communist society. The interests of the proletariat
are diametrically opposed to the interests of the dominating
classes, but they are in complete accord with the objective
course of social development and with the interests of the
whole of humanity.

I.L.
K. O.






PART 1

LABOUR AS THE REGULATOR OF COMMODITY
ECONOMY

Chapter I
LABOUR AS THE BASIS OF VALUE
I

Private Ownership and the Division of Labour as the Pre-
requisites of Exchange Ecomomy. The Necessity of
Exchange.

EvEN to-day in the remote corners of the Soviet Union one
occasionally comes across a little village where the peasant
lives his life, meeting his own modest needs entirely by his
own husbandry : he gets his bread from the rye or wheat that
he himself has sown; he makes his own clothes from
coarse linen, made by his family during the long winter
evenings from home-grown flax. If he needs to build a
cottage his horse drags up trunks that he himself has cut
down in the forest, and the material for the walls is ready ;
he has straw for the roof ; and only such things as nails and
other less important articles does he occasionally obtain
outside his own resources.

In the far north, where live the Samoyeds and other
primitive peoples, life is even more simple. A herd of rein-
deer wandering over the tundra, and seals caught in the sea
form the whole basis of their economy : the reindeers and
seals provide the Samoyed with meat and fat for food, the
skins of the reindeer clothe him, and from the same skins he
makes a hut to live in.

This is not what happens in modern large towns. There
you will not find a single man who is able to satisfy his needs
without resort to the aid of others, or who builds his house
from materials he has himself obtained, or who makes his
own clothes, produces his own food, and so on.

The large towns are inhabited by hundreds of thousands
of people, and every one of them has his or her own occupu-
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tion ; thousands of metal workers spend all their lives at the
drills and turning lathes, the steam hammers and travelling
cranes, and many of them have possibly never been in the
villages and have no knowledge whatever of how to plough
or reap. And the same applies to thousands of others,
tailors, builders, bakers, chauffeurs and so on.

Then why can these people, each occupied with his own
restricted special line, live without dying of hunger and
cold ? It is, of course, because they are all closely associated
one with another and work one for another; for instance,
the weavers can spend their lives at the looms only because
simultaneously the bakers are baking bread, and the builders
are building houses. It is obvious that the baker bakes bread
not only for himself but also for the weavers, just as the
builders build houses for thousands occupied in other work.

But for this association life in modern society would be
impossible.

We remember the situation during the civil war in Russia,
when many industrial enterprises were at a standstill, when
the area sown in the countryside was restricted, when the
railways were almost idle, and the relations between various
sections of economic life were broken. The worker could
no longer spend all his time at the bench ; the iron which the
metal-worker worked up, or the coal obtained by the miner,
could not feed them. How many workers abandoned their
trade and went back to the villages only for this reason ; how
many workers occupied themselves with setting potatoes or
sowing grain on the outskirts of the town! With the approach
of winter the workers and employees themselves journeyed
outside the town to cut down wood in order to heat their
houses. In a word, life forced everyone to break through the
framework of the narrow division of labour, and to return to
the state of the peasant in the remote village, who satisfies
all his needs by his own effort.

Thus the division of labour in modern society is possible
only because the various producers engaged in various
spheres of labour enter into association with one another and
supply the produce of their labour to the members of the
other specialised crafts.

The more developed the society, the farther does the divi-
sion of labour proceed ; and the relations between individual



LABOUR AS THE BASIS OF VALUE 9

enterprises and their dependence on one another are in-
creased. At the present time we observe a division of labour
not only between individual human beings, not only between
the town chiefly producing industrial goods and the villages
producing mainly foodstuffs, but also between individual
countries. Russia is mainly an agricultural country, whilst
Germany (and Britain to a still greater degree) are industrial
countries. Hence it is obvious that Russia has need of
Germany and Britain in order to obtain from them machinery
and other manufactured goods, whilst Germany has need of
Russian grain. The inter-dependence of these countries was
particularly evidenced during the war, when Germany
starved while Russia was deprived of a number of articles
needed for industrial production.

But in what manner are relations between the various
forms of economy established in modern society ?

We have seen that in the Communist society of the
future these relations will be comparatively simple. For,
strictly speaking, in that society no individual, quite inde-
pendent, enterprises in private possession will exist. Com-
munist society will constitute a single whole, governed by one
centre. That governing centre will regulate both production
and distribution : it will, for instance, transfer a definite
quantity of bread baked by the bakers to meet the needs of
the workers occupied in machine building enterprises, and
conversely the same centre will give the machinery workers
an order for the output of so many machines necessary for
baking.

Is such an organisation of the relations between individual
enterprises possible in the conditions of the capitalist system ?
Of course not. For the crux of the matter, as we have
already seen, lies in the fact that in capitalist society the
enterprises belong to various private owners, each of whom,
when organising his enterprise, has in view the interests not
of society as a whole, but of himself. Inside his own enter-
prise the capitalist is complete master, and can administer
it as he pleases, working it at full pressure or closing it down,
producing this commodity or that.

It is true that if we think more deeply and take into
account what we have said so far, it appears that the “unre-
stricted ”’ power of the individual capitalist is in reality
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greatly restricted. For the capitalist has need of other
enterprises and other capitalists, if only because he must
obtain from them the products necessary for the maintenance
of himself and his workers, as well as machinery and raw
materials for his factory. And all the other capitalists in
whose enterprises these articles are produced are owners in
their turn, who also possibly have need of the services of the
first capitalist. But none the less all of them have chiefly in
view their own personal interests.

The link between such individual enterprises, which have
need of one another, but each of which represents a separate
independent unit, can be realised only in one way—through
the exchange of their goods on the market.

In an economic system where exchange prevails, each indi-
vidual owner produces the goods necessary to man, having
however in view not the satisfaction of his own individual
needs by these goods, but their supply to the market, in
order to exchange them there for other goods necessary to
him.

In such cases the goods themselves are called commodities,
and the economy based on the production of commodities is
called exchange economy.

The capitalist system is one of the forms of exchange
economy. But it must be remembered that the conception of
“ exchange ”’ economy is wider than the conception of
‘ capitalist "’ economy. It is possible to have an exchange
economy which is not capitalist. As we shall see later, our
Soviet economy can also in a certain sense be classified in this
category, and so also can simple commodity economy, which
must in no way be confounded with capitalist economy,
despite the fact that both the one and the other are exchange
economies. ’

In simple commodity economy the man who has directly
produced the commodity is its owner and seller; but in
capitalist economy the owner of commodities is nct the
producer of the commodity, but the capitalist, who owns
the factories and workshops, with the machinery and the
means of production, and compels the worker to work
for him, since the latter is deprived of both the means of
production and the means of distribution.

We have already said that our fundamental aim is the
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study of the laws governing capitalist economy. But it will
be much easier to carry out this task if we begin not with
capitalist but with simple commodity economy. Only after
we have acquainted ourselves with the more simple laws of
simple commodity economy can we understand the more
complex laws of capitalist economy.

2
Price as the Extrinsic Regulator of Exchange.

In simple commodity economy, as in all forms of exchange
economy, the link between individual commodity owners is
established through the market. All the individual com-
modity producers (or commodity owners) enter the market
as equal owners of their commodities, and give up their
commodity to another person only if they receive another
commodity in its stead.

It is clear that the commodity owners, each of whom
enters the market in the capacity of an independent owner,
pursuing his own interests, all endeavour to sell their com-
modities as advantageously as possible. But to sell a com-
modity advantageously means to receive as'large a quantity
of another commodity as possible in exchange for it. In a
developed exchange economy, where (as we shall see later)
all commodities are exchanged for money, this process
amounts to receiving as much money as possible for the
commodity.

But can an individual commodity owner always achieve
his desire, and sell his commodity at the most advantageous
price ?

Although he would seem to be the * unrestricted master "’
of his commodity, none the less the achievement of his desire
does not depend on him alone. The purchaser with whom he
deals is also an owner, disposing of his money according to
his own considerations and desiring to buy commodities as
cheaply as possible. Moreover, side by side with the vendor
of the commodity, there are many others selling the same
kind of commodities. Besides, there are not always enough
purchasers for all, and each owner runs the risk of remaining
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with his commodity unsold. This leads to competition, to a
situation in which the individual owners of commodities enter
into a struggle among themselves for a purchaser and
endeavour to sell their commodities more cheaply than their
competitors.

Thus a continual struggle is going on in the market
between the purchasers and sellers around the question of
prices, and also between the various commodity owners.

Here, on the market, the owner realises how restricted is
his power, how far the activities of his own enterprise are
bound up with and dependent on all the other, also privately
owned, enterprises.

Before he entered the market he acted quite blindly.
Only the market, by the agency of prices, can show the in-
dividual commodity producer the place which his enterprise
occupies in the general system of social production and
exchange.

If for example the price of boots has gone up, it signifies
that there has been a smaller production of them than there
should have been ; while if the price has fallen, a surplus of
boots has been produced : in other words, as the result of the
unorganised nature of exchange economy a distribution of
labour throughout the various spheres of production has been
established which does not correspond with the needs of the
people. The commodity producers immediately take into
account the indications of the market. In the first instance
they increase their production of boots, in the second they
reduce it. Thus exchange economy is governed and regu-
lated by the movement of prices, but this regulator works
elementally. Although the prices on the market are the
result of the inter-action and the struggle of individual owner-
commodity-producers, none the less they do not depend on
the will either of any one of them separately, or on that of
society as a whole ; and those prices dominate them with the
same irresistible force as the laws of nature. The price
for any given commodity may be completely ruinous to a
given commodity producer and lead to his bankruptcy, but
so long as the causes giving rise to that price remain in force
nothing and no one can alter it.

It is therefore clear that, as prices play such an important
part in the system of exchange, in studying it we must first
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of all ask ourselves what determines price, this blind regu-
lator of exchange, and upon what does it depend. It is with
this that we are going to deal.

3

The Conditions on which Price depends. Utility. Supply and
Demand.

If T look into a shop and want to buy myself a hat, the
attentive shopkeeper will show me not one hat, but several,
of various styles and kinds. It is obvious that the hats he
shows me will hardly ever be all of the same price.

If the shopkeeper asks twelve shillings for one of them, and
only eight for another, I of course can at once ask him why
the first is dearer and the second cheaper.

What will be his answer ?

Either that the first is made of better materials, the felt
used is of better quality for example, or else that it is more
fashionable.

In a word, he will in the first place explain the difference
in prices of various hats by their quality, by the service they
can render me.

Is this explanation of the shopkeeper a sound one?

At first glance it may appear to be correct and in accord-
ance with reality.

I really can wear a hat made of good materials for two
years, and one made of bad materials for a shorter period.
Does not that explain why the first is dearer ?

But let us think a little more over this explanation.

Take the price not of two hats, but of one hat and some
other commodity : a plate for example. As we know, a plate
is much cheaper than a hat: four times cheaper let us
assume. Can we draw the deduction from this that the
length of its service is less than that of a hat ? Of course not.
A plate, and especially one made of metal, may be in service
for many years, and you cannot wear a hat for more than
two or three winters. So the difference does not arise from
one commodity being of utility to us for a longer period and
another for a shorter.
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But perhaps a hat is dearer than a plate because it is in
general more necessary ? One can manage without a plate ;
in the last resort one can drink one’s soup direct from the
pot, as the peasants do ; one can borrow a plate from one’s
neighbour for dinner ; but one cannot often borrow a hat,
and not everyone wishes to go out without a hat in the depth
of winter.

But this explanation is also inadequate, if you think it
over. In reality bread, for instance, is much cheaper than a
diamond, none the less it is far more necessary to man. More
than that : as we all know quite well, there are certain things
which are very necessary to us and yet their price is quite
low, or we do not even have to pay anything at all for them :
air, or water, for example.

Apart from this, can we definitely say that a hat is four
times as dear as a plate because it is four times as necessary
to us? Where shall we find the measure which can exactly
fix in figures the extent of a man’s need for any article? It
is not possible to find such a measure, the more so as need
and utility are relative and extremely variable conceptions.

Let us assume that two men have entered a shop to buy
trousers : the one a poor student who has so badly torn
his old trousers that he has had to borrow a pair from his
fellow student in order to go to the shop ; the other a com-
fortably off employee, who has two pairs of trousers at
home, but has decided to buy a third pair for going out in
or to wear when he has visitors. Let us further assume that
on entering the shop they both stop to consider the same pair
of trousers. Who has the greater need of them ? Itisobvious,
of course. But the shopkeeper will probably ask the same
price from each of them for the same pair of trousers.

To all the foregoing one apparently very serious objection
may be made.

It is true that it is impossible exactly to determine how
much more useful a certain article is to a man than another
article, but one can, however, determine the extent to which
a man wishes to buy this article or that, and how many
there are who desire to sell such an article.

Of course I cannot determine how much more a pair of
shoes is necessary to a man than a loaf of bread, but I can
determine how many people came to the market or to the
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shops to-day to buy shoes, and I can also determine how
many pairs of shoes there were for sale in the market and in
the shops. If two hundred persons asked for size number ten
shoes in the shop to-day, and there were only one hundred
pairs in stock, it means that the stock could satisfy only half
the demand ; in other words, the need, the demand for shoes
was greater than their supply ; but if to-morrow there are
two hundred pairs of shoes in stock and only one hundred
purchasers appear, it will mean that this time the need for
shoes is not so great, and that the demand does not exceed
the supply.

Is not the degree of need for shoes and other commodities,
and the price for those commodities, determined in this way
by the correlationship between the demand for them and
their supply ?

This conception would seem to be confirmed by the facts
of real life that are known to everybody.

In practice, when-there is a shortage of commodities on the
market the price for those commodities rises. We remember
how the price of bread rose in Russia during the famine
period of 1922, especially in the famine-stricken districts.
We remember how cheaply commodities are sold out in the
shops at the end of their season, when the need and demand
for them decline.

And finally, everyone knows perfectly well how the price
of grain goes up in summer time, when the old harvest is all
but consumed and there is little grain for sale, while the need
for it is even to some extent increasing, since many poor
peasants are forced to buy grain ; and how immediately after
the new harvest begins to come on the market the price falls
considerably.

The law of the dependence of prices on supply and demand,
which consists in prices rising with a relative! increase in
demand and falling with a relative increase in supply, is one
with which every one of us was well acquainted even before
we came to the study of political economy.

But can we rest satisfied with that law, and decide that we

1 If a double increase in demand be accompanied by a double
supply, then of course the price should not change (other circum-

stances remaining unchanged). The price changes only when demand
grows by comparison with supply, and vice versa.
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have now at last found an answer to the question of what
fixes the price of one or another commodity in a commodity
producing society ?

It is not difficult to see that this is not so.

If the law of supply and demand could provide an exkaus-
tive explanation of the level of prices of commodities, and the
proportions in which they are exchanged one for another,
what should be the result ?

If the position on the market is such that the relationship
between the supply and demand of two commodities is
the same, then their prices should be the same.

If, for instance, there are a thousand tons of sugar on the
market, and the purchasers demand only five hundred tons,
and if simultaneously purchasers on the market are demand-
ing fifty sewing machines and the sellers offer one hundred,
it is clear that on both the sugar market and the sewing
machine market the supply is double the demand ; and if our
assumption that the price of goods can be entirely explained
by supply and demand be correct, then the price for a ton of
sugar and for one sewing machine should be the same. In
reality this is not so ; even under such conditions the sewing
machine will not cost as much as a ton of sugar.?

The law of supply and demand can of course explain why
yesterday a pound of sugar cost fourpence, and to-day costs
fourpence halfpenny, or why yesterday a sewing machine
cost five pounds, and to-day costs five pounds five shillings.
But this law can never explain why it is that the price of a
sewing machine runs to pounds, while the price of a pound of
sugar is only a few pence.?

1 It is easy to see that the assumption that the law of supply and
demand exhaustively determines the price may lead us not only to
the conclusion that under the conditions we postulate a ton of sugar
should cost the same as a sewing machine. With just as much
justice one can declare that a pound of sugar (or even an ounce)
should cost as much as the machine. For our assumption will apply
even if we say that there are two thousand pounds (or 32,000 ounces)
of sugar on the market, while there is a demand only for one thousand
pounds. The relationship between the number of pounds or ounces
offered and demanded being the same as that for sewing machines
connotes that a pound (or ounce) of sugar should cost as much as one
machine.

% Here of course we are not dealing with the case of a fall in cur-
rency values—that has its own special causes, which we shall analyse
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Thus the law of supply and demand can cause the price of
commodities to fluctuate, but it can provide no basis for the
proportions in which commodities are exchanged for one
another, or for money, on the market.

For that matter, the very fluctuation of prices on the
market under the influence of supply and demand is re-
stricted by definite limits.

If, for example, in consequence of a small supply prices for
a certain commodity were to rise too high, the result would
be that a number of people who formerly asked for this com-
modity would no longer demand it, not because they no
longer had need of it, but because they could no longer buy
it owing to lack of means. This may happen not only when
prices rise for luxury articles, which one can deny oneself,
but with a rise in prices for very necessary articles.

It is well known that with a rise in the price of meat the
worker depends more on bread, and with a rise in the cost of
bread, he turns to . potatoes; of recent years the German
workers have not eaten fresh butter at all (replacing it by
butter substitute, margarine), simply because they cannot
afford to buy butter.

Too great a rise in prices, owing to a growth of demand (or
a decrease in supply) or for any other reason, evokes in turn
a fall in demand until prices come down again.

The converse also is exactly true: if for some reason there is
a very large quantity of a certain commodity on the market,
and its price has fallen, the manufacture of that commodity
becomes unprofitable ; it ceases to be manufactured, and
then, as the old stocks are gradually sold, supply will be
reduced and prices will rise correspondingly.

Thus we see that often it is not a case of supply and
demand influencing prices, but that on the contrary the
price of a given commodity influences the supply and
demand.

For all these reasons we cannot remain satisfied with the

later. For that matter, it is easy to understand that if the currency
falls to one-tenth its former value, sugar will be sold in terms of
shillings while the sewing machine’s price will be in terms of fifty
pounds. The question of the proportion in which sugar and sewing
machines are exchanged under these conditions calls for its own
explanation.
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explanation of prices solely by the law of supply and demand,
and we must proceed further with our consideration of the
matter.

4
Cost of Production.

We have already mentioned that the commodity producer
ceases to manufacture any commodity if its price is unprofit-
able or represents a definite loss to him.

How does he determine which commodity will be unprofit-
able or may involve him in loss ?

Obviously by what it costs him to produce that commodity.

Listen to some purchaser on the market or in a shop, hotly
bargaining with the seller and offering him a price which is
only half what is asked, and hear the seller assuring him that
the commodity “‘ itself cost him more *’ than the purchaser is
offering, Listen to a cab-driver trying to convince you that
“ the price of hay is much higher ”’ before he asks some
enormous sum of you for the ride, or the tailor of whom you
order a pair of trousers assuring you that he is not being at all
unreasonable in his charges, for life is very dear these days :
bread has gone up, the landlord is skinning him, and so on.

Does not all this indicate that the price of any commodity
is in the last resort determined by the costs and outlay con-
nected with its production ?

We will take our analysis further, taking for example
the tailor of whom we are buying a pair of trousers. It is to
be remembered that so far we are not dealing with a capi-
talist who hires workers and forces them to make trousers in
order to obtain a profit, but with a tailor, a petty commodity-
producer, a typical representative of simple commodity
economy, who sells the trousers he has made in order to
receive the articles necessary to him in exchange.

How does such a tailor determine the costs of the produc-
tion of a pair of trousers ?

In the first place he is of course bound to take into con-
sideration the outlay on the materials of which the trousers
are made : this includes the price of the cloth and of the
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lining, buttons, cotton and other “ trimmings.”” To this has
to be added expenditures on heating, lighting (and mainten-
ance in general) of the place in which the tailor works.

Of course these expenses are not entirely included in the
price of one pair of trousers, but only partially : if the tailor
has worked on the trousers one day, then the outlay on fuel
and lighting for one day will also enter into the price. In the
same way the price of the trousers has to include the cost of
a small part of the sewing machine worn out during the work
—thus, if a sewing machine costs five pounds, and two hun-
dred pairs of trousers can be made with it before it is com-
pletely worn out,? it is clear that for every pair of trousers it
is necessary to reckon one two-hundredth part of five pounds,
or sixpence.

But the tailor himself has also worked, he has spent a whole
day on making the trousers. Will this be taken into account
in determining the price of the trousers? Of course it will.
If not, why should the tailor have troubled to work ? For he
worked on the trousers only because he hoped by selling
them not only to get back what he had expended on materials
and the sewing machine, but also to receive a certain pay-
ment for his labour. In selling the trousers he strives in the
first place to exchange the product of his own labour for the
product of others’ labour.

Thus the price of the trousers will approximately be com-
posed of the following :

n
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For cloth .

Lining, buttons, thread and other materials
Wear of the machine

Fuel and light expenses

For tailor’s own labour

Total .. .. .. .. .. 26 o

Will the tailor always sell his trousers for twenty-six shil-
lings, in other words in exact correspondence with his costs
(outlay) and labour expenditure? Of course, if it is at all

1 For the sake of simplicity we have ignored costs for repair of the
machine.
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possible he will endeavour to obtain more than that sum for
them. But that will be possible only if the demand exceeds
the supply.

Let us assume that this is so. The tailor is successful in
selling his trousers not at twenty-six, but at thirty shillings.
What happens as a result we already know. The production
of trousers increases, their supply on the market grows, and
prices fall ; and the prices will continue to fall until they tend
to drop below the twenty-six shillings. Then the making of
trousers will prove to be less profitable ; the production of
trousers is again cut down ; their price again rises, and so on.

To put it briefly, we have before us the familiar picture of
the fluctuation of the prices of commodities in connection
with the changes in supply and demand. But note one fea-
ture in that fluctuation : it occurs around one level, that of
the twenty-six shillings—in other words, the price which is
determined by the tailor’s costs of production and his labour
expenditure.

Thus we seem to have found the cause which determines
the level of prices independently of those fluctuations which
supply and demand affect in that price. The answer would
seem to be clear : a pair of trousers is two hundred times
dearer than a pound of flour because the expenditure on
them (in both money and labour) is much greater.

But still this answer also cannot satisfy us. In reality
let us endeavour to get a clearer understanding of this con-
ception of the expenses and costs of production. A very
large share of the cost of our trousers is taken up by expendi-
ture on cloth, which in our example is determined at sixteen
shillings. But what does this sixteen shillings represent ?
Nothing but the price of the cloth. The same applies to the
expenditure on buttons, thread, oil for light and wood for
heat, which in each case represents the price of the com-
modity.

We thus obtain that the price of the trousers is in large
measure explained by the price of those commodities which
have entered into their manufacture. But once the prices
of certain commodities (in large part) are explained by the
prices of other commodities, does it not result that in essence
we are marking time, since to refer one price to another price
is surely the same as to define one unknown quantity by
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means of another unknown quantity. It is the same as
saying that oil is oily ; or rather it is saying nothing at all.

Does it not appear at the end of our investigation that we
have got no further, and have only returned to our starting-

oint ?
P But we recall that the price of the trousers is only explained
to the extent of ten-thirteenths (i.e. twenty shillings) by
the price of other commodities bought by the tailor. The
remaining six shillings enter into the price of the trousers
owing to the fact that the tailor has expended a day of his
labour on them.

But how are the prices of the cloth obtained, and of the
other materials of which the trousers are made ? The answer
to this question is easy : because on the one hand a certain
material (wool) was bought for the manufacture of this
cloth, and also because a certain amount of labour was
expended on the working up of the wool into cloth. Let us
assume that the price of the material is ten shillings. But on
what does the price of the wool depend ? Again on the price
of the material (the price of the sheep minus the price of its
meat, bones, and hide, say) and on the labour expended on
the shearing of the fleece. But the price of the sheep also
consists of the price of food and of the labour expended in
rearing it. Thus in the last resort we can refer the costs of all
materials to the expenditure of labour ; since if we continue
our investigations we inevitably come to a point where apart
from the labour expenditure of a number of workers, there
remains only the materials found ready to hand in nature,
which (in so far as no labour is expended on them) cannot
enter into the costs of production.

This of course will apply not only in regard to cloth, but
also to all the other materials necessary to the production of
trousers.

Thus if we continually have in mind a simple com-
modity economy, where the producers of commodities are
also their owners and sellers, we come to the conclusion that
the level around which the price of this or that commodity
fluctuates on the market depends in the last resort on the
expenditure of labour.
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5

Summary. Labour as the Basis of Value. Value as the
Expression of Social Relationships.

Summarising all we have said so far, we can now draw the
following conclusions :

1. All products created by social labour exchange take
on the form of commodities, in other words of products
manufactured not for personal consumption, but for
exchange.

In order that a commodity may be exchanged on the
market it must be able to satisfy some need, or, in the
language of political economy, it must have a certain use
value. 1f any article produced by someone does not have any
use value no one will buy it, and it cannot become a com-
modity.

2. In a more or less developed exchange economy any
commodity is exchanged on the market for a definite
quantity of other commodities by the agency of money. Thus
every commodity acquires a certain price, expressed in a
certain amount of money.

The price of a commodity is established in the process of
struggle between individual commodity producers, between
the sellers and buyers. The movement of prices on the
market regulates the activity of individual enterprises and
establishes a certain correspondence (equilibrium) one with
another and with human needs.

3. The use value of a commodity, or its utility, depends on
its natural qualities : physical, chemical, mechanical, and is
the absolute requisite for the sale of a commodity ; but as we
have seen, it cannot explain the essence of prices. Once the
price of a commodity is established on the market as the
result of relations established between individuals in an
exchange economy, the source of that price has to be
sought not in the natural qualities of the commodity itself
but in the relations between men.

4. Turning to relations between men, we see that the price
of a commodity can fluctuate according to supply and
demand. But the level around which those prices fluctuate
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cannot be explained by supply and demand. That level
obviously can be explained only by the expenditure of labour
which is necessary to the production of this or that com-
modity. It is given the name of exchange value, or simply
“ value,” and so we say that af the basis of the price of any
commodity lies its exchange value.

As the result of our inquiries we thus have passed from the
natural qualities of commodities, and from the market and
exchange, to the labour of human beings.

Everyone understands that labour is the basis of the
existence of any society. All human needs, from the most
** exalted ’ to the most ‘ common,” need material articles
for their satisfaction. Those articles do not fall ready
made from heaven, but are created by man’s persistent
labour.

But man does not live and labour in the world alone ; he is
in the society of other men ; and as we have seen, in the pro-
cess of labour men become dependent on one another, and so
enter into certain productive relations among themselves.

In this way the labour of an individual;(orgof an enter-
prise) becomes a part of social labour, and productive
relationships should guarantee such a division of social
labour as to ensure that all society can satisfy its needs.
The peculiar feature of exchange economy, as we have seen,
consists in the fact that this distribution of labour expendi-
ture is achieved through the exchange of commodities on the
market in a definite proportion. The exchange of commo-
dities is only a special way of regulating productive relation-
ships between men, and as we have established, this regula-
tion occurs by means of the movement of prices around value.

In the process of this arbitrary regulation it rarely happens
that the price of a commodity corresponds exactly to its
value. Thus the equilibrium of the production relationships
in an exchange economy, which is achieved by way of such
a regulation, is not something constant and established once
for all, but on the contrary is extraordinarily mobile and
inconstant. None the less, this does not hinder the law of
value from fulfilling its role of regulator.

Only owing to its anarchy and lack of organisation does an
exchange economy have need of value as a regulator.

The root of value lies in the specific relationships between
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human beings which arise in the conditions of an exchange
economy. With the disappearance of these relationships,
with the establishment of the conscious regulation of pro-
ductive relations between human beings, the very need of
value will vanish.

From this aspect value is sharply distinguished from use
value. The use value of a commodity does not change with
an alteration in the social relationships between human
beings : thus sugar made under the capitalist system will not
become bitter if a revolution takes place and a socialist
system is established.

6
Concrete and Abstract Labour.

In an exchange economy commodities are exchanged
wholly and entirely according to their value, according to
the quantity of labour which has been expended in their
production.

It is not identical commodities that are exchanged for one
another, but different commodities: of course no one will
stop to exchange shoes for similar shoes. If for example
shoes are to be exchanged on the market for cloth, it is clear
that in this transaction the products of labour different in
its form (on the one hand the shoemaker’s and on the
other the weaver’s) will be brought into comparison by
means of their value. In making shoes the shoemaker
works in a manner quite different from the weaver making
cloth. The first operates with a shoemaker’s knife, awl,
hammer, and so on; the second works at his loom. The
material with which they work, the movements which they
execute are quite different. Thus the labour of the one and
the other has taken on a different form, in so far as they have
been engaged in the production of different use values. But
as soon as the shoes and the cloth come on the market their
value becomes equal ; the different forms of labour of the
shoemaker and the weaver are compared with each other.
Obviously in this comparison the various concrete forms of
labour have no consideration.
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Thelabour of men of variouscrafts, or of men who, producing
various use values, can only be brought into comparison
with one another because there is something common in
them from the viewpoint of the market, namely that all the
varieties of labour are considered as labour in general, as an
expenditure of human energy, independently of the form
which that expenditure of energy takes in various cases.

This can most easily be comprehended if what was previ-
ously said concerning the profitability of this or that sphere
of labour be borne in mind. If the twelve-hour day’s work
of a shoemaker is valued on the market below the twelve-
hour day’s work of a baker, the shoemaker’s business will
involuntarily diminish ; part of the shoemakers will abandon
their craft; the adolescents planning to begin work as
learners will prefer to become apprentices to bakers rather
than to shoemakers. Obviously both the shoemaker and
the learner beginning work are in this case interested not in
the concrete work of the shoemaker, in other words not
particularly in the labour which produces shoes, but in
labour in general, as labour which can create value, and can
afford them the opportunity of entering into exchange
with other commodity producers, and so obtain other com-
modities necessary to them in a definite proportion, advan-
tageous to them in the conditions of an exchange economy.

This bringing into a comparative relationship of various
forms of labour could of course only arise when exchange
itself arose.

There are a number of occupations (forms of labour) which
in pre-capitalist society, when exchange relations were not
developed, were considered disgraceful and degrading. But
at the present time the capitalist (and the small owner) con-
siders that any form of occupation is proper if it gives him
““ honest bread.” Into this category labour also enters, in
its1 general form, irrespective of its variety, as a creator of
value.

Labour, in an exchange economy, considered from the view-
point of the expenditure of human energy in general is called
abstract ; labour considered from the viewpoint of the form
in which the energy is expended is called concrete. Abstract
litl)our creates exchange value ; concrete labour creates use-
value,
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It has to be noted that in an exchange economy every form
of labour can be considered from both points of view ; thus
a tailor’s labour is simultaneously both concrete and ab-
stract. If it were not concrete it would not create commodi-
ties with a definite use value, and use value is an indispen-
sable condition of the product of labour becoming a com-
modity. Moreover, for exchange purposes it is necessary that
several concrete forms of labour should exist in society, since,
as we have indicated, exchange can be effected only between
different use values. But in so far as trousers made by a
tailor are exchanged for shoes, inevitably a comparison of
their value takes place, and here the tailor’s labour takes on
the form of abstract labour as labour in general. The same
can be said of the labour of a writer or teacher ; these forms
of labour can also be considered both from the aspect of
abstract labour creating exchange value, and from the aspect
of concrete labour creating use value.

It is necessary to get this clearly in one’s mind, since many
beginners in political economy think that only such labour
as creates definite material articles (shoes for example) can
be concrete, while they mistakenly think mental labour is
abstract.

7

Individual and Socially-necessary Labour.

The value of a commodity is thus determined by abstract
labour.

But if we compare various forms of labour, eliminating
their concrete aspect, it is necessary to have a standard
with which one can measure the quantity of labour expended
in the production of this or that commodity. That standard
is time.

The product of the shoemaker’s twelve-hours of labour is
equal in value to the product of the baker’s twelve hours of
labour.

The greater the length of time necessary for the produc-
tion of one or another commodity, the higher must be its
value,
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To many this conclusion may appear to be a strange one.

In reality, if we take the point of view that the value of a
commodity is determined by the time expended in its pro-
duction, we get the position that the lazier or the more
unskilled the workman, the greater the value of the com-
modity which he creates.

Let us see how far this objection is a sound one. One
stocking maker makes a pair of stockings in perhaps six
hours, another makes an exactly similar pair in four, and a
third in two hours. All this depends on the one hand on the
machine and the materials with which they have to work,
and on the other on the degree of their skill and the intensity
of their labour.

But now the stockings are finished. All the stocking-
makers go to the market to dispose of their commodities.

Taking the value of an hour of labour to be two shillings,
will the one stocking-maker succeed in obtaining twelve
shillings for his stockings, while the second receives eight
shillings for similar stockings and the third only four shillings?
Possibly the first stocking-maker will endeavour to sell his
stockings in accordance with the time he has expended on
their production, at twelve shillings per pair. But if he were
successful in this the other stocking-makers who had made
stockings in less time would not reject the profitable price
of twelve shillings per pair. Thus a situation would arise
in which a part of the stocking-makers would be selling
their commodities for more than their value. This would
lead to an expansion in the production of stockings, their
supply on the market would increase, the equilibrium
wa<1>1uld be disturbed, and finally the price of stockings would
fall.

It is clear that when the demand for stockings is equal to
the supply and balance each other—and only in that case
are all our considerations correct, since they assume that
stockings are being sold according to their value—the value
of a pair of stockings must be established at less than twelve
shillings,

But does this mean that the stockings will be sold on the
market in accordance with the labour expended by the
stocking-maker who has expended the least time of all, i.e.
two hours ? Again the answer is in the negative.
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Once our condition that demand is equal to supply be
granted, it follows that it is not possible to satisfy the market
only with the stockings made in two hours ; consequently
they will be sold for more than four shillings. Thus the value
is not established in accordance with the fastest nor in
accordance with the slowest one.

In general, the value of a commodity cannot be established
according to the individual labour of separate workers or
separate enterprises, but according to the labour which is
necessary for the production of a pair of stockings on the
average throughout the whole of society, i.e. according to the
average socially-necessary labour.

This average socially-necessary labour for the production
of a pair of stockings depends on the number of stocking-
makers at work in the given society, the productivity of the
labour of those stocking-makers, and their output of com-
modities for the market.

Let us assume that to-day 1xo stocking-makers in all are
selling stockings, and of these, twenty stocking-makers each
sell twenty pairs of stockings, each expending two hours on
the production of each pair, another thirty sell ten pairs of
stockings each, having each taken four hours to make each
pair, and the remaining sixty stocking-makers have each
five pairs of stockings to sell, which have been made at a rate
of six hours for each pair.

In that case how will the time socially necessary for the
production of a pair of stockings be determined? As we
assume that our society is in a state of equilibrium, i.e. that
the supply of stockings is equal to the demand, all the
stockings produced will consequently be sold.

20 stocking-makers each sell twenty pairs .. 400 pairs

3o stocking-makers each sell ten pairs .. 300 pairs
60 stocking-makers each sell five pairs .. 300 pairs
Total .. .. - - .. 1,000 pairs

A thousand pairs of stockings are made and brought on to
the market. Now we will reckon the amount of labour time
expended by all the stocking-makers on their production,
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400 pairs at two hours per pair .. .. 8oo hours
300 pairs at four hours per pair .. 1,200 hours
300 pairs at six hours per pair .. - 1,800 hours

Total - .. .. .. .. 3,800 hours

To produce the total of one thousand pairs of stockings
necessary to society 3,800 hours are expended.

And consequently the average time expended on one pair
of stockings is 3,800/1,000, or 3-8 hours.

This time, 3-8 hours (or three hours and forty-eight
minutes) will be the average socially-necessary time needed
in that society for the production of one pair of stockings ;
and at 2s. per hour the value of a pair of stockings will
be established at about six shillings and ninepence half-
penny.

It would be a great mistake to determine the socially-
necessary time by taking the arithmetical average between
the individual time of the most productive and the least pro-
ductive enterprise ; thus if we were to take the six hours and
two hours in our example, adding them and then dividing by
two, we should get the figure four and should decide that
this is the socially-necessary time, since it is the average
between six and two hours. The social value of a pair of
stockings is determined as the average of the individual
values (individual labour expenditures) of all the stockings
produced in society. If there were produced not three
hundred pairs of the “ six-hour ” stockings but twice as
many, i.e. six hundred, the average socially-necessary time
would be greater. As one can easily reckon, in that case
there would not be one thousand but one thousand three
hundred pairs of stockings on the market, and the total
social labour expended in the production of stockings would
be equal to 5,600 hours; the socially-necessary labour re-
quired for the production of one pair of stockings would be
equal to 5,800/1,800 hours, or about four and one-third
hours.

Thus the socially-necessary labour is determined by the
average technique of the society in question, by the average
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habits and qualities of the worker, and also by the average
conditions of labour.?

But the technique of society, the habits of the worker and
the conditions of his labour are not fixed quantities, un-
changeable and given once for all. As we know, technique
develops ; the conditions of the worker’s labour, and
also his qualifications and culture alter. In accordance
with this the socially-necessary labour time which is
necessary for the production of this or that commodity also
changes.

After what has been said it should be clear that the intro-
duction of new machinery, and the increase in the produc-
tivity of labour caused by its introduction, can only be
reflected in the socially-necessary labour time if the new
development is more or less widely adopted.

Assume that one commodity producer (even a stocking-
maker) introduces a new machine, which raises the produc-
tivity of his labour and thus lowers the individual labour
necessary for the production of a single commodity. Assume
that with the new machine the stocking-maker expends only
one hour on the manufacture of a pair of stockings. So long
as only one stocking-maker is using the new machine it will
have almost no reflection at all in the socially-necessary
labour, for the quantity of stockings made by him is small by
comparison with the total mass of stockings produced, and
the time saved will be lost in the total mass of labour
expended by the remaining stocking-makers.

Once his necessary individual labour falls lower than that
socially-necessary labour according to which he sells his
stockings, it is clear that the introduction of a new machine
will be highly profitable to him. Into his pocket will go all the
difference between the individual value of the stockings
and the socially-necessary value. And this is one of the
reasons why in any exchange economy (including the
capitalist) the individual owners endeavour to introduce
new machines and as far as possible to keep their im-

! The word “* average ”’ has of course to be understood in the sense
in which we have used it hitherto, i.e. taking into account that
quantity of commodities which in the state of equilibrium the enter-
prises of varying technical level put on to the market.
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provements a secret so that they should not become wide-
spread.!

But as soon as a new machine becomes available to many
commodity producers it has a great effect on the socially-
necessary labour, and as a result not only is the individual
value of the commodity lowered, but also its socially-
necessary value, and a drop in price will follow the drop in
value.

It is clear that after this each commodity producer will
again endeavour to introduce a still more perfect machine.

This will again give him some advantage for a certain
time, so long as the machine does not become universally
used ; then the story starts all over again.

Inasimple commodity economy such an unbroken develop-
ment of technique is not always possible ; any new intro-
duction of machinery demands large expenditures, while the
artisan (or peasant) has no free resources at his disposal.
Only with the transfer to the capitalist method of production
does a swift development of the productivity of social labour
and a fall in the value of commodities begin.

Thus, for example, the production of iron from pig iron in
the eighteenth century took three weeks ; with the introduc-
tion of the new method of puddling at the end of the eigh-
teenth century the process was reduced by half, and finally
the Bessemer process adopted from the middle of the nine-
teenth century gives us steel or iron from the pig in fifteen
to twenty minutes.* The introduction of this last method

1 The great advantage of an enterprise with better technique is also
explained by the fact that where less labour is expended on the pro-
duction of the commodity, the commodity producer can sell his com-
modities more cheaply than the others, beating them in the competi-
tive struggle, and at the same time still receiving a certain supple-
mentary profit. We shall later deal with the significance of technical
improvements in more detail.

Pig iron ore is iron with a certain carbon content. In order to
convert pig iron into iron it is necessary to eliminate a certain part
of the carbon included in the pig. In the earliest method the molten
pig had to be brought several times into contact with the oxygen of the
atmosphere ; it was let fall drop by drop until the quantity of carbon-
ates fell to the necessary amount. In the puddling method the pig is
melted in a special furnace ; when this is stirred the carbonates burn
at the surface of the molten mass, In the Bessemer furnace the
molten pig iron comes into contact with the atmosphere not only on
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alone has lowered the price of steel to a quarter of its
previous level.

The production of aluminium affords a still more clear
example. Owing to the difficulties of its production, until the
middle of the nineteenth century it was extraordinarily ex-
pensive, costing over forty-five pounds per kilogramme, or
eight to ten times as dear as silver. But at the present time
aluminium is one of the cheapest and most widely distri-
buted of metals, costing about a shilling a pound. This is
explained by the fact that its output has been rendered con-
siderably easier since electricity has been applied in its pro-
duction ; it is now obtained from clay, in which it is present
in large quantities.

It is evident that if the secret of producing aluminium
with the aid of electricity was at the disposition of one capi-
talist, and his aluminium constituted a comparatively insig-
nificant part of the total production of aluminium, the
socially-necessary labour for the production of aluminium
would remain almost unchanged, and its price could not fall
as it has done.

This example also shows better than anything else that it
is impossible to explain price by supply and demand. The
consumption of aluminium during the last thirty years has
risen eight thousand times, and it is clear that the reason for
the fall in price of aluminium does not lie in the relationship
between supply and demand. On the contrary, the increased
demand for it is the result of its becoming cheaper, and the
reason for its becoming cheaper is in the first place the drop
in its value, the reduction in the labour socially necessary
for its production.

8
Stmple and Complex Labour.

If in determining the value of commodities we are going
to compare the labour expended by men of various crafts
according to time, even socially-necessary time, yet another
its surface, but throughout its entire mass (through air blown into

the mass in jets). In this way not only is the process speeded up but
a greater economy of fuel is attained.
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difficulty may arise : can we compare an hour of the labour
of an unskilled worker with an hour of the labour of an
engineer or writer on an equal basis ?

If this were so the number of engineers in society would
continually diminish, and all would prefer the labour of the
unskilled worker.

Why this would inevitably follow is not difficult to see.
For in order to become an engineer the worker has to expend
quite a considerable amount of time and labour to learn
the profession. And an expenditure of labour is indispens-
able not only on the part of the learner, but also on that
of the teacher. Would it be worth while expending so much
labour, in order afterwards to receive merely as much as the
unskilled worker, who expends no energy or resources what-
ever in preliminary training ?

It is clear that if this and that labour were valued in the
same way the equilibrium of society would inevitably be
disturbed. Scarcely anyone would want to learn the engi-
neer’s trade. The number of engineers would diminish ; the
engineering industries would come to a standstill in their
development. The other spheres of industry would also
suffer from this ; the tailors would be unable to buy sewing
machines, the agriculturists could not obtain ploughs,
threshing machines and so on.

The disturbed equilibrium could only be restored when the
value of the product produced by the worker who had no
need of training was established as lower than the value of
the product of skilled labour.

How the comparison of the two forms of labour—of
simple and complex labour—is effected is now easy to under-
stand.

We take as our unit an hour of simple labour, which calls
for no training. In measuring the labour of an engineer we
assume that he is working as a fully qualified engineer from
twenty years to forty-five years of age, i.e. for twenty-five
years. We will assume that he spent four years on his pre-
liminary training, and in the course of those four years
another, older worker spent one-fourth of his working time
teaching the young apprentice. Thus a total of five years is
expended on training ; four years by the apprentice himself,
and one by his teacher. In other words, for his twenty-five
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years’ work there have been five years’ work in preparation,
or one-fifth of a year of training for every year of work. Itis
clear that in his work the engineer will create a value one-
fifth greater than the value of the product of an equal
amount of labour on the part of the unskilled worker ; one
hour of his complex labour will be equal to one and one-fifth
hours of simple labour.?

If we take the labour of the most highly-skilled workers,
which demands special qualifications (electrical engineers,
for instance), the task of comparing their labour with
simple labour will be even more complicated ; for here we
have also to take into consideration the circumstance that
in estimating the labour of an electrical engineer we have to
include not only the labour expended on training him him-
self, but also the labour expended on a number of other
students who were unable to fathom the * abysses of wis-
dom " of the technical school and were forced to abandon
their studies.

If this were not so the equilibrium of society would again
be disturbed ; since it is impossible previously, on entry into
the school, to determine exactly who will be able to pass
satisfactorily through the course and become a good elec-
trical engineer ; the * influx into the given profession of
students, of which (for example) only one-third have the
chance of achieving their aim, will occur only under the con-
dition that the heightened value of the products of the given

1 Once more we remind our readers that we are so far speaking of a
simple commodity economy, where both the unskilled worker and
the engineer themselves enter the market with the products of their
labour. The value of the product of the labour of an unskilled worker
and of an engineer must not be confused with the wage which the
representatives of these forms of labour receive in a capitalist
system, where the worker sells not the product of his own labour, but
his labour-power. We have already mentioned in passing, and later
we shall demonstrate in more detail that the worker’s labour is one
thing, and the value of his labour-power (and its price, or wage)
another. The wage of an engineer is determined by the quantity of
articles necessary for the maintenance of his labour-power, the
number of unemployed engineers, the demand for them, and so on.
The same applies in the case of an unskilled worker’s wage. The
relationship between the one and the other may be constituted quite
differently from the relationship between the value of the products of
their labour.
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profession will compensate for the expenditure of labour
which is inevitable within certain limits.”?

It would be erroneous to conclude from what has been said
that the production of any great artist is highly paid just
because the labour of many unsuccessful artists enters into
its value. There is not only this aspect to be considered, but
also the fact that such a production represents something
unique of its kind, that it is impossible to do it a second
time. The value of a commodity (it does not matter when
it is made, to-day or twelve months ago) is determined by
the labour which is necessary in order to create (or better,
again to create, to re-create) that commodity in to-day’s
conditions. The price of such commodities as cannot be
created again, the production of which in consequence cannot
be regulated by means of exchange, cannot be explained
directly by value.

Thus an electrical engineer’s labour proves to be still
more complex than that of an engineer. But even so, like
the blacksmith’s labour, it can be expressed in units of
simple labour.

This reduction of complex to simple labour is of course
not effected in the offices of the enterprise or anywhere else ;
that may happen under socialism, but in capitalist and in
exchange society generally the comparison and reduction of
complex labour into simple labour is effected spontaneously
by means of exchange, by means of value. The valuation of
the product of skilled labour in such a society is effected
gropingly, blindly, through an incessant disturbance of the
equilibrium, and only thus is the reduction effected.

MATERIALS FOR STUDY IN CONNECTION WITH
CHAPTER 1

The connection between textile factories and other spheres of
social production.?

! I. Rubin, Outlines of the Marxian Theory, 2nd ed., p. 120.
Also L. Liubimov, 4 Course of Political Economy, vol. i, pp. 72-78,
of the first edition. (In Russian.)

¢ Taken from National Economy in Skelches and Pictures, by R. Kabe
and I. Rubin, vol. i, 3rd edition, addendum iii, Leningrad, 1925.
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The enterprises of which the textile factory has need for its
normal functioning can be divided into three categories :

A. (Nos. 1 to 11.) Enterprises producing machinery and build-
ings for textile factories (fixed capital).

B.

(Nos. 12 to 28.) Enterprises preparing raw materials, fuel,
and other accessories for textile factories (the constant part

of circulating capital).

C.

(Nos. 29 to 46.) Enterprises producing articles indispensable

for the consumption of the workers of the factory (the vari-
able part of circulating capital).

N -

N L AW

14.

15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.

ENTERPRISES -

. Leather (belts, valves).
. India-rubber (rubber belts, valves, asbestos linings, asbes-

tos sheets, india-rubber gloves).

. Textiles (belts, ropes).
. Timber (various building materials, beams, boards, joists,

veneers and so on).

. Electrical equipment (motors, electrical supplies, flex,

lamps, cables, insulators).

. Metal working (cast iron, sheet iron, girders, nails, angle-

irons, alloys, wire, zinc, copper, steel girders).

. Building (bricks, cement, lime, chalk).

. Machinery, engineering (machines and their parts).
. Paint and varnish (paints and varnishes).

I0.
II1.
. Agricultural (cotton).
13.

Glass and china (glass, tubes, utensils).
Woodworking (furniture).

Heavy chemical industry (sulphuric acid, chloride of lime,
alkalis).

Aniline dyes (primary dyes, dye substances, sulphuric
dyes).

Coal (coal, anthracite).

Oil (naphtha, grease).

Timber (wood).

Peat (peat).

Fat refineries (soap).

Chemicals (glycerine).

Oil refineries (lubricants).

Leather (belts, etc.).

Fibre-textiles (baling, ropes, belts, cords).

Stock-raising (tallow).

Electrical stations {electrical energy).

Starch (starch).
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27. Mining (clay and earth products: chalk, gypsum, white
clay).

28. Pager and stationery (paper, office appurtenances).

C. 29. Milling (flour, groats).

30. Oil manufactures (sunflower, linseed, and hempseed oils).

31. Stock raising (meat, fat).

32. Market gardening (cabbages, carrots, potatoes, onions,
etc.).

33. Fisheries (fish).

34. Leather (boots).

35. Textiles (clothing).

36. Tea, etc. (tea, coffee, and chicory).

37. Sugar (sugar).

38. Printing and stationery (books).

39. Tobacco (tobacco, cigarettes).

40. Matches (matches).

41. Sabt{salt),

42. India-rubber (goloshes, etc.).

43. Fat refineries (soap).

44. Metal working (utensils).

45. Timber, mining (wood, coal).

46. Glass and china (utensils).

EXERCISES

1. What connection has the above table with all that has been
said in the first chapter (especially in par. 1) ?

2. Try to draw up a similar table for the enterprise in which
you have worked. An agricultural worker (or one acquainted
with agriculture) should draw up a similar table for agriculture.

3. What basic contradictions in exchange economy can be
sstablished on the basis of what you have read in par. 1?

TaBrLE I

Prices for Russtan Wheat in 1913 in Moscow and Novo-Nikolayevsk
(now Novosibirsk) in kopeks per pood :

Jan, | Feb. | Mar. |April | May |June | July | Aug. | Sept.! Oct, | Nov. | Des.
Moscow xzz-o!ng-ox25-0125-0123~2 123°0;] — |r11-4{111-6[104 9|103-0ix04°%
Novo-Nikol. ... 99-0‘ 94°7| 8g-2| 93-0| ga-3} 87-0 77-6| 75-8; 71-0| 63-3) 63 3 628

1The materials for Tables I and II are taken from the Digest of
Commodity Prices for the Chief Russian and Foreign Markets for 1913.
Published by the Ministry for Trade and Industry, Petrograd, 1914.

D
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TasLE II
Prices for Cherkass slaughiered meat in Pelersburg, 1913.

Jan, | Peb.| Mar. |April | May | June| July | Aug.| Sept.| Oct. | Nov. | Dec,

In roubles, per pood...| 7:10 (6°74 | 7:14 | 7:18; 7°5 ‘7'62 7:07 7°25| 7-02|6-71|7-43|6-88

EXERCISES

1. From Table II compare the prices of meat in different months,
and endeavour to explain their variations.

2. In the same way attempt to explain the difference in the price
of grain in various months for Novo-Nikolayevsk. Explain the
difference in the movement of prices for grain and for wheat.

3. Trace the movement of wheat prices in Moscow, and indicate
whether there is the same law of progress as in the movement
of prices for wheat in Novo-Nikolayevsk.

4. How do you explain the difference in price for the same wheat
in Moscow and Novo-Nikolayevsk in the same month ?

5. Can the materials in these tables be used in order to demon-
strate how limited is the rdle played by supply and demand in
the formation of commodity prices ?

TaBLE III:

Prices for a pound of cotton yarn No. 40 in Britain over 100 years
(tn roubles=2s.).

1779 | 1830 | 1860 | 1882 | 1892
Prices for raw materials (for 18 oz. of
cotton) . 100 | 0°30 | 0-27 | 0:28 | 0-20
Other expenses (mamly labour power)
and profit .. 6-75 | 030 | 0-18 | 0:14 | 0°10
Price for 11b. yarn . .. {775 | 060 | 0-45 | 042 | 0'30
TaBLE IV

The Productivity of Labour in the Textile Mills of Britain from
1819 to 1882. (Pounds of yarn produced per worker per annum.)

1819-21 968 pounds
1829-31 ... 1,546 pounds
1844-46 ... 2,754 pounds
1859-61 <.« 3,671 pounds

1880-82 s ... 5,520 pounds

1Materials taken from Schulze Gaevernitz’s Heavy Industry. The
prices are translated into Russian roubles at gold par and then
taken in round figures,
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Consider Tables III and IV and endeavour to explain the
reason for the movement in prices of cotton yarn in Britain over
the century. In doing so, take into consideration the fact that
during this period the wages of the British worker have not
fallen, but on the contrary have risen (from 1830 to 18go they
were doubled). Note also that the consumption of cotton fabrics
during this period also increased (from 1-5 pounds per person in
1820 to 5-5 pounds per person in 1885). The value of money
itself remained almost unchanged. From this instance demon-
strate the fallacy of the theories of utility, supply and demand,
and costs of production as determinants of value.

EXERCISES ON PARS. 5 10 8

1. Can the labour of a housewife preparing dinner for her
family be considered as concrete labour and simultaneously as
abstract labour ?

2. By individual labour some understand the labour of an indi-
vidual person preparing some article for himself, and by socially-
necessary labour they understand labour spent in preparing
articles necessary to other members of society. Show the error of
this view.

3. Is the labour socially necessary for the production of any
commodity the same in all countries ?

4. In the text we have cited exampds indicating that the
introduction of the Bessemer process lowered the price of iron to
a quarter of its previous level. Meantime the labour necessary
for manufacturing iron from pig iron has been reduced not by
three-quarters, but by eleven-twelfths and more. Why has the
price not fallen to an equal extent ? Does this not contradict the
assumption that value is at the bottom of prices, while at the
bottom of value is the productivity of social labour ?

5. As is well known, it is possible to transform coal into
diamonds. Then why has the value of diamonds not fallen
sharply ? The same applies to gold : not so long since the news
appeared in the Press that success had been achieved in trans-
forming mercury into gold. If this news be correct, does it
?:lflzgssarily follow that after this discovery the price of gold must

MATERIALS FOR READING IN CONNECTION WITH
PARS. 5 To 8 AND THE EXERCISES

A. The dual quality of a commodity. Use and exchange value.

The student is recommended to read passages from the first
chapter of Capital, vol. i, ch. 1, beginning with the words : *“ The
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wealth of those societjes in which the capitalist mode of produc-
tion prevails . . .” p. 41 to the words : *“ For the present, how-
ever, we have to consider the nature of value independently of
this, its form,” p. 45 (Capital, tr. Moore and Aveling, Swan
Sonnenschein, 1926, Kerr edition.)

QUESTIONS CONNECTED WITH THE RECOMMENDED
READING “A”

1. What is there new to you in this passage from Marx, as com-
pared with what is given in the main text of the manual? Write
down these new ideas. Ask the teacher for an explanation of each
expression or idea that you cannot understand.

2. What did Marx have in mind by the phrase, “ The use values
of commodities furnish the material for a special study, that of the
commercial knowledge of commodities ”’ (ibid., p. 42). Why does
not political economy occupy itself with use value ?

3. What do you understand by the phrase: * an intrinsic
value, i.e. an exchange value that is inseparably connected with,
inherent in commodities, seems a contradiction in terms. ” ?

4. Can any article have a use value without having an exchange
value ?

5. And can the converse be true (i.e. that an article should
have an exchange value without having a use value) ?

B. Abstract and concrete labour. Simple and complex labour.
Gapital, vol. i, ch. 1, p. 50, beginning with the words, * By our
assumption . . . " to end of section,
C. The measurement of value by labour, and of labour by the
socially-necessary time.

The student is recommended to read the passage from vol. i,
ch. i, of Capital, p. 45, beginning with the words: ““ A use value
or useful article, therefore . . .’ to bottom of p. 46.

D. The value of a commodity and the productivity of social labour.

Passage from Capital, vol. i, p. 47, from the words: *“ The value
of a commodity would therefore remain constant . . . " to end
of paragraph,



Chapter II

THE FORM OF VALUE AND MONEY

9
The General Conception of the Form of Value.

As we now know, the value of a commodity is determined
by the quantity of simple socially-necessary labour which is
needed for its production. But we also know that for any
product to acquire value it is not sufficient only for labour to
be expended on it. It is necessary that the product should
meet with another product on the market, and entering into
an exchange with it, become the material incarnation of the
labour relationships between human beings.

Without this the product of labour would be only a use-
value, and it would have no exchange value. If a farmer
brings rye on to the market that rye demonstrates its value
only when the farmer exchanges it for a definite quantity of
another commodity, matches, for example. But more than
that : if there were no other commodity by means of which
the rye could determine its value, the very question of the
value of the rye would go by the board, as we have seen. Just
as a man would never know what he himself looks like if he
were not to come into contact with other men like him, or if
he could not see his reflection in a mirror, so no commodity
can determine its own value so long as it does not come into
contact with another.

An exchange economy is so constructed that the value of
any commodity, which is dependent on the quantity of
labour incorporated in that commeodity, cannot be expressed
immediately and directly by the number of hours and
minutes expended on its production. The value of one com-
modity can be expressed only by a definite quantity of
another commodity.
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Assuming that a farmer is going to sell his wheat, he cannot
know beforehand how many other farmers are selling wheat,
and how much individual labour each of them has expended
in the production of the wheat. It is on the quantity of the
commodity produced and subject to exchange, and also on
the individual labour expended by all the individual com-
modity producers, that the dimensions of the socially-
necessary labour depend.

It is still more difficult to determine the socially-necessary
quantity of labour where the commodity is the product of the
labour of several individual workers, each of whom has con-
tributed his share to the value of the commodity. We recall
our previous example of the trousers, the value of which is
determined not only by the labour of the tailor, but also by
that of the textile worker who made the cloth, the stock-
breeder who raised the sheep, the metal worker who made
the sewing machine, and many others.

Finally, as we have already indicated, exchange economy
is an unorganised economy, in which there is no organ which
can occupy itself with the regulation of the productive rela-
tionships of that society, and consequently with estimates of
the quantity of labour to be expended.

Only after the rye has come into contact with matches on
the market, only after it has been established in the competi-
tive process that a pound of rye can be exchanged for say
two boxes of matches, is it possible to say that in the matches
the rye has seen its own value as in a mirror, and that the
socially-necessary labour incorporated in two boxes of
matches and in a pound of rye is the same.

This expression of the value of one commodity by means
of another commodity is given the name of *“ form of value.”
The commodity which is seeking its expression in another
commodity, the pound of rye in our example, appears as a
relative form of value ; the second commodity which acts the
part of a “ mirror,” or a measure for the first, constitutes
an ‘‘equivalent” form of value; in our case the two
boxes of matches are just such an equivalent form for the one
pound of rye. The actual expression of the value of one com-
modity by means of another can be represented in the form
of an equation :

1 Ib. rye=2 boxes of matches.
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The commodities which constitute the two parts of this
equation are two different use-values, having quite distinct
physical qualities, and satisfying different human needs.
This is an indispensable condition of value really finding its
expression, its form. Let us assume that we are trying to
determine the value of a pound of rye by means of rye.
What would be the result ? That one pound of rye is equal to
one pound of rye! Such an expression would be absurd ; it
could not in any way express the value of rye.

In other words, the relative and equivalent forms of
value must be different use-values. It is obvious that the
concrete labour expended in their production must also be
different.

But if this be so, if rye and matches are different use-values
and different concrete labour has been expended on them,
why are we able to place the sign of equality between them ?
We have already given the answer to this: it is because a
definite quantity of abstract socially-necessary labour has
been expended on each of them. Both commodities which
make up the form of value are simultaneously different and
similar. If they were not different the very form of value
would be impossible. But without their similarity it would
also be impossible, since it is impossible to compare two
articles in which there is no common factor. We can express
the heaviness of flour in tons, hundredweights, and pounds,
since both the flour and the weights which express its heavi-
ness have the common quality of possessing ponderability.
In exactly the same way the value of flour can be measured
in boxes of matches only because boxes of matches, like
flour, have value.

It is true that one essential difference exists between
weight and value : weight is a natural quality inherent in
flour and in the iron weight, while the common quality found
in flour and matches as commodities, and which affords the
possibility of comparing their value, lies, as we have already
said, not in the commodities themselves, but in the relation-
ships between the human beings who have produced them
and are exchanging them. If those relationships did not
exist, value itself with all its forms of manifestation would
also disappear.

We also note (it is clear from what has been already said)
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that the actual quantitative relationship in which one com-
modity is compared with another is an impermanent one.
If, say, the productivity of social labour in the match fac-
tories is doubled, then one pound of rye will express its value
not in two dozen boxes of matches, as formerly, but in four.
If, on the contrary, only half as much labour as formerly be
necessary in the production of rye, the value of the same
pound of rye will be expressed in only one box of matches.
It is possible of course for the value of the one and the other
commodity to change equally, and then the form of value
expressing the relationship between the two values will
remain unchanged.

IO

The Development of the Form of Value. The Three Forms
of Value.

Hitherto we have been dealing with an expression of value
in which each commodity finds its value only in one other
commodity : rye finds its equivalent form of value only in
matches. It is true that our recognition of one pound of rye
as the relative form of value and the two boxes of matches as
the equivalent form was to some extent conditional and one-
sided. The owner of the rye thinks of the matches only as an
‘“ equivalent form,” only as a mirror, in which the rye must
realise its value, but the owner of the matches will on the
other hand regard the two boxes of matches as a relative
form, for which the rye will be an equivalent form, a measure
by means of which the matches determine their own value.
That is so, of course. But none the less, in this instance each
commodity is set against only one commodity, in which it
expresses its value. This form Marx calls the elementary or
acctdental form of value.

In real life, however, the expression of value is not confined
to this simple or casual form.

With the development of exchange one commodity begins
to come into contact not with one other commodity, but
with many others ; the pound of rye which to-day was ex-
changed for two boxes of matches will to-morrow be ex-
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changed for say half a pound of potatoes, and the next day
for a pint of paraffin, or for a foot of cotton print, and so on.
Once one commodity comes into contact with a number of
other commodities we get as it were a number of *“ mirrors,”
in which that commodity realises its value ; we get a number
of simple forms of value :

1. 11b. rye=}Ib. potatoes.
2. 11b. rye=1 pint paraffin.
3. 11b. rye=1 ft. cotton print.

As the number of commodities with which a pound of rye
comes into contact and through which it expresses its value
increases, so the number of such forms increases to the same
extent. But in so far as one commodity expresses its value
in many others we can represent this situation thus:

(I pint paraffin.
11b. of rye= ;1b. potatoes.
[1 ft. cotton print, and so on.

Thus from a number of simple forms of value we get one
new form, known as the total or expanded form.

It is easy to see that despite the fact that this form is more
complex than the first, despite the fact that here one relative
form of value is expressed in many equivalent forms, its
essence is the same as in the simple form from which it
has developed. Here also the equivalent form must repre-
sent a different use-value, and here the actual comparison is
possible only because abstract, socially-necessary human
labour is incorporated in all the commodities entering into
the comparison ; and finally and most important of all, here
also the expression of the value of one commodity by means
of another is only the material expression of certain labour
relationships between human beings.

The difference between the simple and the expanded forms
consists in the fact that in the expanded form we have a much
clearer demonstration of the transformation of any concrete
labour into an abstract, as it were indifferent, value-creating
labour (which is so characteristic of exchange economy) than
we have in the simple form ; here not only does the labour of
the farmer sowing rye stand side by side with the labour of a
wood-worker (or chemist) who makes the matches ; here it
is clear that into the one cauldron of the market enters the
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labour of an_innumerable number of men (the agriculturist,
the chemist, the gardener, and the miner) and we see how
this market associates and unites all the individual forms of
labour into one form of social labour.

But none the less the expression of value is not restricted
to this complex or expanded form of value. In developing,
this very form passes into a new and higher form, the general
form of value.

Even in the expanded form we have a particularly clear
demonstration of the tendency to reduce all individual forms
of social labour to a certain unity. None the less complete
uniformity is still non-existent. Each commodity expresses
its value in a number of other commodities. One pound of
ryeis compared with a definite quantity of matches, potatoes,
paraffin, and so on. But the value of any other commodity,
milk for instance, can be expressed in a number of other
commodities also. Thus we get a series of comparisons,
expressing the expanded form of value.

4 Ib. of potatoes.
11b. of rye={1 pint of paraffin.
2 boxes of matches, and so on.
(one dozen eggs.
I quart milk= two pounds of meat.
{20 boxes of matches, and so on.

It is easy to see why there is no complete uniformity in
these equations : each commodity (rye for instance) can find
an innumerable quantity of expressions for its value, the ex-
pressions of the value of rye being distinct from the expres-
sions of the value of milk and other commodities.

If we assume that the farmer were to-day to begin to
exchange his rye directly for cotton print, and to-morrow for
matches, how could he by way of the expanded form of value
determine which of these two acts of exchange was more
advantageous to him? For value is established spontan-
eously ; when exchange is unprofitable production is cut
down, and where on the contrary it is more profitable it
expands. How can the farmer determine whether it is more
profitable for him to rear cows and sell milk or to sow rye,
if he expresses the value of milk in paraffin and the value of
Tye in cotton print ?
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It is evident that the process of ** comparison "’ of all the
forms of labour and of their reduction to one abstract social
labour, which we have already seen in the simple and still
more in the expanded form of value, must be carried still
further : this is achieved by the third form of value, which is
developed out of the expanded form, and which is given the
name of the general form of value.

In this third form all commodities, no matter how great
their variety, find their expression in one single commodity.
In this case we shall assume that milk, and rye, and many
other commodities will determine their value through
matches, thus:

10 Ib. rye,

5 Ib. potatoes,

4 pints paraffin,

1 dozen eggs,

2 1b. meat,

1 quart milk, and so on.,

This new form of value has arisen out of the expanded
form, and on considering the equation one may even think
that the difference between them consists only in the fact
that the two halves of the equation have been transposed.
In reality, if we set *“ twenty boxes of matches "’ on the left
side of the equation and all the remainder on the right we
get the expanded form.

But of course it is not merely a question of the rearrange-
ment of the halves of the equation. The difference is a deeper
one : in the one case a single commodity had an innumerable
number of *“ mirrors ”’ into which it could look in order to
determine its value, The relative form of value was one,
but there were many equivalents. In that case each equiva-
lent determined the value of one and the same commodity
in its own way. But here in the universal form, the universal
equivalent, the single mirror so to speak in which all com-
modities see themselves, is a single commodity—the matches
in our example. In the former case each commodity could
take on innumerable forms ; in this case all commodities take
on one form, they all express their value in matches. Here
the uniformity of all the different parts of an exchange
system finds its clearest expression. No matter what you

=20 boxes of matches.
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produce, no matter how *“ needful ”* or “ irreplaceable *’ your
labour (provided only that it be socially necessary) the
product of your labour, in coming on to the market and like
other commodities expressing its value in one ‘‘ universal
equivalent,” loses its personal features as it were, becomes a
value among a number of other values, is finally transformed
into a component part of social labour in general.

The commodity which begins to be a universal equivalent,
a universal “ measure of value,” as it were, begins to play
a quite special réle. When I enter the market and desire
to ascertain what a pound of rye is worth, I obtain the
answer : two boxes of matches. When I ask what a pint
of paraffin is worth, I again get the answer: four boxes of
matches. Here matches of themselves are of no particular
interest to me; they are only a means of expressing the
value of all other commodities.

But after what we have said so far, it ought to be suffi-
ciently clear that the role of a universal equivalent can be
fulfilled by matches only because they themselves are a
value : one which incorporates a definite quantity of socially-
necessary labour.

Thus, despite the difference which exists between various
forms of value, the fundamental content of the simple form
of value can be related to all the other forms, since both the
expanded and the universal form are themselves only a
development of the simple form, as we have already
shown,

11
Money. Money and Commodity Fetishism in General.

When speaking of a universal equivalent through which
all commodities determine their value, we took matches for
our example. We did so in order to show that essentially
any commodity possessing value could be a universal
equivalent.

In reality, in modern society the réle of such a universal
equivalent is played by a special commodity—money. In
consequence the universal form of exchange itself is given
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the name of money form of exchange.! As is well known at
the present day, the basic money commodity is gold.

This was not always the case.

In the days of antiquity, when exchange was far from
being so developed as it is now, and was chiefly of a local
nature, the role of money was played by some other market-
able commodity in this or that locality. Where hunting was
one of the most important professions, furs and hides were
the general commodity ; where stock-raising was widespread,
cattle were the commodity, and so on.

Among some of the natives of Africa, as R. André tells,
the universal measure of value is played by the members
of hostile tribes who have been taken prisoner. “ There
the largest unit of currency is a handsome youth or beauti-
ful blooming maiden.’’?

Only gradually were precious metals chosen from among
the other easily vendible commodities, and later still gold
was singled out from these. At first these precious metals
begin to play the réle of universal equivalent in the form of
bars of various sizes, then in the form of pieces of definite
size and weight ; coins of a definite pattern are the product
of a much later time.

What it was exactly that enabled gold, and other precious
metals, to supersede a number of other commodities as
currency is not difficult to realise. In the first place, these

1 Many, basing themselves on Marx's division, are of the opinion
that four forms of value have to be distinguished : elementary,
expanded, general and money value. But Marx himself says: “ In
passing from form A to form B, and from the latter to form C, the
changes are fundamental. On the other hand, there is no difference
between forms C and D except that in the latter gold has assumed -
the equivalent form in the place of linen. . . . The progress consists
in this alone, that the character of the direct and universal exchange-
ability—in other words that the universal equivalent form—has now
by social custom become finally identified with the substance, gold.”
{Capital, vol. 1, p. 8o, 1926 ed.)

Obviously there is no justification for recognising the form D
{money) as a specifically new form, essentially different from form C
(general).

2 During the period of war communism, in the Soviet Union, owing
to the catastrophic fall of the currency, the role of the universal
equivalent was occasionally played by such commodities as salt,
tobacco and flour,
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precious metals are convenient chiefly because they do not
spoil with time, and wear only very gradually, while such a
currency commodity as cattle, for example, can not only
““spoil 7 (fall ill or die, in other words), but demand special
attention. In the second place, gold is easily divisible:
with gold one can buy commodities of different values, both
dearer and cheaper; while, if one has an expensive hide
of some animal or cattle, one can only buy commodities
the value of which is the equivalent of at least one unit
of the commodity, or some exact multiple of that currency
unit. For if you cut the hide into sections it may lose its
value altogether, while one cannot cut a cow into pieces at all.

In addition, gold coins are convenient by their small size (in
other words, by the fact that in one small coin is incorporated
a comparatively large amount of social labour) ; they can
easily be carried and transported, kept in safe keeping, and
so on. Finally, gold coinage is also convenient by the fact
that it can easily be distinguished by its colour, ring, and
SO On.

All these advantages of gold led to its becoming the basic
currency material.

None the less, the circumstance that gold has definite
physical qualities—the circumstance, for example, that in
ordinary conditions it does not oxidise, or that it is easily
divisible—cannot explain fundamentally why gold generally
should have become a universal equivalent for all commodi-
ties. For, as we know, the physical qualities of a commodity
only determine its use value, and use value is only a pre-
liminary condition of any product becoming a commodity.

Gold money can only serve as a measure of value for
other commodities because, like matches, it is itself a
commodity, having a definite value and incorporating in
itself socially necessary labour. Gold can play its réle
in modern society only because the whole structure of that
society leads to the arbitrary domination of the law of
value, and money is only the universal expression of that
value.

There are many sensitive people who are heartbroken at
the dominating importance which gold has in modern
society, and who often like to expatiate on their hatred of
the “ despised metal.” They begin to see the fundamental
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evil of capitalist society in gold as such. Even in ancient
Greece there was a “‘ wise ”’ legislator who endeavoured to
prohibit gold money in order thus to eradicate the evil of
mutual hatred and strife which is evoked by the desire for
profit.

But, of course, it is not just a question of the shining
yellow discs called money. Money itself is only a reflection
of the relationships which predominate in capitalist, and
in unorganised exchange society in general. Of itself money
does not possess any mysterious magical power. As we
have seen, the currency form of value does not differ in
principle from the other forms of value, from which it has
developed. The power of money is only a manifestation
of the general power of things over human beings which is
so characteristic of unorganised exchange society.

That power of things over human beings observable in
unorganised economy was first revealed by Marx, and was
given the name of ‘“ commodity fetishism.” Just as the
primitive pagan prostrated himself before his * fetish "
(idol), before some thing which he had himself made, so
the man living in an unorganised economy has to bow down
before the things he has made.

Of course, it is sufficient to educate the savage and to
transform him into a cultured man for his fetishism to dis-
appear as though scales had fallen from his eyes. It is
otherwise with commodity fetishism: it is, of course, a
great achievement to understand that things express social
relationships, that the entire evil is not in them, but in the
relationships between men which have given birth to them.
But the task is not restricted to that; in order finally to
eliminate commodity fetishism it is necessary to eliminate
the conditions which have given birth to them.

It is nonsensical to prohibit money, as the “ sages” of
ancient Greece did. Despite all forms of prohibition, it
will appear in some form or other so long as private property
exists and individual producers are forced to have communi-
cation with one another through the market. But let society
be reconstructed so that private ownership no longer exists,
and the necessity for the market disappears, and then the
power of the ‘‘ shining yellow discs ’ over human beings
will vanish of itself. And then it will no longer be a case
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of human beings being dominated by the things they have
created, but of human beings intelligently and systematically
administering those things.

“ Money fetishism "’ is one of the worst forms of commodity
fetishism. Even well-known economists stop in amazement
to consider money and its omnipotence, although they do
not seek the reason for that power where it is to be found.
That is why we said that it is a great achievement to under-
stand that in unorganised society things reflect social re-
lationships. But it is a still greater achievement, after
understanding these relationships, to reconstruct them so
that the very root of commodity fetishism shall be exter-
minated.

12
Money as a Measure of Value and a Standard of Prices.

We have seen that the money form of value, which is a
variety of the universal form of value, represents only the
most developed and expanded form of value; while, as we
have indicated, it also demonstrates in the clearest possible
form that which existed, in a rudimentary form, even in the
simple form of value.

Every commodity, then, can express its value in money
only because money itself has value. The quantity of
money which I receive in selling my commodity, in other
words, the price of the commodity, will depend both on the
labour incorporated in my commodity and on the labour in-
corporated in the money. If, for instance, a pound of rye
represents the product of twenty minutes of socially-necessary
labour, and every farthing incorporates five minutes of the
same labour, the price of a pound of rye will be expressed by
four farthings. If owing to improvements in the technique
of agriculture a pound of rye can be produced in ten minutes®
the price will change and will be expressed by two farthings.
And the price of rye may also change, even if the labour
necessary to its production remains the same: that will

11t is of course a question of the reduction of socially-necessary
and not of individual labour,



THE FORM OF VALUE AND MONEY 53

happen when the labour necessary for the production of gold
varies. But it is easy to see that if the production of gold is
made easier, the price of rye will not fall, but will rise, since
there will be less socially-necessary labour incorporated in
every farthing.

It follows that with an improvement in the technique of
gold production there should be a relative rise in prices. But
in reality the rise in prices dependent on this improvement is
usually not very great, since the annual production of gold
by comparison with the reserves of gold already in existence,
produced in previous years, is not great, and the socially-
necessary labour is determined by the labour which is
necessary to the reproduction of all the units of the given
commodity in circulation on the market; moreover, the
actual technique of gold production shows comparatively
little progress. Of course, it cannot be said that the value
(and price) of gold has no influence whatever on the level
of commodity prices ; the fundamental réle in the “ revo-
lution of prices ” which occurred in the sixteenth century
was played by the increased output of gold after the dis-
covery of America. Rich deposits of gold were found in
America, and in consequence the production of gold began
to call for less labour expenditure ; this led to a decline in
its value. The decline in the value of gold led in its turn to
a rise in prices.

It is possible, of course, to have a case in which the price
of a commodity may alter simultaneously from two causes,
a change in the value of money and a change in the value of
the commodity itself; and, owing to the various com-
binations of these two causes, the price of a commodity may
in certain cases drop, and in others rise. Whether this be
so or not, at any given moment, under definite technical
social conditions, a definite quantity of this or that com-
modity finds the expression of its value in as definite a
quantity of money. As is well known, this money expression
of value is called the price of the commodity. The quantity
of monetary units in which the price of a commodity is
expressed depends, of course, on the unit which we choose
for the purpose of measurement. The price of one and the
same commodity may appear different in accordance with
whether we express it in gold ounces or grammes, in gold
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pounds or gold dollars. Of course, the total mass of gold
in which a commodity measures its value will remain one
and the same whether we measure it in ounces or pounds
sterling ; but the quantity of units in which the price will
be expressed will be different.

Different countries have different monetary units in which
the prices of commodities are expressed. Until the intro-
duction of money, prices were expressed in units of weight ;
with the establishment of a monetary system various
monetary units were established in various countries, owing
to a number of historical conditions. Thus in Great Britain
the unit is the pound sterling, since this unit once incor-
porated a value equal to the value of one pound of silver.
In France, since the great French Revolution, the franc
has been established as the unit, the franc containing
-g grammes'® of pure silver. The U.S.S.R. accountancy unit
of money, the gold rouble, contains about 0.775 grammes of
gold.

Money in its quality of universal equivalent is a measure of
value for all commodities ; in the form of units of a definite
size or weight it also fulfils the function of a standard of
price, in Marx’s expression.

While the value of gold alters (as we saw in our example)},
this in no way hinders money from fulfilling its role as a
standard of prices as before. Though the value of the gold
of which a gold sovereign is composed may fall by half, the
sovereign thereby does not cease to be twenty times the
value of a shilling as before.

Marx says: ‘It is in the first place quite clear that a
change in the value of gold does not in any way affect its
function as a standard of price. No matter how the standard
varies, the proportions between the wvalues of different
quantities of the metal remain constant. However great
the fall in its value, twelve ounces of gold still have twelve
times the value of one ounce ; and in prices, the only thing
considered is the relation between different quantities of
gold. Since, on the other hand, no rise or fall in the value of
gold can alter its weight, no alteration can take place in
the weight of its aliquot parts. Thus gold always renders

1 Since stabilisation in 1928, the franc is worth about 4th of its pre-
war value,—Ed. note,
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the same service as an invariable standard of price, however
much its value may vary.””:

Despite the fact that in different countries different
monetary units exist, no special difficulty is experienced
in translating prices expressed in the currency of one country
into prices expressed in the currency of another. In doing
this it is necessary to take into consideration only the quan-
tity of gold found in each coin. This is the way in which
the exchange of various gold currencies is also governed.
In the exchange of the gold currency of one country for
that of another it is necessary to take into consideration,
in addition to the weight of the money, only the expense
of transferring money from one country to another, or the
expense connected with the recoining of the currency of
one country into the currency of another (if recoining is
cheaper than the actual transfer).

13
Money as a Means of Circulation.

Hitherto we have been considering only the one basic
function of money: to serve as a universal equivalent, a
universal measure for the expression of the value of all
commodities.?

In modern society the value of a commodity is expressed
not in units of socially-necessary time, not in hours and
minutes, but in money. This expression of value is used
even when the commodity has not yet been exchanged
for real money; I can decide that a pound of rye costs so
much money without seeing gold money. Of course, if this
money and its value had no existence whatever, such a
measurement of the value of commodities by means of money,
even ‘‘ideal” money, in other words, in a man’s head,
would be impossible. That would be as absurd as it would
be to demand of a man that he should imagine the length

1 Capital, vol. 1, 1926 ed., p. 110.
2 In serving as a standard of price money only fulfils a special réle
in its function as a measure of value.
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of a room in yards in his head if a yard of a definite length
had no existence whatever in actuality.

But is the function of money only restricted to its servmg
as a measure of value (and a standard of price) ?

By no means. In a commodity economy money is neces-
sary not only to serve as an expression of the value of
commodities, but also in order that exchange may be
effected by its means.

In a society where exchange has reached a high degree of
development it rarely happens that the commodity owner
exchanges the commodity produced (or generally sold) by
him immediately and directly for the commodity which he
needs for his own use.

If a peasant has produced rye or milk for sale, and he has
need of paraffin, he may meet with a number of difficulties
if money be non-existent. The seller of paraffin may have
no need whatever of grain or milk, but needs cloth, say.
Thus the peasant who has need of paraffin must search on
the market for a seller of cloth who has need of his milk,
and only after that can he obtain the paraffin he needs from
the paraffin seller in exchange for the cloth. And if the
seller of cloth has no need of milk or grain, but does need
some other commodity, the exchange takes on a still more
complex character. Before the peasant could obtain his
paraffin, he would have to resort to the assistance of a
number of intermediary commodities.

This is still the method among primitive peoples, where
exchange is comparatively poorly developed. Here is the
story of how one traveller in Africa hired a boat :

‘“ It was amusing to see how I had to pay for the boat I
had hired. . . . Sand’s agent demanded payment in ivory
from me, but I had no ivory. I learnt that Mahomet Ibn-
Salib had ivory, and that he was willing to exchange it for
cloth, but I was still no better off, for I had no cloth. At
last I learnt that Mahomet-Ibn-Hanib had cloth which he
was willing to exchange for wire. Fortunately I had some
wire, and I gave Mahomet-Ibn-Hanib the quantity of
copper wire demanded; he in his turn handed Mahomet-
Ibn-Salib the corresponding quantity of cloth, and the
latter gave Sand’s agent the ivory he required. Only after
all this did I receive permission to use the boat from the
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agent.” (Cited in Trachtenberg: Paper Money, Moscow,
1925, page 70.)

We will call the commodity which the traveller possessed,
i.e.,, the wire, Cr; and the commodity which he needed
(the boat), Cz. The traveller endeavoured to effect the
following exchange :

Cr - Cz

He was unsuccessful in effecting this exchange immediately
and directly, but he achieved his end by means of a number
of intermediate links, namely :

Cr (wire) — C3 (cloth) — C4 (ivory) — Cz (boat)

Was the traveller interested in the use value of cloth and
the ivory as such? Not in the least. Then why did he
purchase them? Obviously in order by their means to
obtain the commodity which he needed for his use, i.e., the
boat. :

In a developed system of exchange, instead of a series of
fortuitous commodity-intermediaries which change with dif-
ferent circumstances, and the number of which may in each
separate case be very large, one intermediary is established,
namely money.

The peasant selling his grain no longer has need to seek
a paraffin seller who has need of grain. He can sell his
grain to any purchaser who has the money. And afterwards
with this moncy he can purchase paraffin, while the paraffin
seller in his turn can buy what he needs from another with
the money he receives.

Then the metamorphosis in which the peasant has partici-
pated takes on the following form :

Cr (grain) — M. (money) — C2 (paraffin)

Here money serves as an intermediary between two com-
modities. In this example money again demonstrates
its ““ uniting "’ réle ; it brings together commodities which
without the aid of money would be hardly likely to find
the road to each other, or would do so only under the greatest
of difficulties.

Such is the second function of money as a general inter-
mediary in exchange between commodities, or, as Marx
says, as a medium of circulation of commodities.
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In fulfilling this réle money displays certain notable
peculiarities, which here we shall consider only briefly, to
return to them later when we are dealing with paper money.

In the first place, it appears that money in the process of
circulation has a longer existence than other commodities.
After we have purchased it, any other commodity goes to
satisfy a need. After grain is bought, it is eaten. Clothes
are worn out. But now I have sold grain and ‘‘ bought ”
money. What happens to the money afterwards ? It would
appear that I “ use ” it also. But what is meant by using
money as such (i.e., as money, and not simply as a piece of
gold) ? It means to purchase something with it, paraffin,
say. And in this transaction what happens to the money ?
It is not eaten, it is not lost, but only passes into other hands,
into the hands of the paraffin seller. But the paraffin seller
again “‘ uses ”’ this money, buying cloth with it, for instance.
Here again the same money serves as an intermediary for
a fresh metamorphosis.

Cz (paraffin) — M. (money) — C3 (cloth)

Here the money passes into the hands of the cloth owner,
thus consummating a fresh transaction, and so on. Thus,
in serving as a medium of circulation money passes from hand
to hand, and even in the course of one day can consummate
several transactions; in other words, can several times
participate in the process :

C-M-C

It is easy to conceive how large must be the quantity of
money necessary at any given moment in order to ensure
the circulation of commodities.

Let us assume that there are commodities to the value of
one thousand pounds on the market. Does this mean that
in order to ensure their normal circulation one thousand
pounds in money is necessary ? Of course not. For every
pound will be turned over several times in the one day,
and will serve commodities to a value larger than one pound.
Supposing a peasant sells grain for a pound and immediately
buys paraffin for one pound. The paraffin seller may buy
cloth with the same pound ; the cloth-seller may in turn buy
wool withit. We will assume that the turnover of the pound
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in the day is restricted to these operations. What is the
result ? That one and the same pound has during the day
served for these commodities :

Grain .. .. .. .. .. .. £
Paraffin .. .. .. .. .. £1
Cloth .. .. .. .. .. £1
Wool .. .. .. .. .. .. {1

Total .. .. .. .. £4

This has taken place because the pound has been turned
over four times. The swifter the circulation of money, the
larger the number of commodities it can serve. Not all the
pounds on the market turn over with the same speed. But if
an estimate be made of the average speed with which the
pounds (or any monetary unit in general) turn over on the
market, it is easy to reach the conclusion that the quantity
of money required for circulation is equal to the value of
all the commodities in circulation divided by the average
number of transactions effected by a unit of the money. If
on the average each pound turns over five times in one day,
then in the case of our example the market will have need
not of one thousand pounds, but of 1,000/5, i.e., £200.

Later on it will be necessary to add somewhat to the
foregoing, but for the time being this will be sufficient.

I4
Other Functions of Money.

But does money always come within the sphere of circu-
lation? Isitcondemned totheréle of ““ perpetual wanderer ™
in the circulation of commodities ?

That is not altogether so.

We have seen that the quantity of money necessary for
circulation is determined by the value of the commodities
and the speed of circulation of the money. But the quantity
of commodities on the market is not a constant figure :
assume that to-morrow there will be fewer commodities on
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the market, or assume that the money turns over more
quickly, and then part of the money may prove to be super-
fluous. What happens to this superfluous money ? Part of
it may be melted down from gold coins into ear-rings, rings,
or gold teeth. But part of it may be stored in fireproof
safes, in chests, or under the floorboards. So long as it is
lying there it is transformed from a medium of circulation
into a hoard.

To enable someone to hide money and to transform it
into a hoard, the process C1 — M — C2 has been broken off
in the middle; it has been hung up at the stage Cx - M.
The value of the treasure, the labour incorporated in it, is
sleeping as it were, ready at any moment to awake again
and play its role in the regulation of the social relation-
ships.

The transformation of money into a hoard may be effected
not only when it is superfluous to circulation. Sometimes
the very nature of a commodity or the conditions of the
market make it necessary that the process C - M - C
should be temporarily suspended. If, for instance, the
peasant has to buy a new thresher, he gradually puts aside
the money he has received from the sale of his agricultural
produce until the necessary sum has been accumulated.
Sometimes it is advantageous not to buy a commodity
immediately after the sale of one’s own commodity, but
after the lapse of a certain time.

Finally, the conditions of commodity transactions may be
such that the purchaser receives the commodity he needs
before he has paid money for it. This is a case of sale on
credit, and we shall not stop to consider it in detail here, as
we shall have to deal with it later. We merely point out
at the moment that this is possible, for example, when the
peasant receives a commodity from the merchant in the
summer, in the expectation of paying for it after selling the
grain of the new harvest. Then the process of commodity
turnover takes on the following ‘“ abnormal ” form :

(1) C2 (the peasant takes cotton print on credit in the
summer).

(2) C1 — M (the peasant sells his grain in the autumn).

(3) M (the peasant pays his debt to the merchant).
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But customarily, as we know, the process consists of
two stages :

(r) Cz - M.
(20 M - Ca.

When the peasant pays the merchant the money for the
cotton print in the autumn, it is obvious that the money in
this payment is not a medium of circulation, since the
commodity has already “ circulated ’ before the payment
of the money. The payment as it were bridges the gulf
which has arisen in the process C1 — M -~ C2 by purchase
on credit. In such a case it is said that money fulfils the
function not of a medium of circulation, but of a means of
payment,

Thus, money, as we have just established, fulfils the
functions of a measure of value, means of circulation, means
of hoarding, and finally of a means of payment. Without
money exchange and its regulation through the law of value
would be extraordinarily difficult.

We began the exposition of this course with prices, and
when we attempted to explain the phenomenon of price, we
arrived at the law of value, which lies at its basis. Now we
see that the price of a commodity is nothing other than its
value expressed in money. When talking about price in
this chapter, we have continually started from the assump-
tion that price coincides with value. Such an assumption
would correspond to the reality only in the event of the
demand for a commodity being equal to its supply. We
now once more remind the student that in an unorganised
exchange economy such a correspondence can exist only for
a moment, in the form of an exception, and as a rule the
regulation of exchange and the distribution of labour
over the various spheres of production in proportion to
needs is, as we have seen, effected through a constant
deviation of price from value. But this circumstance does
not in the least diminish the importance of value as the
centre towards which with all its deviation prices irresistibly
tend, and around which their fluctuations take place.

In his Course of Political Economy, L. J. Liubimov very
successfully compares value with the school-bell before the
beginning of a lesson. It rarely happens that a scholar
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appears immediately the bell rings. The majority arrive a
little while before, or else . . . after. But it does not follow
from this that the bell has no relation whatever to the be-
ginning of lessons and the arrival of the pupils. The bell is
the point of equilibrium by which the arrival of the pupils
is regulated.

Of course, despite the success of this simile, it is only a
simile. There is a colossal difference between value and the
ring of a bell. First and foremost, the ringing of the bell
is established by conscious will, whilst value, the regulator of
price, establishes itself blindly, as we have seen. But one
must never demand an exact resemblance from a simile.

In conclusion, after all that has been said about money it
is necessary to note that in our observations we have had
in mind only what is called par value money, which to-day is
represented by gold coinage.

Everybody knows that in modern society together with
this coinage non-par value money also figures ; this includes
silver, copper, bronze, nickel, and other coins. Less labour
is incorporated in these coins than one would expect from
the price fixed for them, and from the proportion in which
they are exchanged for gold (where that exchange is effected.)

A still greater place in present-day society is occupied by
paper money, which can (it is true only under certain con-
ditions) replace gold coinage, despite the fact that the labour
expended on its production is insignificant.

At first sight it would seem that this circumstance con-
tradicts our observations ; it may appear that it is not in
the least obligatory for money to have value.

But in reality this is not so.

Full-value money can be replaced by money of less than
full value and by paper money only as a medium of circu-
lation, which is explained by the transient réle which money
plays in the given instance. We have already seen that
when a farmer sells his grain for one pound and immediately
hands over that pound in exchange for paraffin, the money
has only been in his hands for one moment and has im-
mediately slipped out again. In so far as he has succeeded
in disposing of this money and in obtaining a commodity
in exchange for it, the value of which corresponds to one
pound, he is unconcerned whether the pound is of gold or
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has been replaced by paper. The paraffin seller takes the
same view if he also puts the pound into circulation, i.e.,
buys cloth with it. None the less, we repeat that paper
money can replace full-value money only temporarily and
in the process of circulation. If there were no full-value
money, its substitute also could not exist.

This question will be analysed in more detail in the
chapter on paper money and credit, where we shall make the
corresponding deductions from all that we have said so far
on the functions of money.

COURSE OF READING IN CONNECTION WITH
CHAPTER 1I

A. Commodsty fetishism.

The student is recommended to read (4) a passage from
Kautsky’s Economic Docirines of Karl Marx, 1925 edition, begin-
ning with the words : *“ Let us take a potter and a cultivator...”
and ending with “ . . . even by the supporters of the Marxian
doctrines ”’ (pp. 10-11).

EXERCISES

1. What is commodity fetishism compared with religious
fetishism ?

2. Does the root of commodity fetishism lie only in the delu-
sions of human beings ? Would commodity fetishism disappear if
all capitalists understood that the value of a commodity is only
the reflection of social relationships ? Give your own opinion.

3. Why is it easiest of all for the worker to lay bare the roots of
commodity fetishism ?

4. The student should commit to paper the main ideas obtained
as the result of working over the passages suggested for reading.

B. The indispensability of money tn exchange econony. Money as
the expression of social relationships.

The student is recommended to read Chapter I of Hilferding’s
Finance Capital (no English translation: Tr.).

EXERCISES

1. Compare the passages from Hilferding with the passages
from Kautsky recommended above and answer the question :
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Does not the passage from Hilferding complement the passage
from Kautsky, and if so, in exactly what way ?

2. Why does Hilferding consider that the exchange of toys
between two children, brother and sister, is not an economic fact,
and is distinct from that act of exchange which their father
carried out in buying the toys on the market ?

3. Why can the conception “ commodity fetishism "’ be best
of all applied to money ?



PART II
THE PRODUCTION OF SURPLUS VALUE

Chapter 1

SURPLUS VALUE IN CAPITALIST ECONOMY

15
The Impossibility of obtaining Surplus Value from Exchange.

WHEN we were studying the law of value we started with a
simple commodity economy, consisting of petty commodity
producers who own the means of production and live by the
sale of the products of their labour. In such a system the
object of exchanging one commodity for another is the
endeavour to satisfy one’s own needs. We now have to turn
to the study of the laws which govern Capitalist society.

If we consider the exchange which occurs in a capitalist
economy, we see a picture very different from that which we
drew in regard to the simple commodity economy. Go into
any shop of a modern capitalist town and endeavour to
bargain with the shopkeeper over the prices of his com-
modities. The first argument you will hear from him will
not be that which you heard from the tailor who made your
trousers : i.e. that ““ materials are dearer,” *“ we’ve got to
live somehow,” and so on; but you will hear that ““ as it is
he only gets a small profit by the sale of that commodity,”
and as his last argument he will say : “ they sell the goods
to me at their own price, and I've got to make something
somehow."’

We see that in our day the very object of commodity
exchange has altered. While in a simple commodity economy
it can be expressed in the formula: Commodity — Money -
Commodity (C -~ M - C)—that formula is not applicable to
the modern capitalist commodity economy. For the modern
capitalist the process of exchange begins with money and
ends with money: M-C-M.

But if commodity exchange ended with the same sum of
money with which it began, it would have no point whatever
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for the capitalist. Obviously, exchange is only sensible and
justified in the eyes of the capitalist if, as a result, it brings
him not the same amount of money which he expended, but
more. Thus the formula characteristic of capitalist commo-
dity circulation will be: M- C-M+4m.

The question arises : Where does this excess “ m’’ come
from ?

The first answer which offers itself is that this money
surplus, or profit, as the capitalist calls it, is obtained owing
to additions to the price of the commodities.

Let us analyse this answer to see how far it is correct.

When considering the law of value we saw that the prices
of commodities are continually tending to approximate to
their value, i.e., to the socially necessary time which has
been expended in their production. The price of this or
that commodity has only to rise above its value for com-
modity producers, attracted by the higher price, immediately
to begin to engage more extensively in the production of
that commodity (so long as that heightened production
does not lead to a fall in the price of the commodity below
its value, when a contrary flow of commodity producers out
of this sphere of production into another begins). This
fluctuation of prices, accompanied by flows and ebbs of
capital, will continue until a price is established which
corresponds to the commodity’s value. It is quite obvious
that during the period of such fluctuations one commodity
owner can profit at the expense of another, his competitor.
But that gain will be of a temporary nature, and will dis-
appear simultaneously with the cessation in the fluctuation
of prices. Consequently, the fluctuation in supply and
demand cannot explain the profits which the capitalist
class receives, but can only explain those fortuitous changes
which occur in the distribution of profit among the individual
capitalists.

Marx says: “ The sum of the values in circulation can
clearly not be augmented by any change in their distribution,
any more than the quantity of the precious metals in a
country by a Jew selling a Queen Anne’s farthing for a
guinea. The capitalist class as a whole, in any country,
cannot overreach themselves.’?

1Capital, vol. 1, p. 181, 1926 ed.
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Possibly the profit is obtained in consequence of the
sellers possessing the unexplained privilege of selling their
commodities at prices exceeding their value. But nature
knows no capitalists who only sell without buying. Take
an industrial capitalist (i.e., one who owns an industrial
enterprise) as an example. After the sale of the commodities
produced, he has to buy articles for his personal use and
a mass of all kinds of commodities necessary to continuing
the process of production, with the money he has received.
The same applies to a merchant who has no production
of his own but trades with ready-made commodities ;
after selling the commodities he has bought, he has to buy
more. Thus the capitalists are continually changing places.
Those who yesterday were sellers, to-day become buyers,
and vice versa. Consequently, while gaining as sellers, they
lose as buyers.

No matter how much we may thus rack our brains over the
attempt to explain profit arising out of the process of circu-
lation, we are only wasting time, for we cannot achieve any
success. The circulation of commodities cannot be the source
of capitalist profit. The explanation of profit by additions to
the prices of commodities, which seemed so intelligible,
natural and convincing, proves on a deeper consideration of
the question to be unable to withstand even the slightest of
critical analysis. The secret of the profit obtained by the
capitalist class remains unsolved for us. The task before us
is the following : ‘* Our friend Money-bags . . . must buy his
commodities at their value, must sell them at their value,
and yet at the end of the process must withdraw more value
from circulation than he threw into it at starting.’”

16
Labour Power as a Commodity. The Value of Labour Power.

The task we have set ourselves can be resolved only if we
find on the market a commodity which possesses the ability
to create value. Value is created by labour. Of all the com-
modities figuring on the capitalist market, only one pos-

1Marx, Capital, vol. 1, pp. 184-185, 1926 ed.
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sesses the capability of labour, and that is labour power.
Consequently, only this commodity can be the source of
value.

We know that labour power is not a commodity in every
system of social relationships. Take the slavery system,
feudalism, and finally the simple commodity economy we
have just been considering : in all these cases labour power
is not a commodity. In order that labour power should
become a commodity, two conditions are necessary: in
the first place the labourer must have personal freedom,
i.e., he must have the right freely to dispose of his own
labour-power. Neither a slave nor a serf possesses that
right ; they are personally dependent on the slave-owner
and landowner. The second condition consists in the worker
being separated from the means of production and the means
of existence, and consequently compelled to sell his labour
power. This is what distinguishes the worker from the
artisans and peasantry and in general from the petty com-
modity producers who possess the means of production :
benches, instruments, sheds—and who consequently sell not
labour power but the product of their labour.

Thus we have found on the market that commodity the
use of which freely creates value : and that commodity is
labour-power. By the conditions of the task we have set
ourselves, we must explain the appearance of capitalist
profit on the basis of the theory of value. Consequently,
in buying the commodity labour power, the capitalist should
pay its full value for it.

How is the value of labour power to be determined ? We
have seen that the value of any commodity is determined
by the time socially necessary for its production. When we
said this of all other commodities : trousers, boots, blacking
—it appeared quite clear to us and aroused no perplexity
whatever. But how can this definition be applied to labour
power? Labour power is not produced in a factory, but
develops in the process of life by a natural multiplication.
This would appear to justify us in thinking that the com-
modity labour power must be regarded as an exception to
the general rule. However, if we study more closely the
exploitation of labour by capital which takes place in a
capitalist factory, we see that the commodity labour power
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is exceptional and has no privileges which separate it from
other commodities.

Of what use is labour power to the capitalist ? It is useful
because he can put it for a certain length of time into action.

“ Labour is a conscious and deliberate activity of man,
an operation performed by man upon natural materials,
in order to give them a form useful for his needs.”*

In working, in operating on external nature, the worker
expends a certain quantity of muscular power, nervous
(including brain) energy, and so on. In order to preserve
his labour power ready for work, the worker must daily
restore the quantity of energy expended. And in order to
do this, he must use a definite quantity of the means of
existence ; he must have a home, furnished with some
furniture at least, clothes, food, and so on.

In addition, there has to be a constant influx of labour
power. This influx is more or less guaranteed by the natural
multiplication of the workers. Consequently, the worker
must have means for the maintenance of a family. If the
minimum means of existence he receives do not ensure the
maintenance of his family, it may not only lead to capital
being deprived of an influx of supplementary labour power,
but the worker himself will not be able to restore the energy
he has expended sufficiently to be in a condition to work for
the capitalist. For if the worker has a wife and children, and
the means of existence which he receives are only sufficient
to restore the encrgy he personally has expended, it goes
without saying that he will divide those means among his
family, and in consequence will be unable to restore the
energy he has expended. The maintenance of at least an
average family, therefore, must necessarily enter into the
value of labour power.

Further, every worker has to have a certain minimum of
culture.

No matter how poor the worker’s dress may customarily
be, without it he cannot appear at work. Consequently, if
his earnings do not give him the chance to get clothes, he
will deny himself more satisfying food; he will live on
bread and water, but will obtain at least some poor outer
clothing, but again in detriment to the restoration of his

! Kautsky, The Economic Doctrines of Karl Marx, p. 65, 1925 ed.
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physical powers. Consequently, a certain cultural level must
also be ensured the worker.

It goes without saying that in different countries this
level is very different. Thus, in the maintenance of his
existence, the cultured American worker needs a frequent
change of linen, a good suit of clothes, a daily paper,
visits to the theatre, lectures, and so on. Were all these
things regarded as “ articles of prime necessity ” to the
Russian worker before the revolution? Of course not.
There could be no talk of visiting theatres; the need of a
newspaper was characteristic only of the upper ranks of
the workers. The barracks in which thousands of Russian
workers lived in would seem quite impossible to the Euro-
pean, and still more to the American worker.

But compare the life of a Russian worker with that of a
Chinese, and what do we see? Huge masses of Chinese
workers have possibly never even heard of linen. Outer
clothing also is not always an article ““ necessary to their
existence "’ ; a dirty rag covering the body is frequently
a satisfactory minimum. His food frequently consists
solely of half raw rice ; he often spends his nights in the
factory, sleeping at the side of the machine ; and a barracks
with a definite number of places for night-shelter is to him
a luxury.

Under such conditions even the average Russian worker
probably could not exist.

All this is explained, of course, by a number of causes
of an historical nature, by the circumstances in which the
birth and development of the working class in general occur,
and the customs which have in some cases been established
in the course of many centuries.

It is obvious that the more qualified the worker, the more
cultural habits and necessities does he possess, without the
satisfaction of which he finds it difficult to get along; and
this still more enhances the value of skilled labour power.

But the greater value of skilled labour power is, of course,
not explained solely by the greater culture of the skilled
worker. Here it is necessary to take into account ihe
socially necessary time which has been expended in training.
In addition, the maintenance and further enhancement of
the worker’s qualification also demands a security which is
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higher by comparison with the cultural level of an ordinary
worker. All the means of consumption necessary to a
worker for the restoration of the energy expended by him
in the process of labour, for the maintenance of an average
family and for the maintenance of a certain cultural level,
have a definite value, which, like the value of all other
commodities, is determined by the time socially necessary
for its production. The value of all these means of existence
will be the value of the labour power.

At first sight it may appear strange that the capitalist,
whom we are wccustomed to regard as an exploiter, who
in his sleep dreams how to extract still more from the
worker, is suddenly depicted as a kind of benefactor who
concerns himself with seeing that the worker should have
enough for the restoration of his powers, for the main-
tenance of his family, and for the maintenance of a certain
cultural level. It would appear that all capitalist reality
cries out against this. Where have we known a capitalist,
when taking on a worker, to interest himself in the ques-
tion of whether he has a family or not, so that he can
pay a man with a family more than he does a bachelor ?
But in reality, although the capitalist never sets himself
the task of ensuring the worker a minimum of the means
of existence necessary for the maintenance of a family,
but on the contrary strives by all possible and impossible
means to reduce that minimum, none the less, owing to
those very laws of the market which approximate the
prices of commodities to their value, the capitalist is
compelled to pay the worker on the average that very
sum of money which will secure him that minimum. If
the capitalist lowers the payment of the workers’ day below
that minimum, his action is immediately reflected on the
productivity of labour and on the quality of the work ; for
a hungry, starving worker cannot work as well as a worker
who appears at the factory rested and with his strength
restored. Here we shall not touch on those fluctuations in
the supply and demand of labour power, the struggle of the
workers themselves, which may cause the price of labour
power to deviate from its value: we shall deal with this in
the section on wages.

But for the time being we reach the conclusion that labour
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power, like any other commodity, has value, and this value
is determined by the value of those means of existence which
go to its reproduction, to training, the maintenance of an
average family, and the maintenance of a certain cultural
level.

17
The Origin of Surplus Value.

But if we thus start from the assumption that the capitalist
pays for labour power at its full value, where does his profit
come from in that case? Here we have to touch upon the
qualities of the commodity, labour power, which distinguish
it from all other commodities. When a worker and a
capitalist meet on the market, they both act as two equal
commodity owners. The worker as the owner of the com-
modity, labour power, and the capitalist as the owner of a
certain sum of money. The capitalist purchases labour
power for a definite sum of money corresponding to its
value, say a shilling a day. On buying the commodity, labour
power, the capitalist can exploit its use value.

The use value of labour power consists in labour, which, as
we know, is the creator of value. On obtaining the right
to the use value of labour power, the capitalist begins to
exploit it, compelling the worker to supply his labour. If
he has bought labour power fora shilling a day as we assumed,
and that shilling represents the money expression of five
hours of labour, after the five hours have passed the worker
returns to the capitalist the sum which the capitalist has
expended in the purchase of the labour power. But labour
power has the distinguishing peculiarity that it can give a
larger quantity of labour than that which has gone into its
maintenance ; in other words, it can create greater value
than its own value.

Knowing this marvellous quality of labour power, the
capitalist does not restrict himself to those five hours of
labour in the course of which labour power creates the
value equal to its own value, but compels the worker to
work much longer—for ten hours, say. Thus that part of
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value which the worker creates by his labour in the second
half of his working day will represent pure profit to the
capitalist. This extra value which the worker creates over
and above the value of his labour power bears the name of
surplus value.

That part of the worker’s time in which he reproduces the
value of his labour power Marx calls necessary time, and
that in which he creates surplus value for the capitalist he
calls surplus time. The distinguishing peculiarity of capita-
list exploitation consists in this form of surplus value. In
reality exploitation also existed during slavery and feudalism,
but labour power never became a commodity, and conse-
quently the surplus product never became surplus value. It
is this surplus value created by the worker in his surplus
time which is the source of capitalist profit.

18
Capital.

We know that more than labour power participates in
the process of capitalist production. Instruments of pro-
duction, machinery, buildings, raw materials, auxiliary
materials, and so on, are also necessary. If the capitalist
did not possess all these instruments and means of pro-
duction the worker would not be compelled to sell him his
labour power. Only in the association of labour power with
the instruments and means of production is the process of
production possible, and consequently the production of
surplus value. All these things, which have value and are
an indispensable condition to the creation of surplus value,
are capital.

Into the composition of capital there enter first and fore-
most the buildings, machinery, and raw materials belonging
to the capitalist, and the labour power which he has bought.
However, the air in the factory, without which also the
worker could not create surplus value, does not enter into
the composition of capital because although, as we have said,
that air assists in the creation of surplus value, none the
less it is not a value in itself.



74 AN OUTLINE OF POLITICAL ECONOMY

But machinery, buildings, and raw materials are obviously
not capital merely because they possess that quality from
nature. Let a machine pass into the hands of a worker, and
it will no longer assist in the production of surplus value
and will cease to be capital. A hammer in the hands of an
artisan is not capital, but bought by the capitalist it is
transformed into capital. Machinery which is not used and
money hidden under a floor-board are also not capital.

Thus things become capital not owing to their natural
qualities, but owing to definite social relationships, namely,
the exploitation of wage labour by the capitalist. Thus
capital is merely a temporary ‘ historical category,” peculiar
only to capitalist society. From this aspect any attempt to
extend the conception of capital to cover all the means of
production is clearly useless, and from the viewpoint of a
scientific approach to the question of social relations
absolutely void of meaning. None the less, such definitions
exist and enjoy great popularity among the representatives
of bourgeois political economy, since by asserting capital
to be an “* eternal category "’ they eliminate all class features
from it, and darken the understanding of the working class.

On this question Kautsky says: “ Some define it (capital)
as tools, which implies that there were capitalists in the
Stone Age. Even the ape which cracks nuts with a stone
is a capitalist ; likewise the tramp’s stick, with which he
knocks fruit off a tree, becomes capital, and the tramp him-
self a capitalist. Others define capital as stored-up labour,
according to which marmots and ants would enjoy the honour
of figuring as colleagues of Rothschild, Bleichroeder, and
Krupp. Some economists have even reckoned as capital
everything which promotes labour and renders it productive
—the State, man’s knowledge, and his soul. It is obvious
that such general definitions only lead to commonplaces
which are quite elevating to read about in children’s fables,
but which do not in the least advance our knowledge of
human social forms, their laws, and driving forces.”*

Thus the means of production, accumulated labour, and
so on are capital only when, in the hands of the capitalist,
they become a means of extracting and acquiring surplus
value.

1 Kautsky, Economic Doctyines of Karl Marx, p. 55, 1925 ed.
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19
Constant and Variable Capital. The Rate of Exploitation.

We have established that any value which is owned by a
capitalist, and in his hands becomes a means of extracting
surplus value, is capital.

But it is necessary to add that not all the elements en-
tering into the composition of capital play an equal rdle
in the process of production of value and surplus value.

Take in the first place the instruments of production, some
piece of machinery, for instance. As is well known, one
machine may be of service for a comparatively long period,
and may participate in a number of production processes. And
although it is gradually worn out, all the time of its existence
it does not fundamentally change its original form. Assume
that the average “ length of life "’ of a certain machine is
ten years. Every year the machine will depreciate by one-
tenth of its value, which will be transferred to the commodi-
ties produced in the year with the aid of that machine. If
the entire machine incorporates 10,000 working days,
and if during one year it produces five hundred commo-
dity units, it is clear that to each unit a value will be
10,000,
500 X 10
working days. Although the machine gradually loses its
value, it will continue entirely to participate in the process
of production until at the end of ten years it becomes com-
pletely unusable. And all this can be equally applied not
only to looms, say, but to dynamos, transmission machinery,
buildings, and so on.

Thus one part of capital, namely the instruments of pro-
duction, transfers value to its new commodity in parts,
in correspondence with its depreciation.

The situation is different in the case of raw materials and
auxiliary materials, such as fuel, for example. They can
only participate once in production, and in doing so their
material form is changed. Raw materials are subjected to
working up, fuel is transformed into motive power, and so on,
consequently they transfer their value entirely into the

transferred from the machine equal to two
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value of the new commodity. But it is necessary to add
that with all the difference both instruments of production
and the means of production have one common feature,
and that an extraordinarily essential feature: neither the
one nor the other can create any kind of fresh value, but
can only transfer into the value of the new commodity that
value which was created by the socially necessary labour
expended on them.

Only in one case could they bring profit to the capitalist.
That would be possible if the capitalist bought them at a
price below their value, while introducing their full value into
the commodity produced by their means. But this would be
a case, such as we have already analysed above, of profit
obtained in consequence of one capitalist gaining at the
expense of another; a case which can provide us with no
explanation whatever on the question of the real sources of
profit.

How is this transfer of the value of the machinery, raw
materials, etc., into the value of the new commodity effected?
Here again the transfer is due to labour. To make it clear
by an example : let us suppose that we own two factories—
one in operation and the other standing idle. In both cases we
possess the instruments of labour—Ilathes, machinery, and so
on. The instruments of labour are worn out in the active fac-
tory under the influence of labour and time ; the instruments
of labour in the factory standing idle are worn out in a less
degree, although they also wear out with time, under the in-
fluence of the atmosphere, and so on. Their maintenance in
perfect order necessitates their protection, attention, and so
on. In the first case the depreciation under the influence both
of labour and of time enters into the value of the newly pro-
duced commodities and is returned to the capitalist by the
sale of these commodities; in the second case that depre-
ciation cannot enter into the value of a commodity, and
consequently is not returned to the capitalist and repre-
sents a direct loss to him. By this example we have re-
vealed labour’s peculiarity of not only creating new value,
but of transferring the value contained in instruments and
means of production into the value of the newly produced
commodity. Like the forces of nature, this peculiar feature
of labour is free, and calls for no extra effort from the worker
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beyond that which he expends in the creation of new
value. Says Marx: “ That part of capital, then, which is
represented by the means of production, by the raw materials,
auxiliary material and the instruments of labour does not,
in the process of production, undergo any quantitative
alteration of value. I therefore call it the constant part of
capital, or more shortly, constant capital.

“On the other hand, that part of capital represented by
labour power does in the process of production undergo an
alteration of value. It both reproduces the equivalent of
its own value, and also produces an excess, a surplus value,
which may itself vary, may be more or less according to
circumstances. This part of capital is continually being
transformed from a constant into a variable magnitude.
I therefore call it the variable part of capital, or, shortly,
variable capital.’”’?

Without constant capital it is impossible to create surplus
value, since labour power can be brought into activity only
in conjunction with the means of production. None the
less, although, as we have seen, constant capital is an in-
dispensable condition in the creation of surplus value, of
itself it cannot create surplus value. The latter is created
only by labour. Consequently, no matter how large the
sum of constant capital, not by one iota can it change the sum
of surplus value, either to increase it or to decrease it. If
we want to find out the degree of a capitalist’s exploitation
of a worker, we can entirely leave out of account the question
of how much the capitalist has expended on constant capital,
and need only know the magnitude of the value of labour
power (or, what is the same thing, the value of the variable
capital) and the magnitude of surplus value.

The extent of the exploitation of the worker can be ex-
pressed in the form of a relationship between these two
magnitudes, between surplus value and variable capital (or
in other words, between the surplus and the necessary labour
time).

That relationship expressed in percentages is called the
rate of surplus value, or the rate of exploitation.

We will explain this by an example, at the same time

Y Capital, vol. 1, p. 232, 1926 ed.
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taking the opportunity to recall certain conventional
signs which are accepted in Marxian political economy.
Assume that in a certain capitalist enterprise the value

of the machinery and buildings equals five hundred pounds,
the raw materials and other auxiliary materials cost one
hundred pounds, the value of the labour power is equal to
two hundred pounds, and the surplus value is equal to one
hundred pounds. As it is customary to indicate constant
capital by the letter c, variable capital by the letter v, and
surplus value by sv, we can write :

¢ =£500-4-£100=£600

v =£200

sv=£T00

As we already know, the rate of exploitation is equal to%

»

. 100 . . —
the present instance 700 OF expressing this relation in per-

(o]
@_;(_01000_/0 =50%,. That means that for
every hour during which the worker works up the value of
his labour power, there is half an hour during which he
creates surplus value for the capitalist. Obviously with
v and s constant the degree of exploitation would remain
the same, even if the value of the means of production
changes.

centages, we get

20
Absolute and Relative Surplus Value.

We have discovered the source whence the capitalist’s
profit is derived, and we have given a definition to the con-
ception of ““ capital " itself. Now we have to consider the
various ways of increasing surplus value.

Inasmuch as surplus value is the object of the capitalist
method of production, it is superfluous to mention that the
everlasting dream of every capitalist is to obtain as large a
quantity of surplus value as possible. What methods of
increasing surplus value are there ? We know that a worker’s
day can be divided into two parts: the first part being the
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necessary time in which the worker produces the value of
his labour power, the second being the surplus time in which
he creates surplus value for the capitalist.

We will represent this in the form of a graph :

Necessary time. Surplus time.

5 hours 5 hours

The rate of surplus value is equal to 3 or 1009,.

How can we increase the rate of surplus value ? This can
most easily be done by increasing the surplus time, in other
words, by lengthening the working day, in the present case
beyond the ten hour limit, by two hours, say :

Necessary time. Surplus time.

5 hours 5 hours 2 hours
7 hours

Then the surplus time increases to seven hours and the
rate of surplus value will be equal to % or 140%,

This method of increasing surplus value by means of
lengthening the worker’s day is of great attraction to the
capitalist, since it calls for no additional expenditure what-
ever on his part in the direction of equipping the factory,
the obtaining of new machinery, etc. ‘ Capital,” says Marx,
‘“is dead labour, that, vampire-like, only lives by sucking
living labour and lives the more, the more living labour it
sucks.”t And wherever capital has the opportunity of taking
the road of lengthening the worker’s day it goes that road.

The lengthening of the working day is the favourite road
of capitalism, and even to-day in the most backward
countries. None the less, no matter how great that passion

1Capital, vol. 1, p. 257, 1926 ed.
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and desire for surplus value which dominates capital and
which inflames it in the measure of its exploitation of labour
power, the lengthening of the working day cannot be effected
to an unlimited extent and comes up against definite
limits.

What are those limits? The first is of a physical, the
second of a moral nature. No matter how much the capita-
list may desire to prolong the working day to infinity, un-
fortunately for him there are only twenty-four hours in
the day, and even capital, which still “ can do all things " in
this world, has no power to extend the day beyond that
limit. But a still greater disillusionment awaits the capita-
list : in order to maintain his sole commodity—his labour
power—in a fit condition for work, the worker must have
several hours at least for sleep, rest, nourishment, in a word,
for at least a partial restoration of his expended energy.
And that minimum time, absolutely indispensable for the
restoration of purely physical energy, that physiological
minimum, is the first limit of the working day.

The moral limit is the definite cultural level, determined,
as we have already explained, by the historical conditions
of the development of capitalism in the particular country
concerned. Within these limits, determined on the one
hand by the physiological minimum, absolutely indispensable
to the restoration of physical energy, and on the other by
the cultural level, the length of the working day may
fluctuate.

In addition to the method of lengthening the workers’
day, the capitalist may also increase his absolute surplus
value by raising the intensity of labour.

The capitalist can obtain an increase in the intensity of
labour by all kinds of measures : he appoints thousands of
supervisors to stand over the worker, fines him for every
stoppage with all manner of fines ; where threats are of no
avail, he strives to catch the worker with cunning, by all
kinds of rewards, and various methods of payment, con-
cerning which we shall have more to say in the section on
wages. And finally, he strives to organise his production so
that, independently of the worker’s wish, he must work at
the maximum intensity. The modern machines, working
swiftly and incessantly, afford the worker no opportunity



SURPLUS VALUE IN CAPITALIST ECONOMY &1

to ‘“ dodge " his work, since the least stoppage threatens
innumerable complications, and may sometimes even cost
the worker his life.

But it has to be said that strictly speaking, together with
the growth in intensity of labour grows also the value of
labour power. Any kind of labour involves the expenditure
of a definite quantity of energy on the part of the worker.
The more intensive the labour, the greater the energy ex-
pended by the worker. But a large expenditure of energy
demands better nourishment for the restoration of the
expended forces, in other words, it demands an increase
in the means of existence indispensable to the production of
the worker’s labour power.

However, it does not follow from this that it is not advan-
tageous to the capitalist to increase the intensity of the
worker’s labour. For first and foremost, the intensity of
labour may increase, within certain limits, more swiftly than
the value of the labour power.

Even if the intensity of labour grows only as swiftly as the
value of the labour power, there is also an advantage to the
capitalist thereby.

Assume that formerly one worker created two shillings of
necessary product and two shillings of surplus product.
Grant that the intensity of labour is doubled and the value
of the labour power is also doubled. Then the worker will
create four shillings of necessary and four shillings of surplus
product. And although the rate of exploitation remains-
the same (1009%,), the capitalist will now be receiving twice
as much surplus value from every worker.

Take into consideration the fact that the expenditure on
the machinery and buildings may still remain the same;
the capitalist’s profit becomes still more obvious.

Both the lengthening of the working day and the raising
of the intensity of labour come more and more up against
the organised resistance and opposition of the workers,
as time goes on and capitalism develops. This circumstance
forces the capitalist to resort to other measures in order to
increase the quantity of surplus value obtained from the
worker. What other measures are possible besides the
lengthening of the working day ? Let us consider our graph
again :
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Necessary time. Surplus time.
5 hours. 5 hours.
I N N U N N N S O
IR B

5

The rate of surplus value is —; or —5-=IOO%.

The dimension—%—can be increased not only by alengthening

of the worker’s surplus time beyond the limit c, but also by
other methods, e.g. by a reduction of the section AB, con-
stituting the necessary labour time. We will assume that
the capitalist has succeeded in reducing AB to four hours.

Necessary time. Surplus time.
4 hours. 6 hours.
B c
% N T O A A
A : ' k
Fr
v s

It is obvious that —}is increased and will be equal to six

hours, although the length of the entire period Ac remains
unaltered. This means that owing to the reduction of
necessary time, surplus time has automatically been in-
creased, and the rate of surplus value, the rate of exploitation,
has grown to 6 : 4, or 1509,. As we see, the prospect is no
less attractive to the capitalist than that of the first case.

Marx says: “ The surplus value produced by prolongation
of the working day I call absolute surplus value. On the
other hand, the surplus value arising from the curtailment
of the necessary labour time, and from the corresponding
alteration in the respective lengths of the two components
of the working day, I call relative surplus value.”’1

L Capital, vol. 1, p. 345, 1926 ed.
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21
The Creation of Relative Surplus Value.

What are the concrete methods by which the capitalist
obtains an increase in the relative surplus value and a
reduction in the necessary labour time ?

It must be remembered that we are always starting
from the assumption that labour power is paid according
to its full value, i.e. according to the value of those means
of consumption which are necessary to its reproduction.
Consequently, the possibility of cutting down the neces-
sary time at the cost of lowering the payment below
the value of the labour power must, for the time being,
be completely excluded from our consideration. In such
conditions the reduction of the necessary labour time is
possible only by lowering the actual value of that labour
power. This reduction may be achieved by a reduction
in the value of the worker’s articles of consumption: his
food, clothing, boots, and so on. But the value of articles
of consumption can be lowered only if a smaller quantity of
labour is expended on their production; this is possible
by an increase in the productivity of labour. In distinction
from an increase in its intensity, an increase in the pro-
ductivity of labour is achieved not by a greater expenditure
of labour on the part of the worker, but by an improvement
in the conditions of labour: the introduction of new
machinery, improvements in the disposition of the machinery,
the elimination of superfluous and inexpedient movements,
better lighting, ventilation, and so on. With all these im-
provements the worker may produce more commodities
with the same expenditure of energy. But bear in mind that
in order to achieve a lowering of the value of labour power
it is an indispensable condition that the increase in the
productivity of labour should be effected either in those
spheres which produce the workers’ articles of consumption,
or else in those which produce the means of production for
those spheres. A reduction in the value of expensive carpets,
pianos, diamonds, and other luxury articles obviously can
have no influence on the value of labour power.
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Together with a reduction in the value of labour power, a
rise in the productivity of labour in one individual factory
is advantageous to the capitalist by reason of the fact that
in selling the commodity he can pocket the difference between
the social value of the commodity and its individual value.
(We have already dealt with this in connection with the
question of individual and socially-necessary labour.) This
surplus provides the capitalist with additional surplus value.

But in this case also the increased production of surplus
value arises out of a reduction in the necessary labour time
and a corresponding prolongation of surplus labour. Take
any enterprise, which we will call A, and assume that the
working day at this enterprise is divided into the necessary
and surplus time thus:

Necessary time. Surplus time.
5 hours. 5 hours.
B c
N
A ! : ] 4
L b
v s

We further assume that the productivity of labour in this
enterprise corresponds to the average social conditions of
production. The average socially necessary time expended
in the production of a unit of the commodity—one yard of
cotton goods, say—is half an hour. Consequently under
these conditions in the course of the ten-hour day twenty
yards of cotton goods will be produced. If we assume that
the money expression for one hour is two shillings, one yard
of material will cost one shilling, and the whole twenty
yards will cost twenty shillings. Of these twenty shillings
ten will go to the payment of the value of the labour power
and ten will constitute surplus value for the capitalist.

Now let us assume that owing to the introduction of
certain technical improvements the productivity of labour
in our enterprise is doubled, so that in the course of a ten-
hour day with the same expenditure of labour, the worker
now creates twice as much material : ie., forty yards
instead of twenty. For one yard of material produced in
our enterprise the labour time now expended is not thirty
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minutes, but only fifteen, and consequently its price ought
to fall to sixpence. However, in so far as the increase in
the productivity of labour has only affected one enterprise,
to that extent the socially necessary time remains unchanged.
As we know, the commodities on the market are sold not
according to individual, but according to the socially
necessary time. Consequently, the capitalist, the owner of
enterprise A, sells his material not at sixpence, in order
to correspond with its individual value, but at one shilling
the yard, and for his forty yards of material he receives
forty shillings. So that, as the result of the exploitation of
labour during the ten-hour working day our capitalist re-
ceives forty shillings, whereas before the introduction of
the technical improvements he received only twenty
shillings. Despite this, he continues to pay the worker
ten shillings, since the value of the labour power has not
changed. And that means that in order to produce the
value of his labour power, the worker now expends not
half the working day, but only one quarter (forty shillings:
ten shillings=four), or only 2.5 hours out of the ten-hour
day. Representing this by means of a graph, we get the
following :

Necessary Surplus
time time.
23 IToursi ] ‘ 7% lflours’. l ‘ I
l
Forrr b l+

7:5

The rate of surplus value —§~w111 be equal to2= 25 or 300%.

It goes without saying that the capitalist will only receive
such an enormous excess of surplus value so long as the
same productivity of labour is not achieved at other factories.

We have seen that absolute surplus value is the result
of the most unrestrained exploitation of the working class,
the lengthening of the working day, and the increase in the
intensity of labour. Because of this, absolute surplus value
acts as a brake in the development of the productive forces
of capitalist society, since the capitalist, who is already

G
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receiving an enormous profit from this exorbitant exploita-
tion of the worker, is not interested in improving the
technique of his enterprise. '

It is otherwise in regard to relative surplus value. Relative
surplus value arises in consequence of an increase in the
productivity of labour and connotes technical progress. It
is not by any means love of progress which drives the capita-
list into an improvement of the technique of production, but
his insatiable avidity for excess surplus value.

The enormous technical progress, the permanent re-
volution in the means of production by which the develop-
ment of capitalism is accompanied, are not the subjective
aim of the capitalist, but the objective result of the ruthless
competitive struggle which develops among capitalists in
the chase after surplus value.

22
The Growth of Exploitation. Taylorism.

Hitherto in speaking of the exploitation of the worker we
have assumed that his labour power is paid according to its
full value. Later we shall see that this is by no means so, and
that the surplus of labour power available often allows the
capitalist to be unconcerned whether the worker can restore
his labour power or not, since if one worker cannot stand the
pressure, his brother, the unemployed worker, can take his

lace.

P Hence the exploitation of the worker is in reality still more
terrible than we have so far indicated. The development of
capitalism brings with it an intensification of that exploita-
tion, although the payment for labour power may occasion-
ally increase also. But in paying the worker more than
before, the capitalist compels him to work still more than
before.

The introduction of new machinery, which one would
imagine ought to lighten human labour, in reality worsens
the workers’ conditions of labour. In the first place the new
machine frequently deprives many workers of their work.
In addition, as technique develops the worker becomes trans-
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formed more and more into a mere accessory to the machine.
He must adapt the fempo (the speed and intensity) of his
labour to the fempo of the machine itself ; the intensity of the
worker’s attention reaches the highest limits ; the slightest
delay, as we have already indicated, threatens serious conse-
quences, since the action of all the machines is strictly co-
ordinated.

In the modern Ford factories the so-called conveyer
system is particularly widely applied ; an endless platform
passes from one department to another and supplies the
worker with materials for his work (iron, for example), the
finished work (a turned axle, for instance) is put back on the
platform and passes into the next department, where the
article is subjected to further working up (the wheels are
fitted to the axle, for example), and so on. The moving con-
veyer, continually supplying material and demanding its
working up within a certain period, acts better than verbal
orders.

Here in very deed man is transformed into an automaton,
into a soulless accessory to a machine.

A particularly vigorous intensification of labour occurs
under the Taylor system, which under the name of *“ scien-
tific organisation of labour,” and ““ rationalisation of produc-
tion,” is being more and more widely adopted not only in its
homeland, America, but in Europe also.

This system includes a whole series of measures which
increase not only the intensity of labour, but also its pro-
ductivity.

By eliminating a number of defects in machinery and
instruments, and endeavouring to arrange them so that the
worker should not have to spend much energy in running
after tools or bending down to search for materials, and by
the scientific arrangement of lighting and ventilation, this
system makes it possible to obtain an increase of output
without a growth in the intensity of labour.

But the capitalist is always pursuing the aim of ensuring
a growth of output with as little expenditure as possible.
Productivity of labour alone is insufficient for him, and so
he resorts to all possible artifices to spur on the worker and
to increase the intensity of the latter’s labour. We shall have
more to say about these measures in the section on wages.
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How far the growth of technique has worsened the condi-
tions of life for the working class, how far the intensification
of labour is growing, is shown if only by the statistics on the
worker’s length of life and his capacity for work. These
statistics testify to the extraordinary deterioration of the
organism of the present-day worker.

The extraordinary tension of the nervous system results
in very widespread nervous complaints among the working
class. Inorder to maintain their powers the workers, particu-
larly in the “ foremost ”’ capitalistic countries, resort to all
kinds of stimulants, thus burning themselves up for the bene-
fit of capitalism.* The majority of the workers in modern
capitalist society lose their capacity for work between
the ages of thirty-five and forty; in America it is
customary not to take on a man with grey hair, since usually
such workers are not in a condition to work.? Meanwhile,
among the independent classes a man of thirty-five to forty
is just getting on to his feet, as is the customary expression ;
the majority of scientists and bourgeois politicians are just
beginning their career at that age.

Despite all the ““ conquests *’ of the working class in the
foremost capitalist countries, the life of the workers is so
unenviable that a German writer has spoken of it as
follows :

* Fortunately for him, the American worker dies young—
fortunately for him, because the fate of a beggar, suicide,
lunatic or enforced criminal awaits him. If anyone wishes to
see a picture of a human being dying in despair, let him
glance into the lodging house of Kansas City or Clark Street
of Chicago ; let his curiosity be aroused as to the formation
of the bread line before the gates of the soup kitchens of the
Salvation Army and the various missions which distribute
portions of bread and soup, the long queues embracing whole
districts, numbering two or three thousand men, silently and

1 0. A. Yermansky states, according to Hollitshire, that many
American workers spend as much as two pounds a month on arsenic
for use as a stimulant. (O. Yermansky, The Scientific Organisation of
Labour and the Taylor System, p. 60.) It was worth winning an extra
two pounds from the capitalist in order to poison oneself.

2 ' American workers often dye their hair in order to conceal their
grey hairs, and those who do not possess the means, resort to ordinary
boot polish.” (Ibid., p. 60.)
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patiently awaiting their turn.”” And this was written in 1913,
before the war.

But the pictures of pre-war pale to insignificance before
the post-war situation of the working class.

‘“ The rationalisation of production,” which was pro-
claimed and carried through first in Germany, and then in
Italy, France and Britain, connotes the transference of all
the attractions of American Taylorism and Fordism to
European soil.

The result of this is in the first place an extraordinary
increase in the intensity of labour. But the essence of capital-
istic *‘ rationalisation "’ in production is not restricted solely
to the increase in the intensity of labour.

It would appear to be quite natural that since the intensity
of labour has been increased to such an extent as to “ suck
all the juice ”’ out of the worker, the working day should be
reduced and the wages raised.

In reality we not only do not observe a reduction of the
working day, but on the contrary we are the witnesses of its
prolongation to the maximum.

In a number of countries, Italy, Britain, Germany, etc.,
we have a ruthless attack on the part of the bourgeoisie on
the eight-hour working day, as the result of which this most
valuable conquest of the European workers’ movement,
achieved by it at the cost of a stubborn struggle and heavy
sacrifices, has been almost entirely lost. In many countries
the working day already reaches ten, twelve, and even
fifteen hours.

Farther on, in the chapter on wages, we shall see that to-
gether with an increase in the working day, capitalist
rationalisation has been accompanied by a no less severe
reduction in wages.

All these facts testify more and more to the fact that the
sole way out of the situation in which the working class finds
itself is the annihilation of capitalist relationships, and of all
forms of exploitation that go with them.
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MATERIALS FOR STUDY IN CONNECTION WITH
CHAPTER I

1. We have demonstrated that surplus value cannot arise out
of exchange, by means of additions to the prices of commaodities.
Can we accept this, when our everyday experience tells us that
the merchant always sells his commodities for more than he has
paid for them?’

2. If you consider it proved that surplus value cannot arise out
of exchange, how do you understand the following words of Marx :
It is therefore impossible for capital to be procured by circula-
tion, and it is equally impossible for it to originate apart from
circulation. It must have its origin both in circulation and yet
not in circulation.” {(Capital, vol. 1, p. 184, 1892 ed.)

3. In what respect is the worker under capitalism distinguished
from a slave, a serf or an artisan ?

4. Can it be affirmed that the maintenance of the family, the
maintenance of the worker’s cultural level, and so on, enter into
the value of labour-power, when in reality we have never known
a capitalist to pay a worker with a family more than one without,
or a cultured worker more than a backward worker, etc. ?

5. If the capitalist pays the worker the full value of his labour-
power, can he then receive surplus value ?

6. What is the difference between labour and labour-power ?

7. In his pamphlet, The Problem of Capital in Soviet Industry,
P- 99, A. M. Ginsburg gives the following definition of capital :
* Capital is nothing else than accumulated labour, applied for the
purpose of further production.” Do you agree with this definition
of capital ?

8. In his book Modern Capitalism and the Organisation of
Labour, 2nd edition, p. 39, Rubinstein cites the following exam-
ples of the influence of technique on the productivity of labour:
“ If you take the productivity of a hand-knitter as 1 (15,000
stitches in ten hours), the productivity of a hand-knitting
machine will be g5, that of a knitting machine will be 2,000, and
that of an automatic machine 3,000.”

After this is it possible to declare that machines do not create
surplus value, and that it is only created by the labour of a
worker ?

g. What is the difference between the intensivity and the
productivity of labour ?

10. We know that the rate of surplus value can be increased by
a lengthening of the working day, an increase in the intensivity
of labour and an increase in the productivity of labour. Which of
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these methods is most acceptable to the capitalist, and which to
the worker, and why ?

MATERIALS FOR READING

A. The Production of surplus value. Capital. Passage from vol. i
of Capital, ch. 5, pp. 215, 1926 ed., et seq. Begmmng “ Let
us examine the matter more closely

B. Constant and Variable Capital. Passage from Capztal vol. i,
ch. 6, pp. 231-3, beginning : * It is otherwise. . . .” down
to *“ as constant and variable capital.”

C. Rate of surplus value. Passage from Capital, vol. i, ch. 7,
pPP- 239-72, beginning: “ We have seen , . . ” down to
““ by the capitalist.”

D. Absolute and relative surplus value. Ch. 10, vol. i, of Capital.



Chapter 11

SURPLUS VALUE IN THE U.S.S.R.

23
A general characterisation of the economy of the U.S.S.R.

Now that we have made an acquaintance in broad outline
with the essence of surplus value—that specifically capitalist
form of exploitation—the question naturally arises : to what
extent is the category of surplus value applicable in the
economy of the U.S.S.R.?

In order to answer this question we need to have, at least
in broad outline, a characterisation of the economy of the
U.S.S.R. Evenin 1918 in the dispute with the *“ Left ”’ Com-
munists, Lenin defined the U.S.S.R. economy as a tran-
sitional one from capitalism to socialism. ** I think,” he
wrote, ““ no one so far who has dealt with the question of
Russia’s economic system has denied the transitional
character. But what does that mean ? In application to an
economy, does it not connote that in the given system there
are elements, particles, morsels of both capitalism and social-
ism? Everyone will admit that that is so. But while recog-
nising this fact, not everyone stops to consider what exactly
are the elements of the various social-economic forms which
are to be found in Russia. But that is the very crux of the
matter.

' We specify those elements :

‘1. Patriarchal, i.e. largely self-sufficing, peasant
economy.

“ 2. Petty commodity production (this includes the
majority of those peasants who sell grain).

3. Capitalist production.

4. Elements of State capitalism.

5. Elements of Socialism,
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“ Russia is so large and so variegated that all these
social-economic forms are intermingled within it. The
peculiarity of the situation consists in that very fact.”

The content of the first three social-economic forms will
not be challenged, and consequently have no need of com-
mentary. But to the question of what content Lenin gave to
the conception of State capitalism and socialism leads to
great differences of opinion. The view exists that the concept
‘“ State capitalism "’ embraces the economy of the U.S.S.R.
as a whole, so that from this viewpoint State industry also
must be regarded as part of the concept of State capitalism.

What was Lenin’s view of this question ? First and fore-
most the quotation already given, with its five forms, where
‘ State capitalism "’ occupies the fourth place as an equal
among the other forms, would seem to afford some justifica-
tion for understanding the concept “ State capitalism ”’ not
in a broad, but in a limited sense.

And Lenin has given exact and unequivocal indications of
what he understood by the words “ State capitalism.”

In the first place Lenin has given the following general
definition of State capitalism: ‘* State capitalism is that
capitalism which we are able to restrict, the limits of which
we are able to fix ; State capitalism is bound up with the
State, and the State is the workers, the leading section of the
workers, the advance guard—it is ourselves.” Consequently
by State capitalism in Soviet conditions Lenin understood
capitalism under the control of the worker’s State.

But he did not confine himself to this general definition.
In his pamphlet on the agriculture tax, written in 1921, he
specifies the concrete forms of State capitalism for that
time.

In the first place Lenin related concessions to State capital-
ism: * What is a concession in the Soviet system, from the
viewpoint of social-economic forms and their correlation-
ship ? ”” he wrote. ‘‘ It is an agreement, a bloc, an alliance of
the Soviet, i.e. the proletarian State power, with State capi-
talism against the petty private-ownership (patriarchal and
petty-bourgeois) elements. The concessionaire is a capitalist.
He carries on his business in a capitalist way, for the sake of
profit ; he accepts the agreement with the proletarian
Government either for the sake of receiving extra profit
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above the ordinary, or for the sake of obtaining the raw
materials which otherwise it would be impossible, or at least
extremely difficult, for him to get. The Soviet power gets an
advantage in the form of the development of productive
forces, and an increase in the output of products.”

Further, Lenin included in State capitalism the attraction
of the private trader on a commission basis to organise the
disposal or purchase of products, and the leasing of State
enterprises to private capital.

““ We take the third * form of State capitalism,” he wrote.
‘“ The State attracts the capitalist as a trader, paying him a
commission for the sale of State products and for the pur-
chase of the products of the small producer. The fourth
form: the State leases to the capitalist an establishment or
business belonging to the State, or part of a forest, land, and
so on.”

Not only did Lenin define and render concrete the concept
of ““ State capitalism ”’; he clearly and unequivocally re-
ferred to Soviet State industry as a socialist form of economy.

To begin with, among the five forms he mentioned the
socialist form. If State industry is to be classed as ““ State
capitalism ” it is difficult to see what Lenin understood by
this socialist order. If Soviet State industry is not socialist
industry, what is it ? Or if there be no socialist form what-
ever in the economy of the U.S.S.R., why did Lenin give it
a separate independent classification among the other forms ?

But that is not all: in his article “ On Co-operation ”
Lenin calls the Soviet State enterprises *“ enterprises of a
logically socialist type,” and in parentheses he explains that
he is referring to those enterprises which are characterised by
the following features: ‘‘ Both the means of production and
the land on which the enterprise stands, and the entire enter-
prise as a whole, belong to the State.”

Thus we have established that among the State-capitalist
forms Lenin included only such enterprises as concessions,
those leased, and those subject to any form of exploitation

1Lenin, in the 1921 conditions, in this pamphlet called co-opera-
tion the second form of state capitalism. The question of the nature
of co-operation and its significance in the work of socialist construc-
tion will be considered partly in the chapter “ On capital and profits

in the U.S.S.R.” and partly in the chapter *“ On Socialist Accumu-
lation.”
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by private capital, on the basis of a definite agreement, and
under the control of the State; while he included Soviet
State industry as a socialist element.

But he regarded the Soviet economy as a whole as being a
transitional one from capitalism to socialism.?

After what has been said it is clear that it is impossible
to give a general answer to the question of how far we can
talk about surplus value in the U.S.S.R., or an answer which
would be identical for all the * forms ”’ of which the Soviet
economy is composed. Varying answers have to be given,
according to the different productive relationships character-
ising each “ form.”

24

The Question of Surp‘lus Value in the State Industry of the
US.S.R.

We are naturally most interested in the question whether
the category of surplus value is applicable in the State
industry of the U.S.S.R., and how far Lenin was right in
relating the latter to the socialist elements. In order to
answer the question we must recall the essence of those pro-
ductive relationships which are concealed behind the
category of surplus value, so as to compare them with
the productive relationships which exist in Soviet State
industry.

What are the productive relationships concealed behind
the idea of surplus value? Surplus value presupposes, first,
the existence of value generally, i.e. of commodity exchange
relationships ; secondly, the concentration of the means of
production in the hands of the capitalist class ; and thirdly,
the existence of wage-labour. All these factors together con-
dition the appearance of the surplus value acquired by the
capitalist. In this the essence of capitalistic exploitation con-
sists. Without this specific relationship there is not, and
there cannot be, any capitalism.

Now consider the relationships which exist in Soviet State

1 Later on we shall see that in the U.S.S.R. economy the socialist
elements predominate over the other elements.
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enterprises and compare them with capitalist enterprises. We
begin with the first characteristic conditioning the existence
of surplus value : the presence of commodity relationships,
regulated by the law of value. It seems to us that this
symptom has no decisive significance whatever in answering
the question as to the existence of surplus value in the State
industry of the U.S.S.R. It is true that without the existence
of commodity relationships, without the existence of value
generally, it is absurd to talk of surplus value ; but on the
other hand not all commodity relationships presuppose
the presence of capitalist relationships and the existence
of surplus value. We recall that simple commodity
economy which we considered in the section on value, and
partly in the section dealing with surplus value. There we
have the presence of commodity relationships, regulated by
the law of value, and at the same time surplus value is non-
existent. This can be applied in its entirety to the State
industry of the U.S.S.R. also. The existence of commodity
relationships in the State industry of the U.S.S.R. and all
the consequences arising therefrom in the form of currency
circulation, a banking system and so on, cannot of them-
selves testify to its capitalist nature. Thus the question of
whether or not the idea of surplus value can be applied to
the State industry of the U.S.S.R. can be answered apart
from the question of the extent to which commodity relations
dominate and the law of value operates in the U.S.S.R.
economy generally, and in State industry in particular.?

We shall be justified in classifying Soviet State industry as
capitalist or State capitalist only if, in addition to commodity
relationships, we discover in it the existence of the other two
symptoms also characteristic of the surplus value category :
i.e. a capitalist class and wage-labour. We must now con-
sider the second symptom: the existence of a class of
capitalists.

A capitalist class which owns the means of production is
non-existent in Soviet State industry. Its owner is the work-
ing class, organised in the State. Thus the basic and deciding
symptom of capitalist relations—the existence of a capitalist
class—proves to be absent in Soviet State industry. And

1 This question will be dealt with in detail in the chapter *“ On the
regulator of Soviet economy "’ (par. 37).
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what is the situation in regard to the third symptom of
capitalist exploitation: wage-labour?

Inasmuch as we have no capitalists and the means of pro-
duction belong to the working class, we cannot talk of wage-
labour. Such a deduction may appear strange to many, even
after all that we have said. How can we deny the existence
of wage-labour in Soviet State enterprises, when everyone of
us knows from his own experience that Soviet workers are
also hired, conclude agreements, receive wages and so on,
just as under capitalism ? However, we already know how
frequently under one and the same external form absolutely
different relationships are concealed. Can we speak of wage-
labour in Soviet State enterprises in the sense in which we
apply it to capitalism? Wage-labour connotes that labour
power is a commodity. A commodity presupposes exchange
between two commodity owners, in the given instance be-
tween the capitalist, the owner of the means of production,
and the worker, the owner of the commodity labour-power.
In Soviet State industry the owner of the means of produc-
tion and subsistence is the working class, organised into a
State. The “ Red " directors and the administrative organs
which direct and administer the State enterprises are simply
employees, trusted by the working class. Each individual
worker is a component part of the working class. To whom
does he sell his labour power ? He sells it to the same working
class of which he is a component part, and which is the owner
of all State enterprises.

In order the better to elucidate this idea let us compare
a worker in a State enterprise with an artisan. By an analogy
with capitalist relationships we can divide the labour of an
artisan into the same parts as the labour of a worker in the
capitalist factory. That part of his labour which he expends
on the production of articles for his own use can be regarded
as the value of his labour power ; that which he creates over
and above this and expends, say, on the improvement and
development of his craft can be compared with surplus value.
But will these relations have anything in common with
capitalist relations? Nothing beyond a simple superficial
resemblance. All this can be entirely applied to the worker in
Soviet State industry, with the sole difference that an artisan
works individually, and proletarian production is collective.
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In the proletarian State the means of production and
existence are owned by the worker, and like the individual
artisan, he cannot exploit himself, nor sell himself his collec-
tive labour. Consequently, if we use such terms as wage-
labour in connection with Soviet industry, they characterise
only the superficial forms, behind which is concealed a com-
pletely new, a socialist relationship. This is not in the least
altered by the fact that that part of social production which
enters into the personal use of the worker largely depends
on the value of the means of consumption, which is deter-
mined on the basis of the customary market relationships,
i.e. just as is the value of labour power under capitalism. For
that part of production which an artisan consumes also
depends on market relationships, yet we do not on that
account classify the artisan among the class of wage-
labourers.

The fourth characteristic of capitalism consists in the
worker’s surplus labour being acquired by the capitalist in the
form of surplus value, because of his ownership of the means
of production and consumption, and then being expended by
the latter in satisfaction of his own personal needs, the main-
tenance of a non-productive population for his service, and
all forms of bourgeois institutions such as vessels, armies,
fleets, a State apparatus and so on, and finally in the develop-
ment of his enterprise. But where does the surplus labour of
a worker in Soviet industry go ? It goes for the improvement
of the existence of the workers, for schools, kindergartens,
evening schools for adults, workers’ faculties, universities,
hospitals, housing construction and for other cultural require-
ments which first and foremost serve to satisfy the needs of
the working class. A big part of the surplus product goes, it
is true, for the further development of socialist industry. But
the advantages from this development are also enjoyed by
the working class. The surplus product invested in this work
returns to that class in the course of time.

Finally, part of the *“ surplus value "’ goes for the needs of
the workers’ State, the maintenance of the State apparatus,
and the defence of the proletarian dictatorship. Inasmuch as
in a capitalist state the power belongs to the capitalists, the
maintenance of the State and its institutions is a service to
the interests of the bourgeoisie. Inasmuch as in the U.S.S.R
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the power is in the hands of the workers, so the satisfaction
of the needs of the State is a service to the interests of the
working class.?

The productive relations in Soviet State enterprises have
nothing in common with capitalist relationships beyond ex-
ternal form, and we cannot speak of Soviet industry either in
terms of exploitation or in terms of surplus value. What are
we to call that surplus labour which the worker hands over
to his State? Some propose to call it *“ surplus product,”
others insist on the retention of the old capitalist term
*“ surplus value,” and finally, yet others propose to introduce
the new term “ socialist surplus value.”” None of these terms
meet with the substance of the productive relations in Soviet
State industry. The term ‘‘ surplus product ** is not satis-
factory because its application presupposes a direct relation-
ship, and in the U.S.S.R. exchange still exists. As we have
seen from the foregoing exposition, ““ surplus value ”’ pre-
supposes the existence of capitalistic exploitation, which is
non-existent in the Soviet enterprises. The term * socialist
surplus value ”’ is a contradiction of terms, since under
socialism neither value nor still more surplus value will
exist.

For the moment we have to reconcile ourselves to the fact
that we have no term which corresponds to the productive
relationships existing in Soviet industry. And, consequently,
while availing ourselves of one or the other of the unsatis-
factory terms aforementioned, it is necessary continually to
bear in mind their conditional nature and their disharmony
with the socialist relationships which exist in Soviet industry.

We will continue to avail ourselves of the term ‘‘ surplus
product "’ in our further exposition, while remembering its
limitations. The pre-eminence of this term over the others
consists at least in the fact, as we shall see, that it correctly
indicates the tendency for Soviet economy to develop in the
direction of socialist relationships.

It is necessary to note that there is a contradiction
between form and content under capitalism also, and that

! It has to be noted that part of the surplus product of the workers
in State industry falls into the pockets of private capital through
private trade. This question will be considered by us in the section
on merchant capital and trading profits.
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such contradiction existed during the transition from
feudalism to capitalism.

Marx says: “ On the basis of capitalist competition it
becomes so much a matter of course to separate the value, in
which the newly added labour is represented, into the forms
of revenue known as wages, profit and ground rent, that this
method is applied . . . even in cases in which the conditions
required for these forms of revenue are missing. In other
words, everything is counted under these heads by analogy.’””*

In conclusion we must stop to consider one very wide-
spread error, which consists in the frequently unconscious
attempt to separate the idea of exploitation from the idea of
surplus value. From this viewpoint it would follow that there
is no exploitation in Soviet industry, but that there is surplus
value, since inasmuch as there exist market and exchange,
and consequently value, one can speak, they say, also of
surplus value without exploitation. We shall consider in
detail the question of how far value exists in the Soviet
economy in the following chapter. Here we only recall that
value is a property of any form of exchange economy, while
surplus value is peculiar only to the capitalist economy.

*The idea of exploitation can in no way be separated from
the idea of surplus value, since surplus value is nothing else
than the specific capitalist form of exploitation. Conse-
quently those who deny the existence of exploitation in the
Soviet State enterprises, yet simultaneously recognise the
existence of surplus value, get into a hopeless contradiction
of ideas, and transform surplus value from an historical
category peculiar only to capitalism into a general category
peculiar to any form of exchange economy.

Finally, the facts that the Soviet workers live in greater
poverty and on no higher a standard than the workers of
the foremost capitalist countries, and that the workers in the
State enterprises sometimes live under worse conditions than
the workers in private enterprises, are cited as proofs of the
non-socialist character of the productive relations existing
in Soviet enterprises. Those who adduce this objection are
again confusing two things. This or that level of material
circumstances is one thing, and the structure of social rela-
tionships is another.

1 Capital, vol. iii, p. 1020, Kerr ed.
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It is true that in consequence of a number of causes (par-
ticularly of the two wars: imperialist and civil) Russia
dropped so far in the sense of material welfare that it is
only now beginning to approach the pre-war level.

But the relations which obtain in Soviet State industry
do not become capitalist relationships just because the
workers are poor, any more than the comparatively high
wage in capitalist enterprises in any degree eliminates the
capitalist relationship. As Marx says: ‘ But just as good
food and clothing, good treatment and some savings do not
eliminate the dependence and exploitation of a slave, in
exactly the same way they do not eliminate the dependence
and exploitation of the wage worker.

In the same way the inequality which exists in Soviet
State industry between the payment to skilled and unskilled
labour, and to mental and physical labour, still does not
make those State enterprises capitalist, inasmuch as here
we do not have the existence of two classes, of which one is
living not by its own labour, but at the cost of the other
class. Complete socialism does not yet exist in Soviet
Russia, but even complete socialism is not Communism,
but only its first stage, and consequently even under
socialism one will have for a time to reconcile oneself to the
inevitability of material inequality. *“ Only in the higher
stage of Communist society,” says Marx, ““ only when the
hierarchy of individuals in the division of labour disappears,
and with it the contradiction between mental and physical
labour, when labour itself becomes the first vital require-
ment, and not merely a means of existence, when together
with the many-sided development of personality grow the
productive forces, and all the springs of social wealth flow
abundantly—only then will the narrow bourgeois conception
of right and wrong be completely discarded, and society will
write on its standard : ‘ From each according to his ability,
to each according to his needs.” ”
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25
Surplus Value in the other Forms in the U.S.S.R.

Now we have solved what is the chief question interesting
us, that of surplus value in the Soviet State enterprises, it
will not be difficult to resolve the similar question in regard
to the other economic forms.

We will consider the State capitalist enterprises.

It is obvious that here we have in general productive
relations reminiscent of the typical capitalist ones. Here we
have the capitalist, disposing of the means of production,
against whom is set the worker selling his labour power and
creating surplus value for the capitalist.

However, the circumstances that State capitalism is capi-
talism having certain relations with the proletariat State,
that the land, and sometimes the instruments of production,
are only ceded temporarily by the workers’ State to the
capitalist, that State capitalism generally is under the control
of the Soviet State—all these circumstances impose certain
specific features on State capitalism and provoke certain
peculiarities and alterations in its social essence. ‘“ State
capitalism in a society in which the power belongs to capital,
and State capitalism in the proletarian State are two distinct
ideas. In a capitalist State, State capitalism connotes that
capitalism is recognised by the State, and is controlled by
the State for the benefit of the bourgeoisie and against the
proletariat. In the proletarian State the position is reversed
in favour of the working class.”

The benefit which the working class derives from State
capitalism under its régime consists in the following :

First and foremost State capitalism conduces to the develop-
ment of productive forces. In addition, thanks to State capi-
talism the proletariat in power transfers part of the capitalist
surplus value to the funds of its own proletarian State. This
is effected by means of taxation, rent, and concession pay-
ments, etc.

It is obvious that inasmuch as part of the surplus value
created by the workers of State capitalist enterprises passes
to the State, i.e. is returned to the working class, that part
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ceases to be capitalist surplus value and has the same signi-
ficance as the * surplus product ”’ of the workers in State
enterprises.

The same can be said, albeit in much less degree, of purely
capitalist enterprises. In the first place, owing to a number
of legislative restrictions their development is kept within
certain limits. Secondly, part of the surplus value of the
capitalist enterprises passes into the funds of the proletarian
State, partly by means of taxation, partly through its supply
with raw materials or the instruments of labour or through
State trade.

But speaking generally, we have here typically capitalist
productive relationships, and the greater part of the surplus
product is transformed into typical surplus value.

We would seem still to be left with the task of analysing
the question of surplus value in the remaining two forms of
Soviet economy : in the “ natural ” and in the ** simple com-
modity ”’ forms. But in its essence this question has already
been resolved by all that we have previously said.

MATERIALS FOR STUDY IN CONNECTION WITH
CHAPTER II

1. Why is the fact that a worker employed in Soviet State
enterprises does not receive the entire product of his labour, but
gives part of it to the State, not to be regarded as exploitation ?
What is the error of the Mensheviks, who regard the Soviet State
as an exploiter of the working class?

2. If you consider that there is no exploitation in Soviet State
industry, can there be surplus value?

3. Can one deny the existence of wage labour in Soviet State
industry, when labour exchanges exist in the country, just as
they do under capitalism, for the purpose of selling and buying
labour-power, and when Soviet workers also receive wages and
$o on?

4. According to Pazhitnov, the wage of a railwayman in 1911
was, for European Russia, £39 10s. per annum; for Austria,
£61 x0s. ; for Germany, £76 8s.; and in the U.S.A., £140 8s. per
annum. In this regard, at the present time Russia is only just
approaching the pre-war level. Why can we not on the basis of
these figures draw the conclusion that exploitation exists in the
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State enterprises, considering that our workers are worse off than
those of the most advanced capitalist countries ?

5. Lenin more than once emphasised that * freedom of trade
is capitalism " ; trade exists in Soviet State industry also. Does
not all this testify to the fact that it is capitalist ?

6. In Soviet State enterprises one can come across workers who
receive £2, £7, and £20 monthly, while specialists receive £30 and
£50 monthly. Why cannot one draw from this fact the conclusion
that the better-paid workers and specialists live by exploiting the
worse-paid workers, although under Communism each will receive
according to his needs?

7. Attempt independently to solve the problem: Does the
category of ** capital ”’ exist in the Soviet economy ?



PART III
WAGES

Chapter 1
WAGES UNDER CAPITALISM
26
Wages as the Price of Labour Power. Forms of Wages.

THE object of any capitalist is profit. As we already know,
the sole source of profit is surplus value, created by the:
worker in the process of production. The capitalist can
appropriate this surplus value because he has at his dis-
position the machinery and means of production with-
out which the worker himself cannot apply his labour
power.

The whole secret of the production of surplus value con-
sists in the capitalist buying labour power and paying the
worker only for the value of that labour power, and not the
value created by his labour. Under the capitalist system
labour power is transformed into a commodity having a
definite value. But that value (like the value of any com-
modity) must find its expression in an equivalent, usually in
a definite sum of money, which is the price of the labour
power. This price of labour power is called wages.

Superficially it may seem that wages are payment not
only for labour power, but for all the work expended by the
worker in the course of the working day. This appears to
be so not only to the capitalist, who is vitally interested in
maintaining such an inaccurate conception of the essential
nature of wages, but sometimes even to the worker.

This happens because: (1) in return for his wages the
worker does actually give the capitalist his labour during
the whole of the day, and (2) the worker receives his reward
not before, but after the process of labour is concluded.
Thus the form of the wage masks and obscures the relations
which arise between the workers and the capitalists. But,
the true nature of wages as the price of labour power has
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already been adequately elucidated by us in connection with
what we have said on surplus value.

As we have said, the price of labour power, or wages, is
usually expressed in a sum of money, and in that case we
speak of wages in the form of money.

In the first stages of the development of capitalist society
there was also another form of wages, viz., wages in kind.
Under this form the worker did not receive money from
the capitalist in exchange for his labour, but a definite
quantity of products, either of those he himself had produced
in the factory, or products necessary to him and his family
(bread, clothing, etc.) which the capitalist bought for him on
the market.

With the development of capitalism the system of wages
in kind gradually died out.

Where wages take the form of money, it is obvious that in
determining the rate of wages what is important is not the
sum of money in itself, but the quantity of the real means of
existence which can be bought with it. If two workers, say,
one in Moscow and the other in Samara, each receives two
roubles a day, can we immediately say that their wages are
the same ? Superficially, judging by the sum of money which
they receive (or, as we say, the nominal wage) it would appear
to be so. But if we approach the question from a different
angle and estimate what a Samaran can get for his two
roubles, and what a Moscow worker can get, we see that this
is far from being so. The first thing necessary to a worker in
order to maintain his labour power is food. About half the
budget of a Russian worker is expended on food.* About a
quarter of his earnings goes for housing.? Both foodstuffs
and housing are cheaper in Samara than in Moscow. Thus
the real wage of the Samaran worker, in distinction from the
nominal wage, will in this instance be higher than the real
wage of the Moscow worker.

To the worker (and to the capitalist also) not only is the
form of payment for his labour power (in money or in kind)

1 47-94 per cent., according to an investigation of 1908 (N. Vigdor-
chik, Problems of Motherhood in capitalist society, quoted in vol. 2 of
National Economy, Kabo and Rubin, p. 290).

% 2301 per cent,, according to the same authority.
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important, but also the actual methods of reckoning his
wages.

In capitalist society two chief forms of reckoning are
kndwn : (1) time and (2) piece-work.

In the time form the worker receives his wage in exchange
for a definite number of days worked : one day, a week, a
month, etc.

In piece-work payment the worker is paid according to the
quantity of commodities made by him, as it were independ-
ently of the time he has expended on them.

What is achieved by this form of wages?

In time payment each individual worker is not particularly
interested in working more intensely. Whether he produces
more or less, the payment for the day will not thereby be
altered. In piece work he continually bears in mind that the
less he does the less he will receive.

Under the time-payment system the capitalist has to
maintain an entire army of supervisors, who watch to see
that the worker does not *“ dodge *’ his work ; in the piece-
work system this supervision is rendered unnecessary—the
system itself urges on the worker and compels him to work
harder. And the harder the worker works, the greater the
surplus value he creates for the capitalist, as we already know.

But how can one determine the payment which in piece-
work the worker receives for each unit of commodity made
by him ? It is easy to see that once the wage (as we indicated
in the previous section) has to provide the worker with the
value of articles socially necessary to the maintenance of his
existence, piece-payment must be reckoned in such a manner
that the average worker can receive so much in a day as is
necessary in order to restore his energy for the forthcoming
period. Assume, for example, that in a shirt factory every
worker makes on the average six shirts every day; and
grant that in order to maintain existence each needs four
shillings per day. It is obvious that an equilibrium in the
production of labour power! can be preserved only if each
worker receives eightpence for each shirt. And we will
assume that the capitalist fixes such a wage. Will every
worker confine herself to making six shirts in the day? As
the worker lives in continual need, each will strive to improve

1 Of course we presume that the demand is equal to the supply.
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her position, and will do her best to make as much money as
possible, some making, say, eight shirts and receiving
5s. 4d. per day. The diligent worker’s example will be fol-
lowed by others: a rivalry begins, each endeavours to sur-
pass the others, and as a result possibly a number of them will
make not eight shirts but more. What results? As the
average worker is now sewing eight shirts daily, in order to
continue her existence it will be enough if for each shirt she
receives four shillings divided by eight: i.e., sixpence.! If
after this the worker again ‘‘ speeds up ”’ and sews nine
shirts each day, the payment for each shirt will eventually
fall to 53d.

Thus the “ advantage ” which the workers receive from
piece work reminds one of the ‘‘ blue bird ”’ which the chil-
dren sought in Maeterlinck’s play : it often seemed to them
that they had found their blue bird, but as soon as they
caught it it turned from blue to grey.

The incredible intensity of labour connected with piece-
work has a pernicious reaction on the working class, leading,
as we have alrady seen, to chronic fatigue, nervous trouble,
and the premature exhaustion of the worker’s organism ;
apart from the lowering of wages, piece-work leads to com-
petition, jealousy and dissension among individual workers.
In reward for their zeal the workers may, moreover, find
themselves without work, since the intensity of the work
allows of the same work being carried on with a smaller
number of workers. In addition, under piece-work payment
the false conception of the very character of wages may be
strengthened : it appears that every article made by the
worker is paid for ; while actually the capitalist is paying
the worker only part of the value of the product made by
him. Itis obvious that as a result the actual fact of exploita-
tion is masked.

This is why the organised workers in capitalist countries
have for years carried on a struggle against piece-work, and
for its replacement by time wages.

1 We ignore the fact that with a rise in the intensity of labour the
quantity of necessary articles of existence rises somewhat. But as
we have seen (par. 21, sec. 2}, even in this case the capitalist loses
nothing by the intensification of labour which he has achieved
through piece work.
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In addition to these two forms of reckoning wages, which
are the chief forms, there also exist in capitalist society a
number of other forms.

With all their variety, these forms are all characterised
by the fact that their object is to conceal the class character
of capitalist society, to gloss over the actual fact of exploita-
tion, and by way of illusory baits to force the worker, with-
out external compulsion, to strain his powers and to increase
the intensity of his labour.

Among these forms the first and foremost is the so-called
Bonus system.

This consists in a definite rate of output per day being
established for the worker (returning to our shirt makers,
we will assume it to be six shirts). The worker receives a
definite wage per day (four shillings, say). But if the
worker produces above the rate, for each article turned out
he receives a ““ bonus.”

One hardly need say that such a system represents only a
variety of piece-work, and one which is worse than the
usual form of piece-work. The crux of the matter is that the
capitalist, who considers payment for output beyond the
fixed rate as a “ bonus ’ and not as the usual payment for
labour power, makes only an insignificant payment to the
worker for the extra output. If the shirt-maker sews an
extra two shirts, for her endeavours he gives her a shilling ;
and thus in actuality for each shirt turned out beyond
the rate he pays sixpence, whereas for each shirt turned out
within the rate he pays eightpence. If it happens that the
capitalist does pay a diligent worker according to each
article turned out beyond the rate, in that case as a general
rule he never pays the same price for it that he pays for the
basic output.

In addition to the bonus system we must also mention
the profit-sharing system.

This system consists in the worker receiving a basic wage,
and at the end of the year receiving from his master a
supplementary sum of money, which is alleged to be part
of the profits of the capitalist, returned by the latter to his
workers.

What lies behind this system of *“ profit-sharing " is easy
enough to see : the capitalist of course wishes his workers to
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work more diligently, in virtue of their being interested in
the profits of the enterprise; he also wishes to give the
workers the impression that their interests are in complete
accord with his interests.

It is obvious that this participation in profits is only an
illusory bait, and brings nothing but injury to the workers :
the percentage set aside by the capitalists is very small in-
deed, and of course the * basic” wage! is cut down in
anticipation to set off against it ; the worker frequently finds
himself tied down to his enterprise for a long period, since
the capitalist only makes the supplementary payment at
definite intervals (every year, for instance).

For that matter the workers themselves clearly recognise
the harm of this system, and it is not very widespread.

In conclusion we may mention yet another form of wages,
the so-called siiding-scale system. In this the level of the
wage is changed in accordance with the price of the com-
modity turned out by the workers. Without speaking of the
swindling tricks and cheating which can go on under this
system, we note that in this case the worker’s wage is made
to depend on the caprice of the market. In the sliding-scale
system the capitalist, struggling with his competitors and
lowering the selling price of his commodities, loads on to the
worker the risk associated with that lowering of prices.

27
Factors in Wages.

As we now see, wages are nothing other than the price of
a particular commodity : labour power. The wage-level,
like any other price, is in the last resort determined by value.
While an individual capitalist entering the market in order
to purchase labour power is chiefly preoccupied with paying

1 The capitalists themselves sometimes admit that the participation
of workers in profits is a fiction. ‘ For instance, the director of a
London gas company boasted at a meeting of the Chamber of Com-
merce that the workers’ participation in the profits of the factory

‘cost the shareholders nothing.”"” (O. A. Yermansky, Scientific
Organisation of Labour and Production and the Taylor System, 4th ed.,
p. 23, U.S.S.R))
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as low a price as possible for labour power (since the less
he pays the more surplus value will he receive), from the
viewpoint of capitalist society as a whole, and from the
viewpoint of its equilibrium it is important not only to
obtain labour power at the cheapest price possible to-day,
but also to ensure for capitalism an unbroken supply of
labour power, to guarantee its constant reproduction. That is
only possible if in exchange for its labour power the working
class as a whole receives such an equivalent as will allow
it to restore its energy again, and so again to place its power
at the disposal of the capitalist class.

If there were exactly as many workers as the capitalists
needed, every individual worker would receive exactly the
value of his labour power. But in practice this is not so,
since the supply and demand of labour power seldom corre-
sponds to each other ; or more truly they scarcely ever corre-
spond. So we get that the price of labour power, the wage,
is always deviating from its value, while at the same time the
value in this case, as in the case of any other commodity,
remains the point around which the price fluctuates.

In order to understand the circumstances on which the
magnitude of the workers’ wages in a capitalist society
depend, we must thus in the first place realise : (1) on what
the value of labour power is dependent, and (2) what are the
causes of the alterations in the supply and demand for labour
power, giving rise to incessant fluctuations of wages around
their value.

We already know the factors on which the value of labour
power depends. The value of labour power is determined by
the value of the means of subsistence necessary for its
reproduction.

But the situation on the labour market, the demand on
the part of the capitalist and the supply from the workers’
side, depend on a number of circumstances, and in the first
Place, of course, on the general condition of industry and the
national economy as a whole.

In a period of expansion, when the old enterprises are
being extended and new enterprises are being started, the
demand for labour power may grow. But as any extension
of production customarily is connected with an improvement
in its technique, and the introduction of new and better
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machinery, the demand for labour power grows much more
slowly than the growth of production itself; for a better
machine is introduced by the capitalist because it gives a
greater productivity and intensity of labour than the one it
replaces. Thus, assuming that the capitalist doubles the
production of his factory with improved machinery, he needs
not twice as many, but say only one and a half times as
many workers as before.

All this takes place during a period of industrial expansion.
But in the anarchical conditions of the capitalist system (as
later we shall see in more detail) the periods of flourishing
expansion are followed by periods of crisis, of depression in
industrial and economic life. Obviously during these periods
a sharp drop in the demand for labour power occurs. The
capitalist discharges large numbers of his workers.

It is obvious that the colossal army of unemployed which
clamours at the doors of the capitalists engenders such a
situation that even the fortunate man whom the capitalist
has left at work can no longer dream of receiving the full
value of his labour power.

What does it matter that with reduced wages the worker
can no longer reproduce his expended labour power? The
capitalist is no longer concerned with this. Let the worker
get out of the system,—a whole reserve army of unemployed
workers is ready to take his place, only waiting for the
capitalist to be merciful and to afford them the opportunity
of working ; in other words, the opportunity of subjecting
themselves to capitalist exploitation.

The worker’s position in regard to the level of his wages
is worsened also by the fact that the reserve of unemployed,
ready for the capitalist’s service, is further added to by the
intermediate classes of society, and first and foremost by
the peasantry and the town bourgeoisie. The reason for
this is that capitalism (ag we shall see in more detail later)
ruins these strata and drives them into the ranks of the
proletariat. But little cultured, with comparatively few
needs, unstable in the struggle with the capitalists, they are
made the victims of the most shameless exploitation on the
part of the capitalists, and simultaneously conduce to the
lowering of the wages of the other workers.

This (and also the incessant process of replacing the
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workers by machinery) explains the fact that unemploy-
ment is clamant not only during a period of depression, as
we have already said, but even in periods of the ““ normal ”
development of capitalism.

In the search for work enormous masses of unemployed
migrate from place to place. With the modern development
of means of communication they travel everywhere where
they can hope to find some kind of remuneration. In every
country is to be observed an unbroken migration of workers
from agrarian and peasant spheres into the industrial areas.

The migration of labour from area to area is not con-
fined to the borders of one state: from the economically
backward countries where there are enormous masses of
indigent peasantry, and a ruined petty bourgeoisie, masses
of unemployed struggle to enter the industrial countries,
where there is a shortage of labour power, or where labour
power is better paid. Thus Tsarist Russia, Poland, and
Italy for many years supplied labour power for the develop-
ing industry of America. During the last twenty years a
fresh mighty reservoir of labour power for world capitalism
has been opened up. We refer to the colossal human ocean
of the Eastern countries, and first and foremost to China and
Japan.

Such are the basic conditions of the labour market.

Although on this market the worker and the capitalist
both act as *“ equal ”’ commodity owners, the one as owner
of labour power, the other as owner of money, constituting
wages, none the less the predominance in this “ equal ”
struggle is far from being on the worker’s side. To begin
with, we have noted the capitalist’s monopoly of the means
of production, which is the factor that compels the worker
to sell his labour power, and we have pointed out the enorm-
ous reserve army which is customarily always ready for the
capitalist’s service and is an instrument conducing to the
reduction of wages. While taking all possible measures for
the intensification of labour, by improving technique, by
piece-work, the employment of female and child-labour and
the lengthening of the working day, the capitalist strives to
lower the wages or, in any case, to reduce the worker’s share
in the general mass of created value, thus increasing the
absolute or the relative surplus value.
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All these efforts, however, meet with the opposition of the
seller of labour power, i.e., the working class. To a cerfain
extent the extent of the worker's shave and the level of his wage
may depend on that opposition. The weaker the working class,
the less it is organised, the less its chances of success. The
capitalist has no greater advantage than when he is dealing
with disunited workers, each of whom is represented by him-
self in the struggle for his interests. The vital interests of
the workers themselves drive them to organisation for a joint
struggle with the capitalist who employs hundreds and
sometimes thousands of workers.

The first form of labour organisation to make its appear-
ance was the trade (or labour) union. Trade unions made their
first appearance about two hundred years ago in the country
where industrial capitalism developed earliest of all, namely
in Britain, and at the present time they unite an enormous
mass of some fifty million workers in almost every country
in the world.

The role played by the trade unions in the struggle to
raise the worker’s wages and to improve the conditions of his
labour is enormous.

The methods with which the trade unions carry on their
struggle are generally known. The first place is occupied by
the strike weapon.

Trade unions recognised by the capitalists obtain collective
agreements with them, covering conditions, wages, hiring
and discharge of workers, the length of the working day, etc.

The direct struggle with individual capitalists, or groups of
capitalists, through the trade unions is complemented by
the political struggle of the working class, by means of which
within the limits of the capitalist system success is achieved
in the direction of certain measures for the reduction of the
working day, the restriction of female and child labour, and
so on.

But it has to be said that no matter how great have been
the successes of the working class in the struggle for the
improvement of the conditions of labour and the increase of
wages, within the limits of the capitalist system they are none
the less extremely restricted.

The workers’ struggle for the improvement of their posi-
tion within the limits of the capitalist system comes first
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and foremost up against the fact that in addition to their
wealth, the capitalists have in their hands the State power
also, which will not allow the workers to go beyond * definite
limits.”” To the workers’ strike the capitalists of recent years
have begun to oppose their ““ lockout,” closing down the
factories and threatening the workers with death by starva-
tion.

In this regard the clearest example is provided by the
British miners’ lockout, in which the miners with unexampled
heroism stood for many months by their right to a seven-
hour day and the maintenance of the then existing level of
wages. The British bourgeoisie brought all means possible
into play to inflict defeat on the miners. The government,
parliament, the church, the press, the police, the army,
Russian white guards and even British trade union organisa-
tions and the compromising leaders at their head were
used by the bourgeoisie in this struggle against the British
miners. In the end the latter had to yield, brought to
this pass by starvation, poverty and the betrayal of their
own leaders. The defeat of the British miners served as a
signal for a fresh struggle against the working class both in
Britain, and in other countries. And one does not need pro-
phetic gifts in order to predict that the betrayal of this
struggle will lead to a still greater worsening of the situation
of the working class.

Later on, in the chapter on capitalist accumulation, we
shall see that the general basic tendency in the development
of wages under capitalism is the reduction of the workers’
share in the social income. By their labour the workers
create continually increasing masses of surplus value for the
capitalist, but the workers themselves receive a continually
diminishing share of that which they create. While the
worker in Europe and America certainly receives higher
wages to-day than fifty to a hundred years ago, this does not
controvert the fact of the decline in the worker’s share in the
total sum of income, since both the intensivity and the pro-
ductivity of labour have increased still more during that
period, and the sum of the capitalists’ income has grown
much more than the mass of wages.

The clearest illustration of this tendency comes from such
a flourishing country as the U.S,A, “ The general tendency
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to reduce the workers’ share in the national income has by
no means been avoided by the country of ‘ prosperous
capitalism,” the U.S.A.,” says Bukharin. ““ The enormous
growth in the productivity of labour which American
industry has achieved has not been accompanied by a
proportionate increase in wages . . . the average pro-
ductivity of one American worker grew by 30 per cent.
from 1919 to 1926, while (nominal) wages rose only by 1I
per cent.”?

In the chapter dealing with surplus value we have already
said sufficient about the delights which the growth of tech-
nique under capitalism brings the working class, delights
which often negate all the advantage of a rise in wages.

In capitalist Europe after the war we have to note not
only the relative fall in the worker’s share in the total sum of
income, but a reduction in the absolute magnitude of wages.

Thus, according to figures cited by G. Zinoviev at the
sixth Plenum of the Executive of the Communist Inter-
national on zoth February, 1926, the real wage of European
workers in comparison with the pre-war level was at the
end of 1925 as follows : Britain, gg per cent.; France, g2
per cent. ; Germany, 75 per cent. ; Italy, go per cent.; the
Balkans, 50 per cent. At that time there were five million
unemployed in Europe.

During the two years which have passed since then the
position of the working class has by no means improved. We
have already mentioned the attack on the working class
which the British (and afterwards other) capitalists began
after the defeat of the British miners. We have also spoken
of what the latest “ rationalisation " in capitalist countries
is bringing the workers.

“ Here, for example, are the figures of the indispensable
monthly existence minimum of a worker’s family, and the
actual earnings, in Italy and Poland :

Poland. Italy.
Existence Minimum: 350-500 zloties. 900~1,000 lira.
Earnings : 200-300 ,, 200700 ,, '8

1 Bukharin, Capitalist Stabilisation and the Proletavian Revolution,

PP, 99-101.. - o
2 Bukharin, Capitalist Stabilisation and the Proletavian Revolution,

Pp. 99-101.
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Approximately the same difference is to be observed in
other countries.

All this goes to show that so long as the capitalist system
exists the workers will not be able to obtain a radical im-
provement of their position.

Only the destruction of the capitalist system and a change
over to a new society, not based on exploitation, can radically
change the position of the working class.

From what has been said it would be erroneous to draw
the conclusion that the economic struggle within the limits
of the capitalist system is of no importance whatever, and
that trade unions are quite unnecessary: besides the
relative successes we have already mentioned arising out
of the struggle for shorter hours, wages, etc., it also has to be
noted that the work of the trade unions educates the masses
of workers in organisation and struggle, and thus prepares
them for the final struggle for socialism.

It will become particularly obvious that only the over-
throw of capitalism can open new prospects for the working
class when we come to consider the question of wages and
the working conditions in the U.S.S.R.

MATERIALS FOR STUDY IN CONNECTION WITH
CHAPTER 1

1. According to the figures of the Central Statistical Depart-
ment, the average monthly earnings of a Russian worker from
1913 to 1916 were as follows:

1913 21 roubles 70 kopeks
1914 22 roubles go kopeks
1915 31 roubles 60 kopeks
1916 60 roubles

We know that over this same period the prices of commodities
rose. Taking 1913 as 100, prices in 1914 were 101, in 1915 prices
were 130, while in 1916 they were 203.

Work out what difference there was between real and nominal
wages during those years.

2. Why was it particularly important to distinguish the real

1 Figures taken from Strumilin’s article in the 3rd ed. of On New
Roads.

I
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from the nominal wage in the determination of wages in the
U.S.S.R. during the years 1921-23?

3. In the following table! the daily wages of the workers of
different categories in Moscow, Petersburg and London before the
war are given.

Trade. Moscow. Petersburg. London.
Turner — 2 1s. 15 kops. 2 18. 70 kops.
Locksmith ... — 1r. 95kops. 2 1s. 70 kops.
Carpenter ... 1r. 52 kops. 11. 87 kops. 3 1s. 50 kops.
Bricklayer ... 1r. 19kops. 1r1. 36 kops. 3 1s. 15 kops.
Labourer ... go kops. gb kops. 2 1s. 30 kops.

What conclusions can you draw from this table ?

How is the difference in the wages of a Moscow, Leningrad
(Petersburg) and London worker explainable ?

4. Taking the wages which the British worker received in 1913
as £I0, the wages of workers in other countries in the same year
were as follows :

£ s
American (U.S.A) .. .. .. .. 24 O
German .. . .. .. .. . 7 10
French .. - . .. . .. 6 8
Belgian .. . .o .. . . 5 4
Russian (approximately) .. . . 4 I0

Give an explanation of the difference in wages (endeavour to
make an analysis of the factors in the wages of each country,
on the basis of your information as to the situation of these
countries).

Note.—It is well known*® that the price of foodstuffs and
housing accommodation in the above-mentioned countries (ex-
(f:hilding Russia), taking the figures for Britain as 100, were as
ollows :

Germany ... «. IIg
France . 114
Belgium ... gb
U.S.A. w. 162

5. How do you explain the fact that the agricultural labourer
receives lower wages than the town worker ?
6. Why is it that, as Lenin tells us in his book, The Develop-

1 Pazhitnov, The position of the working class in Russia, vol. 3,

# All the figures are taken from Falkner's Movement of Wages in
Western Europe (second printing, * Materials on labour statistics,”
1921).



WAGES UNDER CAPITALISM 119

ment of Capitalism in Russia! the agricultural worker in the
localities where seasonal employment has developed custo-
marily receives a higher wage than the worker where such
employment is not developed.

Why is it that in the agricultural districts of pre-war Russia
generally the wages of the workers (not only agricultural labour-
ers, but town workers also) were lower than those of the industrial
districts? 2

7. How do you explain the fact that in pre-war Russia the
difference between the wage of an unskilled labourer and that of a
skilled worker was much greater than it was in Britain for
example (in pre-war days) ? (Thus, the wages of a bricklayer, for
instance, were in Britain only one and a half times, and in
Russia twice as high as the wages of an unskilled labourer.)

1 Moscow Worker " edition, pp. 156-161.
2 Lenin, Development of Capitalism in Russia, pp. 180-181.



Chapter II

WAGES IN THE U.S.S.R.
28
General Survey. Wage Factors in the US.S.R.

WE now turn to the question of wages in the U.S.S.R.

As a very large part of the enterprises in the Soviet Union
belong to the State, i.e. to the working class as a whole,?
the workers working in the state enterprises cannot, as we
have already said, be called wage workers in the usual
sense of the word. For when we speak of the employment
of labour we presume that someone in possession of the
means of production hires someone else who does not possess
those means of production. In the Soviet state enterprises
can one set the individual worker in sharp opposition to the
state, which represents the organisation of the working class
as a whole ? It is clear that here there is not that severance
between labour power and the machine which we have seen
in the capitalist system, since the machines are owned by
the State, i.e., by the working class. Nor is it possible to
speak in this connection of labour power as a commodity, in
the sense in which we spoke in regard to capitalism.

The wage which the worker in a Soviet State enterprise
recetves has an entively different social content.

It is true that in many regards its external form recalls
that of capitalism ; in Soviet Russia also the worker receives
a definite amount of money in exchange for the time he has
worked (or for the articles he has made) and in receiving
wages it would appear as though he too does not receive the
full product of his labour, but only part of it.

But the similarity is restricted only to this external form.

We know already that in distinction from the capitalist

1 Basing itself on the peasantry, of course.
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system the remaining, seemingly ‘‘ unpaid ' part of the
worker’s labour does not (the bulk of it)* fall to the dis-
position of another class, but is expended by the Soviet
State itself on the extension of industry, the building of
schools, aid to the peasantry and other needs of socialist
construction ; in other words, on the satisfaction of the
needs of the entire working class as a whole (taking into
account not only the interests of the present day, but the
prospects of development in future years). Thus the *“ un-
paid ” part of the labour of an individual worker, going in
this way to satisfy the needs of the entire working class, is
in the last resort also returned to the worker.

In that case what is the real nature of the wage of a Soviet
worker ? It is none other than that part of the product of
his labour which, in distinction from the surplus product
which goes to meet the social needs of the working class, is
paid directly to him in the form of a definite sum of money
for the satisfaction of his individual needs.

It is obvious that if a developed socialist system, without
money and without markets, existed in Soviet Russia,
wages as a special form of distribution of the product
created by the worker would not exist ; each worker would
receive the products he needed (possibly against special
certificates) directly from the distribution points.

But in the present transition period, in view of the
existence of the market, this is impossible ; the working class
can customarily receive the products necessary to it only in
exchange for money, by means of purchase. This is why the
share received directly by the workers for the satisfaction
of their individual needs takes the form of wages, despite
all the differences in principle between ‘“ wages ”’ and what
we are accustomed to understand by this term in the
capitalist system.

It is obvious that in view of the special nature of wages in
the U.S.S.R. the laws which determine the magnitude of
wages in a capitalist society cannot be applied in their
entirety.

1We have already reminded the student that part of the surplus
product of the workers in State industry may find its way into the
pockets of the capitalists by way of private trade.
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We know that in capitalist society, the wage-level is
regulated by value ; at best the capitalist gives the worker
as much as is indispensable to ensure the uninterrupted
functioning of his labour power and the uninterrupted
creation of surplus value. But the fundamental purpose
of the capitalist is the extraction of as much surplus value
as possible, and consequently when there is a reserve army
of labour in existence he does not trouble to safeguard the
worker’s necessary minimum.

The situation is otherwise in the U.S.S.R. : the working
class which is building up socialist society cannot restrict
itself to safeguarding the reproduction of its labour power ;
consequently in the Soviet State we see a striving to achieve
an uninterrupted increase of wages, to satisfy the growing
needs of the working class and ensure its development and
further cultural growth.

Taking the average real wage received by a worker in the
state enterprises of the U.S.S.R. in October 1922 as 100, by
January 1923 it was approximately 150, by January 1924
it was 210, and by January 1925 it was 240.?

If the wages of 1913 be taken as 100, we get the following
figures :

1st qr. | 4th gr.

Industry 1922-23 | 192324 | 192425 | 1924—25
Metal working .. 39°6 517 545 831
Textiles .. .. 564 86°3 960 | 123°1
Chemical .. . 66°6 82-0 99°4 | 122°9
Prpyisions. . .. 89'8 | 1147 — | 157°6
Mining .. .. 57°5 46°5 558 72°9

Taking State industry as a whole the real wage in February
1926 reached 103 per cent. of the pre-war level.

This rise in wages is not being achieved as the result of a
struggle between the working class and another class, over
the division of the value created by labour ; as we have seen,
this opposing class does not exist in the State enterprises. It

! Dzerzhinsky, U.S.S.R. Industry, ils achievements and tasks, 1923,
diagram No. 16. »
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is being achieved through the deliberate regulation of wages
by organisations of the working class, by both the State and
the trade union organisations, which in doing so harmonise
their activities with the interests of socialistic construc-
tion.

This regulation is to a great degree limited by the influence
of blind factors, and we shall see later that in view of the
existence of the market, this influence cannot be entirely
eliminated.

Let us recall the factors which influence the dimensions
of wages in capitalist society. And first and foremost we
recall the importance which the age of the worker, his sex,
cultural development, and qualifications have in that society.

Do these factors exist in Soviet Russia ?

In regard to differences in wages depending on the sex of
the worker, no such difference exists in the U.S.S.R. In
Soviet Russia the workers, male and female, doing the same
work, receive the same wage.

In regard to C/:ld labour, the question does not arise in
the Soviet Union at all, since the labour laws forbid the
employment of anyone who has not reached the age of six-
teen. Adolescents (up to the age of eighteen) employed in any
occupation, receive a lower wage only when their qualifica-
tion is lower than that of an adult worker; with equal
qualification they actually receive more than an adult, in
the sense that for a six-hour day they receive as much as the
adult worker receives for an eight-hour day.

In the U.S.S.R. also wages depend on the qualification of
the worker, although the variations in the earnings of
workers of different qualifications (mainly between the
workers, foremen, technicians, engineers and the adminis-
tration) are not so pronounced as is frequently the case
in capitalist countries.

But how are these variations in wages explained ?

In the Soviet economy it is not possible of course to
annihilate at one stroke all vestiges of the old society, in
which there were comparatively few qualified and cultured
workers. Soviet industry cannot get on without qualified
workers. The more it develops, the greater becomes the
scarcity of qualified labour (while there is a surplus of
unskilled labour). It is obvious that in such conditions
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the available skilled workers must be spared and new
forces of skilled labour created. This can be achieved only
through the payment of higher wages to the skilled
workers.

In addition to this wage variation according to qualifica-
tions, we have to mention the variation in wages according
to localities.

The entire territory of the Soviet Union is divided into
five zones: Wages are highest in the 1st zone (Moscow,
Leningrad, and so on) and lowest in the 5th zone (Siberia, for
example).

This variation is explained chiefly by the variations in
prices which obtain in the various regions for products used
by the workers. By this policy the Soviet State is endeavour-
ing to ensure the worker a definite level in real wages.?

We will stop to consider further the dependence of wages
on the varying degree of culture of individual workers.
What role does this factor play in the U.S.S.R.? To a cer-
tain extent the higher wage of a skilled worker is also
explained by his development, and so by his higher cultural
demands ; in this direction the variation in culture of indi-
vidual workers may exert a certain influence on the di-
mensions of the wages received in the U.S.S.R. also.®

But the difference in the culture of workers of differing
nationalities, which under capitalist conditions plays a very
important réle, has no significance in Soviet Russia ; all the
workers, irrespective of their nationality, who perform the
same work receive the same wage.

We know for instance that the capitalists in the Baku oil
industries paid a different wage to the Russian and the

1 The real level of wages depends, as is well known, on the prices
charged for the means of existence necessary to the worker. As these
prices depend first and foremost on the state of agriculture, it would
appear that the dependence of wages on the blind elements of the
market is here displayed most strongly of all. But regulation in the
direction of maintaining wages at a certain level negates the influence
of those elements to a certain extent.

2 To a certain extent the variation in wages according to zones is
also explained by old traditions and differences in the cultural level
of the workers of separate areas. But by comparison with what we
have mentioned above the importance of this circumstance is not so

very great.
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Turcoman workers. At the present time such distinctions
do not exist.

The State is consciously raising the cultural level of the
workers of the backward peoples.

The fact of the elimination of the old laws governing
wages is witnessed to also by the circumstance that the
rise in wages goes on in the U.S.S.R. independently of the
number of unemployed, and so in utter contrast to what
we have seen in capitalist society.

Thus, in just over a year, from the beginning of 1923 to
the middle of 1924, the wage of the workers in the U.S.S.R.
rose on an average almost 50 per cent. (from 16.95 to 24.04
roubles). Meanwhile, during this period the country was
passing through a crisis. In connection with the concentra-
tion of production, the reduction of staffs, and also owing
to other causes, the number of unemployed was more than
doubled during this period (from 361 to 823 thousand for
70 regional capitals?).

Unemployment, of course, has a certain indirect influence
on wages: by paying unemployment benefit to the unem-
ployed, the Soviet State and the trade unions diminish the
reserve which is the source of wages; in certain instances
the State institutions and the trade union may curtail the
amount of work per employed worker (and so reduce their
wages) in order to spread the work among the unemployed.
But in any case the influence of the law of supply and demand
of labour power which we observed in capitalist society is not
to be observed in the Soviet Union.

All that has been said in the foregoing has reference to
wages in State industry. In the private industry which exists
in the U.S.S.R. the sale of labour power goes on in the same
way as in capitalist countries ; in this case we are dealing
with wages not only in form, but in content. Of course the
magnitude of the wage, and its regulation, are not quite those
which exist in capitalist countries; the existence of State
side by side with the private enterprises is of tremendous im-
portance : the capitalist cannot establish too low a wage,
not only because of the direct pressure of the powerful Soviet
trade unions, but because the worker would leave the private

1 National Economy in U.S.S.R. in Figures Statistical (Central
Department), sec. xvii (Labour).
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owner and enter the State enterprises if the wages paid in
the former were lower.*

In our further studies we shall have in mind only state
industry, as the basis for the development of socialism in the
Soviet Union (as we shall see later on in more detail) is the
growth of the State industry.

29
The Productivity of Labour and W ages in the U.S.S.R.

We have already indicated more than once that in the
Soviet system, where the master is the working class moving
towards socialism, wages have to rise in order to ensure that
working class its development and cultural growth.

At the same time we pointed out that, in considering a rise
in wages in the U.S.S.R., one has to take into account not
only the interests of the individual worker, not only the
interests of the present, but first and foremost the prospects
of socialist construction over many years.

But what does this socialist construction demand? As
we have already said, it is inconceivable without the indus-
trialisation of the Soviet Union, without the growth of State
industry, since only in these conditions is the final victory of
planned production, and the satisfaction of the growing
demands of the peasantry for industrial commodities, pos-
sible for agricultural machinery. This machinery is indis-
pensable, especially for the development of co-operation in
the villages and to bring them towards socialism.

Socialist construction demands that the commodities
turned out by State industry should be produced in as large
quantities as possible, and should be as cheap as possible,
since only in that way will they be accessible to the great
masses of toilers.?

Under such conditions it becomes possible to raise wages only
if simultaneously there is a rise in the productivity of labour.

11t is necessary to make the qualification that in the cases where
State industry cannot provide work for all the unemployed, this may
not apply.

3 This is dealt with in more detail in the next and subsequent
chapters.
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What would happen in practice if the workers’ wages
increased while the productivity of labour remained un-
changed ?

The greater the share of the product the worker received
for his individual consumption, the smaller would be the
* surplus product "’ left to the State, and the smaller would
be the resources for the extension of State industry and
the satisfaction of the other needs of socialist construc-
tion.

Granted an unchanging productivity of labour, the higher
the wage the greater will be the expenditure for each com-
modity turned out by the worker, and the dearer will be the
cost of that commodity ; and thus the worker himself will have
to pay more when purchasing it (thus neutralising the rise
in real wages). At the same time the growing dearness of the
commodities, and their consequent inaccessibility to the
peasantry, can cause difficulties in the work of ensuring the
peasants’ support for socialist construction.

We see the diametrically opposite position with a rise in
the productivity of labour : of the larger quantity of products
turned out, the worker can take a larger share for his own
immediate consumption in the form of wages, while at the
same time the surplus product which falls to the disposition
of the Soviet State may grow ; simultaneously, by cheapen-
ing the price of products this rise in the productivity of labour
will ensure their disposal among the peasantry, and will
strengthen the workers and peasants’ alliance without
which the construction of socialism in the Soviet Union is
impossible.

It has to be admitted that the position of affairs as to
the productivity of labour is none too brilliant in the U.S.S.R.
It is true that the Soviet worker is now producing much more
than he did during the civil war and the famine period, but
his output has still not quite achieved even the pre-war
output in Tsarist Russia. And even in those days the produc-
tivity of the Russian worker was considerably lower than
(approximately one-fourth of) that of the workers in Western
Europe and in America.

How is it possible to raise the productivity of the Soviet
worker’s labour ?

From the preceding section (on * Surplus Value ") we
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know that the productivity of labour in the sense in which it
is usually understood (i.e., the quantity of output per worker
per day) should more correctly be separated into two con-
cepts : (1) the productivity of labour in the narrow sense of the
word, i.e., the productivity of a worker depending on the
conditions of his labour (the quality of the machinery, raw
materials, etc.) ; and (2) the intensity of labour, depending on
the degree of exertion of the worker.

In order to increase the success® of labour in Soviet society
a rise in the productivity of labour in the strict sense of the
terms is, of course, of prime importance.

How is it to be achieved ?

We know already that the chief cause of the rise in the
productivity of labour in capitalist society is the development
of technique : the introduction of new machinery, the dis-
covery of new sources of energy, of raw materials, and more
perfected methods of obtaining and working up those raw
materials. It is obvious that in the Soviet system this factor
has a colossal significance.

We are conscious of the dependence of the productivity
of labour on technique at every step : if the Soviet worker,
as we have seen, at the present time produces much less'than
the European worker, and in particular the American worker,
or sometimes even less than he himself produced in pre-war
days, one of the chief reasons for this is the backward nature
of Soviet technique. As we know Soviet machinery has not
appreciated in quality over the last ten or twelve years, but
has rather deteriorated, since in the majority of instances
the Soviet worker is still working on pre-war and severely
worn machinery, and only of quite recent times has the work
of re-equipping the old factories with new machinery and of
building new, more modern factories been begun, and even
that only partially.

But the low productivity of labour depends not only on
the quality of the machinery but also on the working condi-
tions in general ; we know for example that the more light
there is in an enterprise and the better that light is arranged,
and also the better the machinery is arranged from the

1 This term is more suitable than the generally accepted term

‘* productivity of labour,” by which is understood both the produc-
tivity and the intensivity of labour.
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worker’s point of view and the better the ventilation in the
factory, the higher is the worker’s productivity.

The quality of the raw materials with which the worker has
to work is of enormous importance : the worse the cotton,
fibre, or yarn, the lower is the productivity of labour in a
textile factory ; the better the quality of the iron received
by an engineering works, the higher will be its productivity
with the same machinery, and so on. One of course need not
speak of the importance of the quality of the instruments,
lubricating oils, etc.

Meantime, in regard to all these matters the position in the
Soviet Union is not altogether satisfactory.

What is the reason for this ? Of course once more the cause
lies in the technical equipment of the enterprises; all the
factories inherited by Soviet Russia from the capitalist
system have a definite system of lighting, ventilation,
arrangement of machinery, of departments, and so on.
Without a radical re-modelling of these enterprises a
radical alteration of those conditions is impossible. The
poor quality of the raw materials is of course explained to a
certain extent by the poor technical equipment of the in-
dustries concerned with their output.

But from all this it does not follow in the least that it is im-
posstble to alter the conditions of labour, and to organise it for
higher productivity, even under the conditions of the old tech-
nical equipment. Here the scientific organisation of labour, of
which we spoke in the preceding section, when dealing with
Taylorism, is of colossal importance; if it be rationally
applied, rejecting all its negative, typically capitalist
features, aiming only at exploitation, such scientific organisa-
tion may yield important and immediate results,

In every enterprise and industry there exist a number of
factors which greatly complicate the work : any delay in the
supply of raw or other materials, any lack of co-ordination
between the various sections of the enterprise, may lead to a
serious hold-up of the entire production ; the very methods
used by the workers in their work are frequently out of date ;
many unnecessary movements and irrational operations only
fatigue the worker and result in an unproductive expendi-
ture of his labour. The materials and instruments with which
he works are frequently not supplied to time and are not
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arranged so that their use should not occupy more time than
necessary, and frequently they are simply not adapted to
the work which the worker is doing at any particular
moment. Improper division of functions among the indi-
vidual workers frequently leads to waste of time in explana-
tion and so on. The productivity of labour also suffers by
the fact that every worker executes several operations, and
in doing so loses time in the changing of instruments and
materials and the adaptation of machinery.

All these defects can be eliminated by a rational organisa-
tion of the work : in this Soviet economy is placed in a much
more advantageous position than is capitalist economy in the
latter ; anarchy is often an impediment to the elimination of
a number of defects in production. In order to co-ordinate
the activity of individual enterprises (and in the scientific
organisation of labour this is sometimes of extraordinary
importance) the capitalists have to summon conferences, or
congresses, which not always lead to the results desired,
owing to the fact that each capitalist has regard first and fore-
most for his own interests. In the Soviet system these ob-
stacles do not exist : the institutions specially set up by the
State and the trade unions for the study of the “ scientific
organisation of labour "’ serve not the capitalists but the
Soviet system. At the disposition of individual Soviet
enterprises are special scientific and technical institutes
which carry out tests of the qualities of raw materials,
advise on the materials most suitable for the work, and
so on.

The unity of Soviet State economy sets up particularly
favourable conditions for what is known as the normalisation
and standardisation of production, in which the parts of
individual machines produced by various enterprises are
standardised to such an extent that one can easily replace
another, or in which all the enterprises turn out definite sorts
of commodities, according to a fixed type (in such a fashion
that all the enterprises turn out the same commodity under
a definite number or name). In carrying out these measures
the productivity of labour may be still further increased
owing to the reduction of expenses on the creation of special
plans, models, the adaptation of non-standardised parts and

! The ** Central Institute of Labour " in Moscow, for example.
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so on, and also owing to the fact that if any part of the
machine be broken it will not be difficult to replace it
by other, standardised parts, so reducing the period
during which the machine is at a standstill and eliminat-
ing an unnecessary waste of time on the adaptation of
parts.

It is unnecessary to say that all the foregoing measures
for a rational organisation of production are being introduced
in Soviet industry with the active participation of the
workers themselves, in distinction from the capitalist
system.! Owing to this fact their success is still more guar-
anteed, since the workers directly participating in production
see its defects best of all.2

But whatever the importance of measures for the scientific
organisation of labour, it is not possible to carry on the
struggle for an increase in the production of Soviet State
industry by their means alone. With unchanged technique
the scientific organisation of labour has definite limits be-
yond which it is impossible to go.

Thus the chief concern still remains the improvement of
the technique of Soviet production.

Without this the construction of socialism generally is
inconceivable, and the capitalist system itself must yield its
place to the socialist system, because it (i.e. capitalism) as
we shall see later, is already becoming incapable of advancing
the technique of society. The swifter the growth of technique
the more swiftly shall we get socialism.

And the growth of technique itself depends on the
material wealth available for that purpose, i.e., in the
first place on the quantity of surplus product which the
Soviet worker creates to that end.

1 A great role is played by what are known as efficiency confer-
ences, in which the workers discuss the defects of production. These
conferences firmly establish in the mind of the worker the fact that
no one but he himself is the master of Soviet industry.

*In the struggle for a rational organisation of production an
enormous importance has to be attached to the cultural level of the
population. We have already indicated that the more cultured the
worker the higher the productivity of his labour. Hence we can
understand the enormous economic importance of the struggle for
culture which has been declared by the revolution. Of course, as we

have seen, the level of culture depends in its turn on the material
welfare of the workers.
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Consequently the interests of socialist construction demand
at the present time an sncrease in the production of industry
not only through an increase in the productivity of labour,
but through an increase in its intensivity.

By comparison with the Western European and American
worker the intensity of labour of the Soviet worker is very
low. To a certain extent, that of course is explained by the
fact that the wage received by him is lower than the wage
of the foreign worker, and the better a worker lives the more
he consumes, and so the more he can produce. Thus a rise
in the material welfare of the Soviet worker ought to lead
to an increase in the intensity of his labour (of course within
certain limits, beyond which a serious deterioration of the
organism sets in).

But in Soviet industry a rise in wages alone cannot
directly lead to an increase in the intensity of labour. The
reason for this is that despite the radical difference in the
role of the worker in Soviet production by comparison with
capitalist production, certain workers sometimes still fail
to recognise that difference. This is explained by the fact
that owing to the low culture inherited by the Soviet state
from capitalism, and with the existence of the market and
the superficial resemblance of present-day payment to the
capitalist wage, it is difficult to get away from those con-
ceptions and habits which have been established by centuries
of the capitalist system ; consequently the Soviet worker
also strives first and foremost to obtain as high a wage as
possible, and in doing so does not think that he, as a mem-
ber of the working class, is in the last resort interested
in giving as much as possible to the Soviet State. In conse-
quence one may not rarely come across an absence of labour
discipline, and the existence of absenteeism, etc., in the
State enterprises.

This forces the Soviet organs (in agreement with the trade
unions) to ensure that the very forms of wages should incite
them to increased diligence.

This explains the existence of standards of output and piece-
work payment in Soviet State industry.

Obviously, in distinction from the capitalist system these
measures are of a temporary character in Soviet Russia ; as
the socialist consciousness of the worker is developed and as
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the old individualist outlook! is outlived, both piece-work and
the compulsory minimum standard will become unnecessary.

But even to-day their significance is quite different from
that which they have under capitalism: they have as their
aim the raising of the production of State industry, and thus
the creation of the pre-requisites for the complete annihila-
tion of all inequality.

Obviously a number of negative features which accom-
pany these forms of wages in the capitalist system are
absent from the Soviet system: output over the standard,
for instance, is always paid for at not less (and sometimes
at more) than the rate for the normal output. Holidays, the
eight-hour day, and other laws for the protection of labour
tend to protect the worker from the injurious consequences
which intensified labour brings with it.

The raising of the intensity of labour played a compara-
tively big réle in 1923-24, when the working day was actually
not fully utilised. At the present time, when certain suc-
cesses have been achieved in this and in the raising of labour
discipline generally, from the beginning of 1926 we have a
fresh disparity between the increase of wages and the pro-
ductivity of labour, which is largely explained by the influx
of unskilled and poorly disciplined workers (owing to the
development of Soviet industry). The problems of raising
not only the productivity but also to a certain extent the
intensity of labour are again the order of the day. None the
less one can say of the great majority of the old workers that
among them the intensivity of labour has almost reached
those limits possible in present-day conditions. Its further
increase is possible only extremely slowly, parallel with the
growth of the worker’s culture and training ; consequently the
Sundamental task still remains the re-equipment of the enter-
prises and the scientific organisation of labour.

! That the new workers being poured into industry from the village

should rid themselves of their individualist outlook is of particular
importance.



134 AN OUTLINE OF POLITICAL ECONOMY

MATERIALS FOR STUDY IN CONNECTION WITH
CHAPTER 1II

THEMES AND EXERCISES

1. In the tables below will be found statistics of the Russian
worker’s budget in 1go8 and in December, 1924, and also the pre-
war budget of a Berlin worker.

Although the statistics of these tables are of rather a fortuitous
character (being made up from various reports) nevertheless from
them certain deductions can be drawn regarding the relative
share occupied by various items in the worker’s budget. Make
these deductions for yourself and elucidate to what these differ-
ences in the worker’s budget witness.

From a Russian Worker's Budget in 1908 (an average typical

Sfamily)
R. K.
Housing (per annum) ... 194 1I2 or23-0I%, of wages
Clothing ... ... I0I 03 or11-97% "
Food ... 404 52 0r 47-94% .
Bathing, washmg, etc. ... 28 4oor 3-37% »
Drinks and games ... «. 37 400r 4-43% »
Cultural and social needs ... ... 37 230r 4-41% "

From an average worker's budget for November-December, 1924.

R. K.
Housing (monthly) ... 3 47o0ri1z-9% of wages
Clothing ... .. 5 66orz20-9% of
Food . ... I2 420r46:0% of ,,
Alcoholic drinks ... .. ©0 290r 1-1% of
Hygiene e © 770r 2-8% of
Cultural needs . . I 470r 55% of ,,
Budget of an average Berlin worker with family.
Housing (per annum) ... ... I6-5%, of wages
Food «.  48-0% "
Cultural needs ... 3-0%, "

Alcohol and other means of nervous stimulant 8-5% "

2. On the basis of the table below state why the question of the
productivity of labour of the U.S.S.R. workers was particularly
important in 1924 :

! N. Vigdorchik, Problems of motherhood in capitalist society (Kniga
edition).

* G. Pollak, Differential wages and the workey’s budget. Economic
Survey (Moscow) for January, 1926.
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Productivity of labour and wages in State Industry (wages and output
per man per day on October 1st, 1924, taken as 100).}

Productivity of
Wages. Labour.
January 1st, 1923 ... 151 102
April 1st, 1923 167 108
July 1st, 1923 204 108
October 1st, 1923 ... 190 123
January 1st, 1924 ... 210 120
April 1st, 1924 208 130
July 1st, 1924 210 135
October 1st, 1924 ... 243 160
January 1st, 1925 ... 240 190

3. How in your opinion does the growth in the productivity of
labour in the U.S.S.R. influence the real wage in the event of the
nominal wage remaining unchanged ?

1 Dzerzhinsky, U.S.S.R. Industry, ils .achievemenis and lasks,
diagram No. 16.






PART 1V

THE THEORY OF PROFIT AND THE PRICE OF
PRODUCTION

Chapter I

PROFIT AND THE PRICE OF PRODUCTION UNDER CAPITALISM

30
The Rate of Profit and the Rate of Surplus Value.

HavinG analysed in detail the question of the share in the
product of his labour which the worker receives in capitalist
society in the form of wages, we now return to the share of
the product of the worker’s labour which the capitalist
appropriates, i.e. to surplus value.

From the foregoing exposition we already know the réle
played by various parts of capital in the creation of surplus
value: we already know that machinery, buildings, raw
materials, constant capital in other words, is only a condi-
tion for the creation of surplus value, and that surplus
value is created only by variable capital, i.e. by labour
power.

Starting from this point, we came to the conclusion that
in determining the degree (rate) of exploitation of labour
power, we must not take constant capital into consideration,
since it creates no value whatever. We have to take into
consideration only two magnitudes: (1) the magnitude of
variable capital, v, in other words, the value of labour power
or the necessary labour time ; and (z) the surplus value s,
or the surplus labour time. From the correlation of these

two magnitudes —‘S;—we get what we have called the rate of

surplus value, or the rate of exploitation.

That this is the only possible method of determining the
degree of the exploitation of the worker is, in addition to
all theoretical considerations, obvious to any man who is
not blinded by bourgeois class interests : in practice, if the
worker works twelve hours, and receives wages equal to
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six hours in payment for his labour power, it is obvious that
the worker is giving the capitalist twice as much value as
he himself receives, quite independently of what the ma-
chinery, buildings, raw materials, etc., with which he works
may have cost.

However, the capitalist is not of this opinion. He reasons
along the following line: ‘* What business is it of mine
whether you take into account the value of the machinery,
raw and auxiliary materials? To me all my pounds are of
value, irrespective of what I expend them on, whether
labour power or machinery. If from my operations I
receive a certain surplus as against what I have expended,
it is important for me to know what percentage that surplus
represents, in other words, what is my profit in relation to
all my capital.”

Thus, while we are interested in the relation of surplus

value to variable capital, i.e. %, the capitalist is interested in
the relation of the surplus value he has received to all the

capital invested, i.e. ; this relationship, expressed in

s
c+v
percentages, is called the rafe of profit.

Every capitalist is out to obtain as high a rate of profit
as possible. The greater the profit he receives on every pound
of his capital (and that #s the rate of profit), the more ad-
vantageous is his enterprise to him. Further, one must take
into account the fact that the capitalist always has in view
profit obtained over a definite period, and customarily over
a year.

Assume that we are considering two factories: one a
textile, the other a match factory. We assume that both
factories employ the same number of workers, those workers
are exploited to the same extent, and receiving thirty
thousand pounds per annum in wages, create surplus value
also to the extent of 30,000 pounds in the year. Assume,
further, that the total capital sunk in the textile factory is
300,000 pounds, and in the match factory 150,000 pounds.

While from the workers’ point of view both factories
extract the same amount of surplus value from them (for

in both cases -‘S; is equal to 100%) the capitalist reckons other-
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wise . the first (textile) factory brings him 30,000 pounds
profit with an expenditure of 300,000 pounds capital, thus
30,000
00,000
total capital, while the match factory brings him in 30,000
pounds profit with a total capital of 150,000 pounds, and the

rate of profit will be 100 X322 o twenty per cent. In
150,000

>

the latter case every pound of capital gives not two, but
four shillings profit in the year. And as it is quite unim-
portant to the capitalist what he invests his capital in—a
patent food factory or an undertaker's—he of course
endeavours to invest it where the rate of profit vs higher.

his profit per annum is 100 X or ten per cent. of his

31
T he Organic Composition of Capital and the Rate of Profit.

But on what does the rate of profit which the capitalist
may receive from his enterprise depend ?

If we again take our example of the match and the textile
factory, it is obvious that here the difference in the rate of
profit does not depend on the exploitation and the rate of
surplus value, since they are the same in both cases. It is
obvious that under such conditions the variable capital of
both enterprises must also be the same. Obviously the
difference between the rate of profit in our two enterprises
depends on the different dimensions of the constant capital.
Obviously the capitalist receives a lower rate of profit from
the textile factory because in this case larger resources are
expended on machinery, buildings, or raw materials with
the same variable capital.

If instead of a match factory we were to compare some
other enterprise where not only was the entire capital only
half the amount of that sunk in the textile factory, but the
variable capital also was half the amount, in that case the
rate of profit would be the same as in the textile factory.

Thus the correlation which exists between the mass of
profit and the constant and variable capital is called the
rate of profit. On the other hand, the correlation between



140 AN OUTLINE OF POLITICAL ECONOMY

constant and variable capital is called the organic com-
position of capital.

Returning to our textile factory, we see that the constant
capital, which constitutes 270,000 pounds (300,000 — 30,000
=270,000) is nine times the amount of the variable capital,
while in the case of the match factory the constant capital
is only four times the variable capital (150,000 - 30,000
=120,000).! Thus the organic composition of the capital
of the match factory will be equal to 120,000 : 30,000 or
4 : 1,and that of the textile factory will be 270,000 : 30,000
org: I

The larger the capitalist’s expenditure on machinery,
buildings, and raw materials by comparison with expendi-
tures on labour power, and consequently the higher the organic
composition of capital, the lower must be the rate of profit
which he receives on his entire capital.

It is easy to see that the height of the organic com-
position of capital depends first and foremost on the state of
the technique of the particular enterprise: as a rule, with
the growth of technique the number of machines in a factory
increases more quickly than the number of workers, and the
percentage of the total sum of all the capitalists’ expenditures
which goes on the workers becomes smaller and smaller.

Thus the organic composition of capital may grow even
while the number of workers (and the variable capital) is
also growing. It is only necessary that the constant capital
should grow still more. If, for instance, twice as many
workers are employed in a factory as before, but simul-
taneously four times as much is expended on new machines
as before, the organic composition of capital will increase.

Thus with the growth in technique there is a growth in the
organic composition of capital® accompanied by a fall in the
rate of profit.

1 For the sake of simplicity we, for the time being, assume that
variable capital makes one turnover in the year.

2 In two mechanics’ shops, where the same number of workers is
employed at similar lathes, and where the technique is the same, the
organic composition of capital may be unequal. In the one where
iron is turned the organic composition of capital will be lower than
in the other where more precious metal is turned at similar lathes.
Here the difference in the organic composition of capital depends on
the value of the raw materials.
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32
The Turnover of Capital and the Rate of Profit.

But in addition to the magnitude of constant capital, in
addition to the organic composition of the entire capital,
one other circumstance plays a very great rble in the de-
termination of the rate of profit. Werememberthat the capital-
ist is interested not only in the question of how much profit
he receives on his capital, but also for what period he
receives that profit. In order to reckon the rate of profit
he takes his income for a year and divides it into the entire
capital he has sunk in the enterprise.

But the capital of the enterprise does not remain in an
unaltered state for the whole of the year: in the process of
production various parts of it are transformed into finished
commodities: into the value of acommodity (and intoits price)
there enter the value of the worn-out part of the machine,
and also the value of the raw material, labour power, etc.,
used.

The finished commodities are realised on the market,
are sold, in other words; and with the money received,
more labour power, raw materials, and machinery are
purchased in place of that worn out and used.

The newly-restored capital is again transformed into
commodities, the commodities are transformed into money
(money capital), the money is again transformed into pro-
ductive capital, and so on. This process is called the circu-
lation of capital.

It is easy to see that the periods of circulation of various
parts of capital are not equal : machines and buildings are
built for years and scores of years; their value, as we
already know, returns to the capitalist only little by little,
in small sections, and only after the lapse of a very long
period are new machines installed in place of the old.

The position is different in the case of raw materials and
Iabour power. In the course of one “ cycle "’ of production
their value is entirely transferred into the finished com-
modity ; after the realisation of the commodity fresh
raw materials and labour power are purchased with the
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money received, and a new turnover of the same capital
begins.

The capital which is invested in raw materials and labour
power, the value of which enters entirely into the finished
commodity in the course of one cycle of production, is called
circulating capital.

The capital which is invested in machinery and buildings,
the value of whichreturns only bit by bit, is called fixed capital.

It is obvious that it is far from being a matter of in-
difference to the capitalist how swiftly the various parts of
his capital circulate, and what part of that capital he has
to advance for a more or less prolonged period. The larger
the fixed capital, and the slower its circulation, the larger will
be the share of capital lying immobile, and the smaller will be
the capitalist’s rate of profit, reckoned for the entire capital
over the year., On the contrary, the swifter the circulation
of capital, and first and foremost the more turnover per
annum effected by the circulating capital, the greater will
be the profit made in that year on the entire capital.

But how does all this work out in practice ?

As we have said, with the growth of technique there is a
growth in the organic composition of capital, i.e., the growth
of constant capital exceeds the growth of variable capital.

But the growth of constant capital connotes first and
foremost an increase of expenditures on machinery and
buildings and in less degree on raw materials ; thus there is
chiefly a growth in fixed capital ; but simultaneously there
is a slowing up in the circulation of constant capital : modern
machinery costs much more and is built for a much greater
number of years than was the former lighter and less com-
plex machinery.

Of course, it must not be forgotten that at every given
stage of development in technique there simultaneously
exist enterprises with a varying speed of circulation of
their capital: thus, in enterprises turning out equipment
for production (machinery engineering), the circulation of
capital is slower than in enterprises turning out means of
consumption.!

1Here we shall not speak of the differences existing between

factories turning out the same kind of commodities, as we have
already dealt with this.
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We can work out the speed of circulation of the capital
of any enterprise if we know the magnitude of the capital
sunk in the enterprise and the sum of capital circulated in
the year.

Assume that we have an enterprise with a fixed capital of
80,000 pounds and with a circulating capital of 20,000
pounds ; assume further that the period of circulation of the
fixed capital is eight years, and of the circulating capital is
one month. Then the sum of capital turned over in the year
will be equal to:

Fixed capital : 80,000 pounds - 8 = 10,000 pounds.
Circulating capital : 20,000 pounds X 12 = 240,000 pounds.

Total capital circulated in the year is 250,000 pounds.

As the total capital sunk in the enterprise is 80,000 pounds
plus 20,000, or 100,000 pounds, the sum of capital circulated,
i.e., 250,000 pounds, i1s two and a half times as great as
the capital invested. In other words, one can say that the
total capital of the enterprise has circulated two and a half
times in the year.

If in the same way we estimate the period of circulation
of capital in enterprises of differing technical level, our view
that the period of circulation of capital is longer in technically
more advanced enterprises will be completely confirmed.

Thus, if we take estimates made by S. G. Strumilin for
the period of circulation of capital in enterprises of various
Russian shareholding companies during 1911-12, we get the
following® :

Magnitude of enterprises No. of turnovers
according to turnover. in year.

5,000,000 roubles .. .. I°SI
3,000,000 Toubles .. .. I'55
1,000,000 roubles .. .. I'Qgo
500,000 roubles .. .. 2°30

101,000 roubles .. .. 3-18

10,000 roubles 3+50

Although the technical level of the enterprises is not

" 2 Strumilin, The Problem of Indusiyial Capital in the U.S.S.R.,
Moscow, 1923, p. 7.
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indicated in this table, one can say almost certainly that
the technique is on a higher level in the larger enterprises.

However, a certain modification has to be made in the
foregoing remarks on the slowing up of the circulation of
capital together with a growth of technique. As with the
growth of technique there takes place an improvement in
the means of communication (railways, telegraph, postal
system), thanks to this fact the period of capital circulation
may be somewhat reduced ; for in order to realise the com-
modity and to begin a fresh circulation of capital it is
necessary to get that commodity to the purchaser. In
exactly the same way the period of capital circulation may
be reduced by certain other technical improvements; thus
leather tanning, for example, which was carried on in a
very primitive fashion, was formerly a very protracted
process, and in consequence the circulation of the capital
invested in raw hides was retarded ; with the application
of electricity in tanning, the time taken by this process has
been considerably reduced.

But it has to be admitted that the influence of all these
circumstances making for the speedier circulation of capital
is small by comparison with the causes of the retardation
in its circulation we have mentioned above (e.g. the intro-
duction of heavy machinery). Thus our conclusion as to
the slowing up in the circulation of capital with the growth
of technique holds good, wholly and completely.

33

The Correlations Between the Rate of Exploitation and the
Rate of Profit.

Hitherto we have been speaking of the réle of the organic
composition of capital and the influence of the rate of
its circulation on the rate of profit. In our examples we
assumed that the rate of exploitation was the same in
all cases, and in consequence surplus value would seem
to have been thrust into the background.

But it ought to be clear to anyone that surplus value
and its magnitude, and consequently the rate of exploita-
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tion, play an enormous part in the formation of the rate of
profit. For profit itself, as we have already said more than
once, is nothing other than surplus value realised by the
capitalist. The greater the mass of surplus value extracted
Jfrom the working class, the greater the exploitation, the higher
must be the rate of profit.

Of course, the rate of profit does not increase in strict
percentage corresponding with the growth in the rate of
exploitation. Take our old example of the textile factory :
in that case the total capital was 300,000 pounds, and the
surplus value 30,000 pounds ; we took the rate of exploita-
tion as 1009, and the rate of profit as 10%,.

Assume that the rate of exploitation grows by a further
100%, ; then the surplus value will also increase and will
equal 60,000 pounds, while the rate of profit will equal
60,000
300,000
only by ten per cent.

But if instead of considering the percentage increase, we
observe how many times the rate of exploitation and the
rate of profit have increased, we see that both have been
doubled.

With the growth of technique in capitalist society the
exploitation of the working class also grows, and that growth
of exploitation must raise the rate of profit. But in practice
we may not see this, since, although the growth in exploita-
tion drags the rate of profit upward, the growth in the organic
composition of capital and the slowing up of its circulation can
drag (and does drag) that rate of profit downward with greater
Sforce.

The relationship which exists between the rate of profit,
the organic composition of capital, and the rate of exploita-
tion can be expressed in a single formula.

We get that formula thus : we already know two formule
expressing the rate of profit and the rate of exploitation :

s (surplus value)
Equation 1. p’ (rate of profit)=c+v (total capital, i.e. con-
stant plus variable capital)
s (surplus value)

Equation 2. s’ (rate of surplus value) =7 (variable capital)

X 1009,=209%, ; thus the rate of profit will grow



146 AN OUTLINE OF POLITICAL ECONOMY

In order to unite these two formule in one, we find out
from the second equation what ‘‘s” is equal to and apply
that “s” to the first equation.

From the second equation we have established that
s=s'XV.

We apply this to the first equation :

p'= s _ s'Xv
c+v  cHv
i v
or =s
P c+v

From this formula it is quite evident that the rate of
profit is directly proportionate to the rate of exploitation.
On studying the formula more closely one can see that it
also contains an expression of the dependence between the
rate of profit and the organic composition of capital.

34

The Formation of the Average Rate of Profit and its Tendency
to fall.

Thus with the growth in technique, with the growth in
the organic composition of capital, and the slowing up of
its circulation, the rate of profit must fall.

If this tendency for the rate of profit to fall is correct in
regard to capitalist society as a whole,? does it always apply
in individual instances ?

We will analyse this question rather more thoroughly.

Assume that two capitalists are ““ working "’ side by side,
with capitals equal in value, but the one owning a machinery-
building works, and the other a tannery. In the machinery-
building works the organic composition of capital is ex-
tremely high, in the case of the tannery it is considerably
lower. What should be the result in that case? In the
case of the machinery-constructing capitalist the variable
capital will be lower than in the case of the tanner, so that
with an equal exploitation of the workers in both enterprises

1 For that matter in regard to society as a whole there are a number

of causes (as we have already partly seen and shall see again later)
which to a certain extent hinder the action of this law.
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he (i.e. the first capitalist) ought to receive less profit on his
capital than does the tanner. The two capitalists have
equivalent capital and receive a different rate of profit from
those two equivalent capitals. If now a further capitalist is
thinking of investing his capital in some new business, which
will he prefer in the circumstances—to open a tannery or a
machinery-building works ? The answer is clear : since the
tannery will yield a larger rate of profit, any free capital will
flow into tanneries, and not into machine works. And
more than that: our ‘ machine manufacturer ” will at
the first convenient opportunity to  clear out,” dispose
of his works and invest his capital in the more advan-
tageous tannery business. But what will be the result ?
The number of tanneries will increase, the number of
machinery-works will decrease. The quantity of leather
goods thrown on to the market will be greatly increased,
and, as we already know, their price will inevitably fall.
This will result in an inevitable fall in the rate of profit in
the tannery businesses.

The exact converse occurs in the machine-building in-
dustry. Here production is cut down ; but the demand for
machinery (including that from capitalists building new
tanneries} may even increase. The price of machines (and
their parts) rises, and simultaneously there is a rise in the
rate of profit.

For how long will this rise in the price of machinery and
fall in the price of leather goods continue ?

It will continue until the rate of profit obtained by the
tanners falls lower than the rising rate of the machine-
builders. Then will set in an influx of capital back into
the machine industry, until the expansion of production
begins to lower prices for machinery and the rate of profit
in this sphere also. Thus in capitalist society, in the process
of the chase after profits, there goes on an unbroken flow
of capital from one sphere to another. And in the course
of this the enterprises where the rate of profit is higher will
be deprived of part of their profits, and on the other hand,
in the enterprises where the rate of profit is lower (the
machine works in our example) it will rise.

The rate of profit of various spheres of production with
differing organic composition of capital thus strives to find
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a common level, to reach a certain average vate of profit for
the given society.

In practice this levelling up of the rate of profit does not
occur quite freely, since the flow of capital we have described
is no simple matter. The capitalist cannot at once dispose
of his unprofitable enterprise, since as we know, the capital
invested in it circulates in the course of many years.

But this circumstance does not negate, but only somewhat
retards, the action of the law of the tendency for the rate of
profit to find a common level.

It goes without saying that this flow of capital from one
sphere into another is determined not only by the growth
in the organic composition of capital, but also by other
causes which can lead to variations in the rate of profit of
various enterprises ; among these causes in the first place
are the variation in the speed of circulation ; and the varia-
tion in the rate of exploitation. We have seen that all these
causes are closely interlinked, and a growth in the organic
composition of capital is usually accompanied by a slowing-up
in circulation and with a rise in the rate of exploitation.

But what, it may be asked, is the average rate of profit
which will be obtained as the result of the interflow of
capital in the given society ? It will depend on the average
organic composition of the capital in that society, on the average
speed of circulation, and the average rate of exploitation.

We know that there exist side by side enterprises with
different proportions of machines and workers, ie., with
a varying organic composition of capital, with a varying
speed in the circulation of capital, and with a varying degree
of exploitation.

But if we calculate the dimensions of the constant and
variable capitals of all the enterprises of the particular society
at a definite moment of time, and take their correlation-
ships, and if we do the same with the circulation of capital
and the rate of exploitation, we obtain the average organic
composition of capital at the given moment, and also the
other average magnitudes by which the average rate of
profit will be determined.

We will illustrate that by a further example, and in
order not to render it complicated we will consider only
the organic composition of capital. Assume that we can
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divide all the enterprises of a certain society into three
kinds: (1) those with a high organic composition of
capital, in which machine works, say, preponderate ;
(2) those with a low organic composition of capital, which
include bakeries, tailors’ shops, and similar businesses ;
and (3) the remainder, among which the most typical are
textile mills, for example. We presume that the number of
workers is the same in all three spheres, that the variable
capital in each sphere is equal to 100 million pounds, and
that the rate of exploitation is also everywhere the same
(009, say). But in the sphere of production with a low
organic composition of capital there are only 100 million
pounds of constant capital; in enterprises with a high
organic composition 500 millions of capital are invested ;
and in the others there are 300 millions. For the sake of
simplicity we assume that not only the rate of exploitation,
but also the speed of circulation is everywhere the same.

How, then, shall we determine the average organic com-
position of capital and the average rate of profit ?

In order to do this, we calculate the total sum of the
constant and variable capitals of all the enterprises, and also
the surplus value which the workers create in those enter-
prises {remembering that everywhere the rate of exploitation

is equal to 1009,). We then obtain the following :
Constant Variable Surplus
Capital. Capital. Value.
c v s
Spheres with a high
organic composi-
tion of capital
{machine works,
etc) .. . .|£500 million| £100 million | £100 million
Spheres with a lo
organic composi-
tion of capital
(bakeries, etc.) ..{£100 million| £100 million { {100 million
Remainder (textile
mills, etc.) . .i£300 million| {100 million | £100 million
Total . .'£goo million| £300 million | £300 million
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Thus the total constant capital of our society is goo million
pounds, and the total variable capital is 300 million pounds.

The organic composition of the total capital of society is
then: f£goo million : £300 million, or as 3 : I.

As the total capital of society (c+v) is equal to 1,200
million pounds, and the surplus value (s) is 300 million

pounds, the average rate of proﬁt( sv) will be equal to

c+
(1?:;)0 XIOO%) or 25 9%.

The profits of all the enterprises will tend towards that
average rate.

But does this mean that all capitalists (whether machine-
builders, bakers, or mill-owners) will receive this same average
rate of profit? Not in the least. Every capitalist will
chase after the greatest profit. And he may succeed in this
with certain favourable conditions prevailing in the market :
so long as the improved technique introduced by him and
the cheapening of production does not become widespread,
or so long as the number of capitalists engaged in the given
sphere of production is small, he may obtain a certain
surplus over and above the average rate of profit—what is
called differential (i.e., surplus) profit.

But as soon as those improvements have widespread
application, or as soon as a mass of other capitalists fling
themselves into this sphere, the differential profit inevitably
disappears ; the price of the commodity also may fall to
such an extent that our capitalist may not succeed in re-
ceiving even the average rate. But obviously as soon as
this happens the converse flow of capital into other spheres
sets in, and the rate of profit again rises.

This fluctuation of profit in capitalist society upward and
downward around the average rate of profit recalls the
fluctuations of prices around value concerning which we
have already written.

The average rate of profit is the point of equilibrium of
individual profits tn any society where theve exists a blind
chase after the greatest profit obtarnable.

For that matter, this is not the only way in which the
anarchic nature of capitalist society is demonstrated. In-
dividual enterprising capitalists, wishing to cheapen the
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cost price of their commodities and thus to beat their
rivals in the struggle for larger profits, introduce technical
improvements. However, as these technical improvements
come to be applied by other capitalists not only does the
differential profit disappear, but yet another result, quite
unexpected to the capitalist, is obtained. As soon as the
technical improvements get widespread application, this
factor is reflected in the average organic composition of
the capital of the whole society, and as a result the average
rate of profit itself tnevitably falls.

Thus a drop in the rate of profit according to the growth
in the organic composition of capital does not reveal itself
directly in an individual capitalist enterprise with the im-
provement of its technique. That drop is revealed in the
average rate of profit, which is the regulator of the profit of
individual capitalists.

It is true that a drop in the rate of profit (i.e. the receipt
on every pound of capital) through the widespread applica-
tion of technical improvements is customarily recompensed
to the capitalist by his extension of production (i.e., in a way
that the number of pounds from which he draws an income
is increased). But none the less there is diametrical opposi-
tion between the individual intentions of a capitalist (the
greatest rate of profit) and the results achieved (a fall in the
average rate of profit).

This is yet another indication of the anarchic character
of the capitalist society.

35

Costs of Production and Calculation in Capitalist Society.

Profit is the motive principle of capitalist society. The
capitalist is not an artisan, who in engaging in production sets
himself the task mainly of satisfying his own needs. From
the capitalist’s point of view an enterprise which does not
bring in a profit has no sense. But the capitalist strives not
only generally to obtain some profit : his slogan is ““ maxi-
mum profit.”” He is driven to this, apart from his own avidity
for gain, by competition. If there were to exist a capitalist
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who despite his own capitalistic nature did not strive after as
large a profit as possible, but for some more or less consider-
able period was content with a small profit, the other
capitalists receiving larger profits would have greater possi-
bilities of extending and improving their enterprises, and at
the first convenient opportunity would ruthlessly ruin their
modest comrade in the competitive struggle.

By what methods can the capitalist obtain larger profits ?

Obviously, in the competitive struggle this can be done
not by way of raising the selling price of a commodity, but
by lowering the expenses connected with the production of
that commodity, by lowering the costs of production. By
cheapening the cost price the capitalist can lower the selling
price, and thus not only beat his competitors but also
obtain larger profits.

But in order to do this and in order generally to judge of
the state of affairs in his enterprise, the capitalist must have
a clear idea of what are the costs of production in his enter-
prise, what are the expenses, and what exactly is the expense
per unit of the commodity produced.

The calculation of these expenditures consequently plays
an enormous part in the rational (from the capitalist view-
point) arrangement of the affairs of his enterprise and in his
struggle on the market,

We will examine the costs of production more closely.

By way of example let us examine the manner in which
the costs of production were composed in the case of such a
commodity as cotton print in 1913 in Russial:

Expense in 9% relationship to
Kind of expense. gold roubles. total expense.

Raw materials .. I5T1s. 40 kops. 41°0%,
Auxiliary materials .. 3 1s. 84 kops. 10°59,
Fuel .. .. .. Ir. 75 kops. 7°5%
Wages . .. 6r15s. 87 kops. 18-59,
Depreciation .. .. 4 T15. 20 kops. 11°09,
Overhead charges .. 4 r1s. 30 kops. 11°5%,

36 1s. 36 kops. 100°0%,

1See I. G. Borisov, Prices and Trade Policy, 1925. The calculation
given therein has been simplified somewhat, and the percentages cast
into round figures.
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We see from the foregoing table that the main expenses
in the production of cotton print fall to raw materials (41 %,),
fuel, auxiliary materials, and wages.

We will examine these costs separately.

(1) The expenditure on raw materials, i.e., on cotton,
occupies the central position by its size in our example. It
is obvious that in various spheres of production the expenses
on raw materials will be different ; in the primary industries,
where the materials to be worked up are not bought but
are taken ready from nature (coal, oil, ore, for instance),
the expenses on raw materials will be insignificant. On the
other hand, there are spheres of industry in which the cost
of raw materials is a still larger item in the price of the
commodity than it is in our example of cotton print ; thus,
the value of the raw material will be considerably greater
than 419, in the case of a diamond sold by a jeweller.

In any case in all the manufacturing industries the ex-
penses on raw materials constitute one of the chief costs of
production ; consequently the cheapening of the price of
raw materials plays a colossal part in the competition
among the capitalists themselves, in their hunt after profit.

As the result of the individual manufacturers’ striving to
cheapen the cost of raw materials there develops a ruthless
struggle between the capitalists who purchase raw materials
and the capitalists who sell them.

Many of the richer capitalists sometimes endeavour them-
selves to open or acquire enterprises producing the raw
materials necessary to their production, so as to save them-
selves from the caprices of the sellers of raw materials (and
fuel also). Thus, for example, capitalists owning machine-
building plant endeavour to acquire mines, in order to have
their own iron or coal-mines, etc.

As we shall see later on, in modern society a struggle goes
on between states, each of which strives to capture the rich
sources of raw materials in the backward countries of Asia,
Africa, and America for its own capitalists.

In the struggle for cheaper raw materials, an enormous
part is played by the extent to which raw materials already
purchased are well exploited. In any manufacture, there is
a certain amount of waste products (shavings, sawdust,
and odd pieces of board, for instance). Obviously the
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less there is of such waste products the cheaper will be the
commodity.

The successes in this sphere largely depend on the achieve-
ments of technique and science : the more exact and perfect
the work of the machinery, the better the exploitation of
raw materials.

Quoting a French economist, Marx (Capital, vol. III,
part 1) cites an instance in which, after the replacement
of old millstones by new ones, there was an output of
one-sixth more flour than before from the mill, using the same
kind of grain.

In exactly the same way production can be greatly
cheapened if a method can be found of utilising the waste-
products. Pieces of tin and iron filings are again melted
down into raw metal, the waste products of agriculture,
dung and manure, go to improve the soil (and are some-
times used as fuel), the bones left in a sausage or tinned-
food factory also go to form a special kind of manure or are
used in soap-manufactories.

The successes of modern science, and of chemistry in
particular, are continually opening fresh possibilities of
utilising waste products and of exploiting raw materials
for the preparation of a number of extremely necessary
articles. In addition to the cases we have already mentioned
of the utilisation of dung and bones for manure, we may
mention the successes of chemistry in the realm of obtaining
material for manure (and other nitrogenous combinations)
from the free nitrogen in the air, and to the success in the
matter of preparation of a number of complex organic
combinations by artificial (synthetic) methods.

(2) The second item entering into the costs of production
after raw materials and auxiliary materials (the latter of
which we shall not stop to consider in detail) is expenditures
on fuel and on energy generally (electricity, gas, etc.).

One of the greatest services to technique in the nineteenth
century was the invention of new power machinery and
the exploitation of new sources and forms of energy, and
a colossal increase in the output of fuel.

The transfer from the exploitation of animal motive power
to that of steam engines, turbines, electrical motors, and
the internal combustion engine, the transfer from wood-
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fuel to coal, oil, and the exploitation of the mighty water
torrents, have all greatly reduced expenditure on fuel,
which even so still constitute a very important item in the
cost of production.

(3) Labour power is an element which, of course, cannot
be dispensed with in any form of production whatever. The
lower the organic composition of the capital of an enterprise,
the lower the constant capital by comparison with the
variable capital in that enterprise, the greater is the per-
centage of the costs of production falling to labour power.

The cheapening of labour power is, of course, one of the
chief cares of the capitalist.

We already know what measures the capitalist adopts in
this direction. They are an increase in the intensity of
labour, a lowering of wages, and a rise in the productivity
of labour by the introduction of new machinery.

All the expenses we have been discussing so far, 1.e., for
raw material, fucl, and labour power, constitute the main items
1n the production costs and are called production expenses.

In addition to these, we have also to deal with what are
known as depreciation and overhead charges, which it is
true usually occupy a comparatively small share in produc-
tion costs, but which none the less are of no little importance.

(4) Let us first of all consider depreciation.

What do we call depreciation ? It is none other than the
gradual transference of the price of the worn-out machinery
and buildings into the price of the commodity.

We already know a little about this from the chapter on
surplus value, where we said that the value of constant
capital enters in parts into the value of the commodity.
An exact calculation of depreciation, of the share of the costs
of machinery and buildings which falls to a single unit of a
commodity is sometimes extremely difficult. If, for ex-
ample, I turn an axle on a lathe, how am I to determine
exactly what part of the lathe has entered into the turning
of that axle? How can I previously determine with more
or less exactitude the period during which the lathe will
be in service, and how much I shall have to expend on
repairs ?

However, approximate estimates based on all previous
experience are possible; and not only possible, but even
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indispensable. The capitalist must set aside as reserve the
value of the fixed capital which is returned to him in parts
through the sale of the commodities, setting it aside as a
depreciation fund which afterwards has to serve him for
the restoration of his fixed capital. If the capitalist makes
an erroneous calculation in this sphere, then for a time, so
long as the old machinery and buildings have not completely
worn out, nothing would appear to be happening. But
the more ominous and terrible will be the catastrophe when
the time comes to buy new machinery in place of the old,
and the depreciation fund proves to be inadequate to this
purpose.!

How can the capitalist ensure a reduction of the depre-
ciation charges falling on a unit of his commodity (i.e., on
every yard of cotton print, every pound of sugar, etc.)?
In the first place, an enormous part is played in this realm
by the same growth in technique and the productivity of
labour of which we have already spoken. As we shall see
later, this is assisted by the concentration of production, and
the growth of large enterprises. Here the rationalisation of
production is also of some importance (we have already
referred to this in dealing with Taylorism), and the reduction
of the time during which a machine is standing idle, the
elimination of such features as machinery working unpro-
ductively (i.e., a lathe continuing to turn when no work is
being done at it), and similar items. When cheapening
depreciation charges (as for that matter other charges also),
the capitalist, of course, is least of all concerned with the
interests of the workers ; in his hunt after cheap machinery
he often greatly worsens the worker’s conditions of labour
(makes no provision for safety guards to the machinery, and
SO on).

It has to be noted that with the growth in technique and
the organic composition of capital, the depreciation charges
take a continually larger place in the costs of production,

1 Of course it must not be thought that the depreciation fund must
always remain in the capitalist’s hands as cash. We shall see (in the
section on credit) that so long as the old fixed capital is not com-
pletely worn out he can temporarily make use of this money. But it
is obvious that it ought to be available in ready money towards the

time when it will be necessary for him to occupy himself with the
purchase of new machinery (or the construction of new buildings).
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and the question of economy in this sphere assumes a
continually growing importance for the capitalist.

(5) The remaining costs to the capitalist, which are not
directly connected with the production of the commodity,
are called overhead charges.:

In this category come expenses entailed in the maintenance
of administration and the entire administrative machinery,
office-workers, travellers (e.g., agents purchasing raw
materials), auxiliary workers (office-cleaners, watchmen);
also the payment of various taxes and rates, expenses on
the insurance of the property, payments for the maintenance
of such institutions as schools, hospitals, etc., are referred to
this category.

Are these overhead charges indispensable? Can the
capitalist completely eliminate them ? Of course he cannot
do without an administration and the maintenance of
an office ; if he does not insure his property he risks losing
a great deal in the event of any misfortune: the State
forces him to pay rates and taxes.

But obviously every capitalist endeavours to reduce his
overhead charges to a minimum.

The scientific organisation of labour and Taylorism, of
which we have already spoken more than once, are important
to the capitalist not only because with their help he directly
raises the intensity and productivity of the labour of his
workers ; they help him to organise the work of the enter-
prise and of its administration in such a way that a large
reduction in overhead charges is achieved. For instance,
the piece-work system eliminates expenses connected with
the supervision of the workers: the delusive baits of the
Taylorists compel the workers themselves to take good care
of the property of the capitalists and to work to the limit of
their powers without pause. By providing the capitalist with
rationally worked out methods of estimating and accoun-
tancy, the scientific organisation of labour also reduces and
cheapens the work of the administrative machinery.

The concentration of production, which plays a decisive
part in the lowering of all the costs of production, is, of
course, of great importance in the reduction of overhead

! By many, depreciation charges are alsoincluded among overhead
charges.
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charges. The larger the factory, the less is the expenditure
per unit of the commodity on watchmen, lighting, etc.

In regard to taxation, the capitalist takes all measures
possible in order to evade them. Capitalists conceal their
revenues and by all ““ legal ** and illegal methods endeavour
to get a lower estimate of their property. But as the capitalist
state which to-day is concerned with the defence of no other
interests than those of the bourgeoisie, has need of money for
the maintenance of its machinery, the bourgeois politicians
contrive to transfer the tax-burden from the bourgeoisie to
the toiling masses. Thus the capitalist achieves a reduction
of overhead charges in this respect also.

Overhead charges for schools, hospitals, etc., constitute,
as everybody knows, an infinitesimal part of the total mass
of the capitalist’s expenditure. The farthings which the
wiser capitalists set aside for this work are returned to them
with interest ; they form one of the sugar-plums which ap-
pease the workers and increase their ardour.

For that matter, the capitalist seldom gives this money
voluntarily ; occasionally the worker himself wins these con-
cessions by sheer force through his trade unions, by means of
the direct economic struggle (strikes, etc.), or by way of the
political struggle (for laws ensuring the protection of labour).

A number of overhead charges arise not as the result of
the production of the commodity, but through the necessity
of its disposal, its sale. Among these are expenses on the
maintenance of trading machinery, advertising, etc.

But as they do not enter into the costs of production, and
at the moment we are not discussing trade, we shall not
stop to analyse this question.

Such, then, is the general importance of various costs in
the price of the finished commodity. The specification of
these various costs constitutes the calculation which aids the
capitalist to take measures to lower expenses on particular
items, in order thus to be able to compete with other capital-
ists, and not go under in an unequal struggle.

More than this, of course, calculation cannot give him.
The costing system which he establishes for his own business
affords him no possibility of eliminating the lack of organisa-
tion and anarchy which exists in capitalist economy as a
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whole ; no matter how exactly the capitalist calculates the
cost price of a commodity, he cannot calculate how many
commodities are being produced by other capitalists nor
the price at which they will sell them; each individual
capitalist makes his calculation in order more rationally to
exploit his capital, in order to receive as great a profit as
possible from it. But other capitalists are striving to the
same end ; the struggle continues, and the anarchy of the
capitalist system remains.

36
The Price of Production and the Theory of Labour Value.

Summarising all we have said so far, we come to the fol-
lowing conclusions :

1. Every capitalist strives to sell his commodity so as to
recover the costs of production and receive as large a profit
as possible.

2. In the process of competition and the transfer of
capital the profits of individual capitalists tend to the aver-
age rate of profit, which in turn depends on the organic com-
position (and the speed of circulation) of all the capital of
society taken as a whole.

3. The point of equilibrium around which the prices in
capitalist society fluctuate is thus the cost of production plus
an average profit.

This regulator of capitalist society is called the price of
production.

After what has been said, however, the question inevitably
arises : does not the conclusion we have reached contradict
what we said in the chapter on value ? For there we established
that the price of a commodity is determined in the last resort
by the socially-necessary labour expended on its production.
In that chapter, in reckoning the price of commodities we
were continually dealing with hours of labour, but now it
would seem that we have not even touched on the labour
question, but have talked only of the expenditures of the
capitalist, both production and overhead, and of the profits
of that capitalist.
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It is true that in that previous chapter we were talking not
of capitalist society, but of a simple commodity economy.

But what relation has the price of production, with which
we are now concerned, with the value of a commodity, of
which we spoke earlier ? It is very important that an answer
should be given to this question, since we built all our
previous observations on that very theory of value.

In order to get a clear understanding of the position, we
will return to our society of which we spoke previously
(par. 34). This society has a total capital of £1,200 millions,
and its enterprises can be divided into three categories
according to the organic composition of their capital:

Constant Variable | Surplus
Capital. Capital. Value.

Spheres with a high organic
composition of capital
(machinery - building
works, etc.) .. ..| £soomn. | £100 mn. {100 mMn.

Spheres with a low organic
composition of capital

(bakeries, etc.) .. ..| £roomn. | {100 mn. {100 mn.
Remainder (textile mills, |
etc.) .. .. ..| £300mn. | £100mn. '£IOO mn.
!
Total . ..| £goomn. | £300mn. !{300 mn.

In passing, we direct attention to those spheres of produc-
tion which are grouped together under the section ‘ re-
mainder.” They have a constant capital of £300 millions, a
variable capital of £r00 million ; the organic composition of
their capital is equal to 300: 100, or 3: 1. And the organic
composition of the capital of the society as a whole is the
same (900 : 300 or 3 : 1). Those enterprises coming in the
“ remainder ’ category thus have an average organic com-
position of capital. Thus in our example we have enterprises
with a high, an average, and a low organic composition of
capital. Grant that one shilling represents one hour of
socially-necessary labour. We will reckon how many hours
of such labour are incorporated in the commodities of all the
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categories of enterprises, in other words, what is the value
of the commodities produced by them equal to. (In order not
to complicate the example, we shall assume that the constant
capital is worn out and its value is entirely transferred in the
course of one cycle, which is effected in exactly one year.)

Value of { Value of
the the Surplus
Constant | Variable Value
Capital Capital incor-
transferred| transferred| porated
to the to the in the
com- com- com- | Total.
modity. modity. | modity. | mn.
mn. hrs. | mn. hrs. | mn, hrs. | hrs.

Spheres with a high or-
ganic composition of
capital {machinery-
building works, etc.) ..| 10,000 2,000 2,000 | 14,000

Spheres with a low organic
composition of capitall -
(bakeries, etc.).. ..| 2,000 2,000 2,000 6,000

Spheres with an average
organic composition of
capital (textiles, etc.) ..} 6,000 2,000 2,000 {10,000

Totals .. ..} 18,000 6,000 6,000 |30,000

Thus there are 14,000 million labour hours in the com-
modities produced by the machinery-works and other enter-
prises with a high organic composition of capital ; the value
of these commodities is equal to 14,000 million shillings, or
£700 millions ; the value of the commodities produced by the
sphere of industry with an average organic composition of
capital is equal to £500 millions ; and that of the low organic
composition to £300 millions.

What will be the price of production of these factories ?

As the average rate of profit is equal to 25 per cent.,
as we have already ascertained (in par. 34), and the
machinery and similar works have expended a total capital
of £500 c4100 v, i.e. £600 millions, the price of production
of the machinery, etc., turned out by them should equal the
cost of production (6oo million) -+ the average 25 per
cent. profit (i.e. 99;);;25- ={£150 millions) ; in other words, a
total of £600 millions+£150 millions=£750 millions.
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In the same way we can reckon the price of production of
the other enterprises with an average organic composition of

capital.
Costs of Production. Average Profit. Price of Production.
£300 mn. + £100 mn. 25 % of {400 ma. £400 mn. +£100 mn.
c. v. or or
or 400 X25 mn. £f £500 mn.
£400 mn, +
100
or
£100 mn.

We shall make a similar calculation for the enterprises
with a low organic composition of capital :

Costs of Production. Average Profit. Price of Production.
100 C.+I00 V. 25 % of £200 mn. £200 mn. + £50 mn.
or or or
£200 mn. 200 +25 £250 mn.
+ ————
100
or
£50 mn,

Now we shall compare the prices of production of the
commodities in the various spheres of production with their
values.

Labour Price Plus or

value of minus of

of production | price of
commodity of production

| produced. |commodity | over value.
Machinery and other enter-| -
prises with high organic
comp. .| f7oomn. | f7s0mn. | +£50 mn.

Textile and other enterpnses

with average organiccomp. | f50omn. | £s500mn. |no difference
Bakeries, etc., with low or-

ganic comp. - .. f300mn. | f250mn, - £50 mn.

‘ £1,500 mn. l £1,500 mn. Ino difference

What results do our calculations afford us ?

The owners of the machinery works and enterprises with a
high organic composition of capital, who sell their commodi-
ties at the price of production, will receive more than their
value for them ; the owners of the bakeries will be in the
opposite position.
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Why is this so ? It is because the bakers should “ really ”
have received a rate of profit higher than the average, owing
to the low organic composition of their capital, but they were
forced to renounce that excess. They (i.e. the owners of the
bakeries) were compelled to do so willy-nilly, since other-
wise, as we already have seen, the owners of the machinery
works would have preferred to put their capital into bakeries,
which give higher profits and that would inevitably have
led to a drop in prices.

Thus in the process of levelling the rate of profits the
baker capitalists and their fellows lost fifty million pounds.
Instead of the one hundred million pounds of surplus
value which the workers in their enterprises had created,
they succeeded in getting only fifty million pounds into
their hands.

But while the enterprises with a low organic composition
of capital “ lose "’ fifty million pounds, the machinery enter-
prises gain that very sum.

In the spheres of production with an average organic com-
position of capital the price of production of commodities is
equal to their value, as our calculations show.

In exactly the same way, if we consider the sum of
prices of production of all commodities produced by the
society and compare that sum with the value, we shall see
that they are equal ; and this is obvious, for, as we have seen,
the losses incurred by the bakers have been counterbalanced
by the profits of the machinery builders.

After what has been said we see that even from the purely
quantitative aspect, i.e. from the aspect of the magnitude
of value and price of production, there is a definite connection
between the two ; here it becomes obvious that in capitalist
society value does not disappear, but it remains of effect
only for all society taken as a whole. And the price of pro-
duction itself also rises on the basis of value, since it is
formed from the cost of production and the average rate of
profit; while the average rate of profit which evokes
deviations from value has, as we know, itself arisen out of
value ; for the average rate of profit is no other than’a
relation of the surplus value of all enterprises to the value of
the capital of the whole of society.

But the connection between the price of production and
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value is not limited only to what we have just said: the
guantitative connection between the magnitudes of the values
of commodities and their prices of production is in its turn
explained by still more fundamental connections which exist
between those productive, working relationships of men
which are expressed in value and the price of produc-
tion.

What productive relationships find their expression in
value? The relationships between commodity-owners and
relationships as are regulated blindly on the market by the
agency of exchange. Value, which regulates the relationships
between men, indicates where the labour of an individual
commodity producer should be directed ; in other words, it
(value) regulates the distribution of social labour in that society
where what is essentially social labour has taken on indi-
vidual, private-ownership forms.

But while in a simple commodity economy the distribution
of social labour is effected directly through value, while in
that economy labour tends directly to that sphere of produc-
tion where price is higher than value, in capitalist society
the affair takes a somewhat different turn, as we have
already seen. Here the regulator becomes the price of
production ; here the difference between the individual
price and the price of production determines the degree
of profitability of this or that enterprise, the amount of
profit which it can bring to the capitalist on his capital
and consequently the direction in which capital must
tend.

Thus the price of production leads to a definite distribution
of capital between the various spheres of enterprises. But it
is obvious that while regulating the distribution of capital, the
price of production simultaneously regulates the distribution of
soctal labour also ; for a certain distribution of capital entails
a certain distribution of social labour. While in a simple com-
modity economy the distribution of social labour is effected
directly through value, under capitalism it is effected in-
directly through the price of production and the distribution
of capital. This occurs because in a capitalist economy other
relationships exist, in addition to the relationships between
individual commodity-owners. There are in the first place
the relations between the capitalists and the workers, and in
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the second place those between various groups of industrial
capitalists.?

The relationships of simple commodity economy (i.e. the
relationships between individual commodity owners, regu-
lated arbitrarily through the agency of the market) do not
disappear in capitalist society, but are only rendered complex
and take on a new form, thanks to the fact that other rela-
tionships are associated with them.

But if this be so, it is obvious that value also, which
expresses the relationships of a simple commodity economy,
does not disappear in capitalist economy, but only takes on
a new, more complex form—namely, the form of price of
production. It is obvious that although these two categories
(i.e. value and the price of production) do not entirely coin-
cide, a profound connection none the less exists between
them.

MATERIAL FOR STUDY IN CONNECTION WITH
CHAPTER I (PARS. 31-36)

1. According to statistics the output in large scale industry in
Russia, in 1913, consisted of the following elements :

Mil. rbls.
(@) Transferred Value :
(1) Machinery, buﬂdmgs repairs and equip-
ment . .. 547.6
{2) Raw matenal accessories and fuel .. 29720
() Newly-created Value :
(1) Wages and maintenance of labour power 1,052.5
(2) Taxes and duty .. .. .. .. 408.1
(3) Net profit .. .. .. .. .. 639.5
Total .. .. . .. . 5,620.7

1 ¢
.« .

. The theory of labour-value studies only one type of pro-
duction relationships between men (as between commodity owners) ;
but the theory of price of production presumes the existence of all
three fundamental types of production relationships in capitalist
society (relationships between commodity owners, relationships
between capitalists and workers and relationships between various
groups of industrial capitalists.)’”” 1. Rubin, Outlines of the Marxian
Theory of Value, State Publishing Co., Moscow, 1924, p. 164.

M



166 AN OUTLINE OF POLITICAL ECONOMY

(1) Show and work out separately the elements of constant and
variable capital entering into the output.

(2) Which of the indicated elements belong to fixed and
circulating capital? Work out separately the magnitudes
of both.

(3) Work out the rate of exploitation and the rate of profit.

2. There is one factory with £1,000,000 constant capital and
£500,000 variable capital ; another factory has £100,000 constant
and £25,000 variable capital. In which of them is the organic
composition of capital higher ?

3. In your opinion, in which enterprises will the organic
composition of capital be higher, in factories or in capitalist
farms ?

4. Why does not the capitalist want to divide capital into its
constant and variable parts and why does he divide it into its
fixed and circulating elements?

5. In whichk countries is the organic composition of capital
higher in the U.S.S.R. or in the United States, in Great Britain
or in India, in Russia or in China ?

6. In which of these countries should the rate of profit be the
highest, and what conclusions can be drawn from this as to the
rate of profit in the advanced and colonial countries ?

7. What practical conclusions should capitalists draw from the
different rates of profit in the various countries ?

8. What will be more correct to say : is it the individual em-
ployer who exploits the worker, or is it the entire capitalist class
as a whole? In answering this question give the reasons for your
answer.

9. Is the rate of profit in the various countries being levelled
out, and what conditions are necessary for the levelling of the
rates of profit?

10. How is it that although the rate of profit is falling the
capitalists are not growing poorer but richer ?

READING

The Organic Composition of Capital.

(a) Marx, vol. 1, p. 671, 1926 edn., beginning with “ The com-
position of capital . . .”” to the end of the paragraph.

(8) Marx, vol. 3, pp. 171-2, 1926 edn., beginning with “ By the
composition of capital . . .” and ending with ‘‘is called the
organic composition of capital.”



PROFIT AND PRICE UNDER CAPITALISM 167

The Organic Composition of Capital and the Rate of Profit.

(@) Marx, vol. 3, pp. 176-7, 1926 edn., beginning with *“ Capitals
of different composition . . .” and ending with * the total capital
must also differ.”

(b) Marx, vol. 3, ch. iv, pp. 186-7, beginning with * Since the
capitals invested . . .”” and ending with ‘‘ capital invested in
social production.”

Formation of the Rate of Profit.

Marx, vol. 3, ch. v.



Chapter I1

THE REGULATOR OF SOVIET ECONOMY
(Value, Profit, and Price of Production in the U.S.S.R.)

37
The Question of Value in the U.S.S.R.

Now that we have made a general acquaintance with the
laws regulating the productive relationships of capitalist
society, the question naturally arises, do all these laws hold
good in the U.S.S.R.? We shall begin with the law of
value.

In order to answer the question of how the law of value
operates in the U.S.S.R., we need to recall at least in a
few words the part played by that law in capitalist
society. Independently of this or that form of productive
relationships any society can exist only under conditions of
a certain equilibrium between human needs and the means
of satisfying those needs, or, in a word, an equilibrium
between production and consumption. But as human needs
are satisfied by means of labour, any equilibrium between
production and consumption presupposes a division of
labour in various spheres of production as will correspond
to the needs of society. In what way is this proportion in
the division of labour over the various spheres of production
achieved in capitalist society? As we have already said
more than once, it is achieved through the law of value,
which is the regulator of productive relationships in capitalist
society. And the law of value fulfils this role by means of
what Marx called the “ barometrical fluctuations of
prices.”

Now consider Communist society. Like any other,
Communist society will have definite needs, and the satis-
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faction of those needs will also demand the observation of
a certain proportion in the distribution of labour over
various spheres of production in correspondence with those
needs. Here also it will be necessary that the wvarious
economic groups can, in exchange for their product, which
they will hand over to society as a whole, receive such a
quantity of products of others’ labour as will ensure the
existence of the entire society and its individual parts. Thus
here also the ** expenditure of labour ”’ connected with any
particular product has to be taken into account. But the
regulation of this ‘‘ labour balance ”” will not assume the
form of value ; as we have already said, it will be regulated
not blindly by means of exchange on the market by inde-
pendent commodlty-producers but by the conscious will
of all society. The various *‘ expenditures of labour "’ will
throw off their fetishistic wrappings and be revealed in a
direct and pure form.

The question may be asked : in what way is equilibrium
achieved in Soviet economy—blindly, through the law
of value, or consciously, by way of a planned direction of
economic processes ? We already know from the foregoing
that the basic distinction of Soviet economy is its transitional
character, that taking it as a whole it is no longer capitalist,
but at the same time it has not yet been transformed into
a wholly socialist economy. If we were asked, is Soviet
economy capitalist or socialist, we should of course reply
that it is impossible to call it one or the other, since the
peculiarity of Soviet economy consists, as we said, in the
very fact that it is of a transitional nature, passing on from
capitalism to socialism. In exactly the same way we should
have to answer anyone who demands from us whether the law
of value operates here in its entirety, or whether it has
entirely ceased to operate and has been replaced by con-
scious regulation. To asseverate that one of the two is
correct is impossible, because neither the one nor the other
is correct, but rather a third: that we are lLiving through a
process of transition from the one to the other. The law of
value has not yet fallen away, but continues to operate
in Soviet conditions ; but it does not operate in the form in
which it operates in the capitalist system, since it is passing
through the process of withering away, the process of trans-
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formation into the law of “ expenditure of labour " that
operates in socialist society.?

But it is not sufficient to say that the law of value is
dying, that the law of value is being transformed into the
law of ** expenditure of labour.” It is necessary to indicate
exactly how it is dying, and in what consists the peculiarity
of its operation in Soviet economics.

In order to give a concrete answer to this question, we
must first remind the student once more of the various
modes of production extant in the Soviet Union, by which act-
ually its transitional character is determined. As we know, all
these various modes do not exist side by side as independent
and isolated spheres ; each brings influence to bear on all the
others, and they are all bound together in the synthetic
system of the transition period.

Consequently, in order to fulfil our task we have first and
foremost to consider more closely the basic features of
these modes of production, the methods of regulation which
are native to each of them separately, if it be taken “in
its pure form *’; then we have to consider the influence
which one mode of Soviet production can have on the others,
so as afterwards to pass to a consideration of the regulator
which determines the equilibrium of the economic system as
a whole.

Let us first consider the State economy of the U.S.S.R.
It no longer represents an aggregation of individual privately
owned enterprises, of which each is connected with the
others through the market and prompted in its activity
exclusively by the struggle to receive as large a profit as
possible, such as we see under capitalism. All the State
enterprises in the U.S.S.R., and the trusts and syndicates
have their centre in the Supreme Economic Council. Through
that centre the State directs and administers all State in-
dustry. In addition to the State industry the railways, a

1 The great philosopher Hegel, and after him the founder of
Russian Marxism, Plekhanov, ¢ited the following example, which
will assist us in the elucidation of the situation in our own case. A
youngster begins to show down on his chin. Can one answer the
question whether the youngster has a beard by a simple ** Yes " or
‘““No ' ? Of course not. Neither the one nor the other is true,
because the fact of the matter is that the youngster’s beard is just
in the stage of development.
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large share of the trading enterprises of the country, the
banks, and so on are also concentrated in the hands of the
State. All these spheres of Soviet economy also have their
directing staffs in the form of the corresponding People’s
Commissariats: the People’s Commissariat for Ways and
Communications, for Trade, and so on.

Contact between these spheres of Soviet economy is
realised through the planning organs of the Union—the
Council of Labour and Defence and the State Planning Com-
mission (Gosplan) attached toit. It goes without saying that
if there were only State production in the U.S.S.R. the
question of value as its regulator would not arise at all. But
together with State economy in the U.S.S.R. there exist
economic enterprises of other types also : the capitalist enter-
prises of the Nepmen and concessionaires, the enterprises of
the handicraft and artisan workers, and finally twenty-two
million farms, the preponderating majority of which can be
classed as belonging to simple commodity and primitive
modes of production.

In regard to those which belong to the type of primitive
economy, it is obvious that so long as they are not trans-
formed into commodity producing enterprises they are com-
pletely self-contained units, which have no need of regulating
relationships among themselves (nor with other economic
organisms). Capitalist enterprises and small commodity pro-
ducers, taken by themselves, naturally could not be regu-
lated in any other way than through the agency of value and
the price of production in the sense which we have defined
above in dealing with commodity and capitalist economy in
general.

That is how the various separate *“ orders *’ of our economy
would be regulated, if they were to exist in a * pure”
form, each isolated one from the other.

But in reality we know that the simple commodity-pro-
ducer, and the capitalist, and the socialist State enterprises
are connected with one another by innumerable threads.

What is the nature of this connection, how is it regulated,
and how does it affect the nature of the different modes of
production ? ‘

Private and State enterprises are connected with one
another through the market, as we already know.
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But it is necessary to observe that despite the relative
independence of the State and private enterprises com-
municating with one another through the market, none the
less they cannot be considered as absolutely equal commodity
owners, like two capitalists in capitalist society. It would be
unsound to consider State economy as a ‘‘ big ”’ merchant,
competing with smaller merchants. There is a distinction
here not only in quantity, but in quality. State economy,
being the economy of the working class as a whole, is here
as a ‘‘logically socialist "’ element in opposition to the
elements of simple commodity and capitalist economy.
Inasmuch as the State enterprises belong directly to the
ruling proletariat, inasmuch as they constitute the * strate-
gic points ”’ of industry, it is not possible to say that the
influence of private on State enterprises is equal to the con-
verse influence of State on private enterprises—the fun-
damental and characteristic feature of Soviet economy taken
as a whole is the leading role of State industry, its pre-
dominance in the national economy, which corresponds
to the predominance of the proletariat in the political sphere.
That predominance of State industry also determines the
economic evolution of the country, and its transition to a
completely socialist economy.

In order to observe the manner in which the State effects
its direction of the whole economic system, we will return
to the question of the influence which State enterprises may
bring to bear on the most essential sector of private enter-
prise, namely on peasant production. On the one hand,
the State supplies agriculture with the manufactured
goods : instruments of labour, agricultural machinery,
ploughs, scythes, and so on, and with articles for consump-
tion, cloth and materials, sugar, paraffin, and so on; on
the other hand, the State purchases raw materials (cotton,
flax, sugar-beet, and so on) from the peasantry for industry,
and also foodstuffs (grain, meat, eggs, and so on). The
State, which enters the market as the largest supplier of
industrial commodities, and in a number of cases as a
monopolist, can influence the development of private
economy in general, and peasant production in particular,
in such a way as to thrust it along the road towards socialism.

It depends first and foremost on the State as to what
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commodities are to be manufactured for agriculture and
what are to be purchased on its behalf abroad. If the State
supplies agriculture with agricultural implements such as
harrows, drills, steam ploughs, tractors, and with fertilisers,
etc., this conduces to the development of technique and the
industrialisation of agriculture, and as we shall see later, to
its socialisation. But if, on the other hand, the State re-
stricts itself to supplying agriculture exclusively with articles
of consumption, the fempo of agricultural development will
be greatly retarded, and with it the tempo of socialisation.

The question of the distribution of industrial products
is of no less importance. Here, in the first place, price policy
has to be taken into consideration. If the State exploits
its monopolist position to pursue a policy of high prices and
thus appropriates a large part of the revenue of the peasantry
to itself in the form of monopoly profits, the peasants are then
unable to accumulate resources for the development of their
husbandry. The industrialisation of agriculture is held up,
since the purchasing power of the peasants is reduced, and
so the work of socialist construction will suffer. With a
policy directed to lowering prices, the opposite results are
achieved.

Of no less importance is the question of the distribution of
agricultural implements among the various sections of
the peasantry. If, for instance, the tractors get into the
hands of the kulaks (or rich peasants) this will conduce
to the growth of capitalist relationships in the villages,
since the ““ kulaks” will endeavour to use the tractors
to exploit and enslave the village poor. On the other
hand, if the tractors get into the hands of the middle,
and particularly the poor elements of the village, they will
be the means of uniting those elements, and will thus be a
means towards the socialisation of agriculture. By estab-
lishing easy terms for the supply of tractors to the poorer
peasants, the State can conduce to the socialist reconstruc-
tion of the village.* Of no less importance is State policy
with regard to the purchase of raw materials and foodstuffs
produced in agriculture. The State does not only enter the
market as the largest producer and supplier of industrial

! The question of the methods of socialist construction in the
village will be considered by us in the last part of this book.
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products. By a system of regulations it can maintain
prices for agricultural products at such a level as will
ensure the properly balanced growth of industry and
agriculture. Also, by carrying through a definite price
policy, the State can stimulate the development of such
sections of agriculture as are indispensable from the view-
point of the interests of socialist construction; thus, it
can stimulate the development of cotton-growing, flax-
growing, and so on. Further, by concentrating in its hands
the great bulk of agricultural produce, and by intelligently
manceuvring with its reserves, the State can influence the
market prices.

Thus, for example, in the event of an inflation of grain
prices on the part of the private traders, the State can in-
crease the supply of grain on to the market from its reserves,
and thus cause a fall in prices.

Finally, by a suitable policy the State can directly regulate
private trade. When supplying private traders with manu-
factured goods, the State can make -that supply condi-
tional on the obligation to sell at fixed prices; in cases of
necessity it can completely deprive private trade of those
commodities, and direct the commodity output exclusively
through the State and co-operative establishments. In
the collection of raw materials by establishing easy terms
for the transport of certain commodities by State and
co-operative organisations, and higher rates for private
trade, the State can direct private trading capital into
spheres in which there is no ‘‘ commodity famine,” and
concentrate the trade in commodities of which there is
a shortage in the hands of State and co-operative estab-
lishments, in order to preclude unjustifiably inflated prices
for these commodities. Through the same agency the
State can stimulate the export of commodities by lowering
railway rates on lines through which foreign trade is con-
ducted. But it is not only by this system of economic
measures that the State can influence the market ; there
are also administrative measures which it can take. Thus it
can establish fixed prices for commodities, and punish by
law those who violate those prices.

All this confirms what we have said above: by its
ownership of industry, transport, and a large proportion
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of trade, and by its control of the State machinery, the
Soviet State has in its hands such a mighty weapon to
influence the market that it can in large measure subject
them to its own planned direction. In all the cases we have
considered the prices of commodities would unquestionably
be different if they were left entirely to the operation of the
market, and a different direction would be given to the
development both of agriculture and of industry, and of
Soviet production as a whole.

This is the influence which State direction brings to
bear on the private economy of Soviet Russia, and there-
fore also on Soviet economy taken as a whole. This predomin-
ance of State control also determines the direction in which
the whole economy develops ; it determines the line of its
transition to completely socialist economy.

But we must not over-simplify the struggle which the
Soviet State carries on with the blind forces of the market, etc.
In Soviet production the planned element does not mechani-
cally restrict and squeeze out the law of unconscious regula-
tion. We must not give the impression that wherever plan-
ning exists the anarchic elements are immediately excluded,
and vice versa. The mutual relations of the planned and the
anarchic elements are far more complex. The Soviet State
realises its influence on market relations through the operation
of the blind laws of the market, and by forcing them to operate
along lines desirable to the State.

We will elucidate this by an example.

Let us assume that the Soviet State has found it neces-
sary to extend the production of a certain raw material,
flax for instance. Obviously under the conditions of com-
plete socialism such an extension would be easily achieved :
the directing centre would simply give the order for produc-
tion to be extended, and the object would be achieved. Isit
possible under present conditions to achieve an extension of
the sowing of flax by way of direct orders, by way, for instance,
of circulars and appeals, calling on the peasantry to sow more
flax ? Obviously that is impossible. The extension of flax
sowing can be achieved only by raising the price of flax, and
so making its production more profitable. Here also the
the distribution of social labour will be achieved through the
distribution of articles, in the present case with the aid of a
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rise_in the price of flax. Of course the State may deliberately
raise the price of flax in order to stimulate an extension of
flax cultivation, but obviously this will not be equivalent to
the elimination of the law of value, but only an intelligent
manipulation of that law by the State.

Thus the deliberate and planned regulation of the Soviet
State amounts to its taking into account the law of value
and availing itself of it, directing its operation along the
way of strengthening and developing the socialist economic
elements.

Moreover, it has to be observed that even with the decisive
influence of the State in the general system of Soviet
economy the “ strategic points "’ cannot but experience the
influence of market relationships and also to a certain extent
the influence of the law of value.

The State enterprises are frequently compelled to resort
to market methods of connection with one another. For
example, assume that exchange is going on between such
enterprises as are not dependent on the private market either
for the realisation of the commodities they produce or in
regard to raw materials. We will assume that Gomza
(State metal-working factories) is selling a locomotive to
the People’s Commissariat of Ways and Communications.
We know that in this case Gomza, which is working on a
business footing, will demand a definite sum of money from the
Commissariat in return for the locomotive, and here we have
a market form of sale and purchase.

But behind this superficial form of sale and purchase will
there be the same productive relationships as are hidden
behind value? Of course not. For the Commissariat and
Gomza are different enterprises of one and the same State,
and not two independent owners; for them the market
is by no means the sole form of connection, and therefore it is
not possible to speak of value here. But the whole peculiarity
of the instance we are considering consists in the very fact
that despite the absence of value in its content, the superficial
form, the ‘‘ integument "’ of value still has a certain real
significance in the sale of the locomotive, This ‘‘ integument”’
has importance first and foremost in the quantitative
determination of the price of the locomotive. It is true that
the magnitude of that price may be regulated and to a
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certain extent is regulated by the State planning organisa-
tions. But can those organisations fix the price of the
locomotive arbitrarily ? Obviously not. It is obvious that
here the influence of the market is felt, though indirectly.
For although the locomotive is made of metal obtained in
State mines and worked up in State metallurgical works,
and although it is sold to a State organisation, neither the
production nor the operation of the finished locomotive is
by any means isolated from private economy.

In reality the price of the locomotive will largely depend
on the wages of the workers, and the level of those wages,
even with their deliberate regulation, depends on the prices
of articles of prime necessity, on which the anarchy of
market exerts great influence. In determining the price of
the locomotive the reaction of that price on the cost of
transport of commodities sold to the peasantry, and conse-
quently on the price of those commodities, etc., has also to
be taken into account.

But we repeat that the influence of value will here be
purely superficial and will not strike at the very essence of
the relations between the various parts of the Soviet State
economy.

Such are the peculiar features which value takes on in the
Soviet economy. In so far as planned regulation is still, as
we have seen, in large measure regulation by the agency of
things, it is still early to speak of the complete elimination of
value. But in so far as the law of value is used in Soviet
planned regulation, to that extent the essence , the very core,
so to speak, of this law is beginning to disintegrate ; there
begins a process of transformation of the law of value into
the law of *“ expenditure of Labour " of socialistic economy,
comparable to the transformation of the grub into the butter-
fly which goes on inside the cocoon.

The swifter the growth of State economy the stronger its
influence on private economy, the more rapidly will this
process of the transformation of value into the law of
expenditure of labour be consummated, and the relationships
between men finally lose the form of relations between
things.
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38
Profit and the Average Rate of Profit in the U.S.S.R.

We now turn to the question of profit in the U.S.S.R.
Does profit exist in Soviet economy, together with all the
laws associated.with it (the law of average profit, the price
of production, and so on) ?

We have already shown that such categories as capital,
surplus value, etc., are only the expression of the fact that
in capitalist society the capitalists have a monopoly in the
instruments of production on the one hand and that the
workers sell their labour power on the other. If these fea-
tures were not present then profit would not exist in the
sense in which we understand the word, i.e. as surplus value,
created by the workers and appropriated by the capitalists.

In exactly the same way the law of the average rate of
profit can be present only in a society where competition
exists, where a struggle is going on between individual
capitalists, and there is a more or less free flow of capital.

If in addition we recall the description given in previous
parts of the relationships which are characteristic of Soviet
economy, it will not be difficult to make certain general
deductions concerning profit and its laws in the conditions
of Soviet economy.

Inasmuch as there can be no thought of surplus value in
the socialised State enterprises, there cannot be any thought
of profit either.

It is true that if the matter be considered superficially we
have something which is very reminiscent of the profit of
capitalist enterprises : for a State trust selling its commodi-
ties receives a certain surplus over the cost price in the form
of a sum of money which is not returned to the individual
workers in the form of wages. The trust which produces
goloshes at five shillings a pair and which sells them at seven
shillings would appear to receive two shillings profit. But
this is only the superficial form, arising out of the fact that
the market and a monetary system still exist in the Soviet
Union. But if we observe what social relationships are con-
cealed behind these two shillings of “ profit *’ we find that
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they are not profit in the capitalist sense, since they are
placed at the disposal of the State, i.e. of the entire working
class, which uses them in the interests of the same working
class.

That is why, in speaking of the “ profit ”’ of Soviet State
enterprises we should continually keep in view the fact that
the word is used by us conventionally, while in its essence,
in its content, it has nothing in common with capitalist

rofit.

P But if we turn from the State to the capitalist enterprises
which also exist in the Soviet Union then, of course, we have
to speak of “ profit ”’ not conventionally, but in the customary
capitalist sense of the word : here that part of surplus value
which is transformed into profit is not at the disposal of the
working class but of the bourgeoisie, who turn it to their
own advantage.

That is the position in regard to profit.

In regard to the law of the average rate of profit, of the
transfer of surplus value from spheres with a low organic
composition of capital into spheres with a high organic
composition nf capital, it is obvious that this law also cannot
have the application in the Soviet system which it has in the
capitalist system.

After what we have said above concerning the directing
influence of State industry it is obvious that even among the
private capitalistic enterprises the free flow of capital and its
trend into spheres with a high rate of profit are impossible in
the Soviet Union. Only in rare cases is a levelling of profit
among the capitalist enterprises possible. As for the flow of
capital from private industry into spheres in the hands of the
State, that is a quite obvious impossibility. Still less is there
any necessity to speak of a levelling of profit among spheres
of various State industry, since by their very nature they
cannot base themselves on the pursuit of the highest possible
profit.

We will take two State enterprises, the one with a high
organic composition of *“ capital,” a locomotive construction
works for example, and the other with a lower composition,
brewery say. At the present time the breweries are providing
the State with an excellent profit. Meantime the locomotive
works, like the metallurgical industry generally, frequently
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not only do not provide a profit, but even show a deficit on
their working.

Thus, from F. Dzherzhinsky’s report (The Fundamental
Problems of Indusirial Policy, Moscow, 1925, p. 107) it is
evident that for the year 1923 the machinery-construction
section of the metallurgical industry alone showed a deficit
of 54 million roubles.

What conclusions would a capitalist draw from this?
At the first opportunity the locomotive works would be
closed down and all the free capital would be thrown into
the opening of breweries, which give large profits. But
something quite the contrary occurs in the Soviet State.
With all its powers the Soviet State supports the machinery
construction industry, affording it assistance financially and
thus transferring the profit received from the profitable
enterprises into the deficit-bearing metallurgical industry,
for the purpose of restoring and extending that industry.

The Soviet State does this because it is not concerned with
a simple pursuit of profit but has in view first and foremost
the general interests of Soviet economy, to which both
locomotives and machinery are extremely necessary.!

39

The Significance of Profit in Soviet Economy.
Calculation and its Importance to the Economic System of the
U.S.S.R.

It by no means follows that because the Soviet State does
not observe an unrestricted pursuit of profit as such in its

1 It may appear to some that the Soviet State might act otherwise :
would it not be simpler to open more breweries, obtain a larger profit
from them and with that profit purchase locomotives abroad ? Then
there would be no losses, and in addition locomotives are cheaper in
the foreign market. Although this plan would appear to be more
advantageous, its fulfilment would result in the Soviet State being
placed in greater dependence on foreign capital, owing to the non-
existence of its own locomotive and engineering works ; in the event
ofsa war or blockade it would be impossible to repair the imported
locomotives or machinery.

In this question the policy of the Soviet State again demonstrates
that it has in view not simply ‘‘ monetary interests,” but the interests
of the working class which is struggling for communism,
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enterprises, therefore it is a matter of complete indifference
to it whether its enterprises bring it a loss or a profit.

Profit (of course in the conditional sense already defined)
is extremely important to the Soviet State.

Without profit the Soviet State would be unable to extend
its enterprises, would be unable to increase the socialistic
elements in its economic system, within which, as we see in
the case of the market, there is scope for anarchy.!

If it were to suffer a loss socialist industry would be ruined,
and in face of the existence of capitalist enterprises side by
side with it, it would inevitably be destroyed.

While the State sometimes maintains unprofitable enter-
prises, in the interests of the whole system and the struggle
for communism, it finds it possible to do so only because
other enterprises yield a profit, part of which (as we have
already shown) can be sunk in the unprofitable enterprises.

Being thus highly interested in the accumulation of profit,
the State takes all necessary measures to make its enter-
prises profitable. One of the most important ways in which
the Soviet State is encouraging the directors in Soviet indus-
try to accumulate profit is the running of enterprises on a
business basis. The various enterprises work, as it were, each
onitsown responsibility, depending first and foremost on their
own powers. The means of maintenance, renewals and ex-
tension of production are drawn from their own revenues,?
and the administrators of the enterprises thus become
interested in diminishing the expenditure of their enterprise
and in increasing its revenues.

At the same time the general direction of all State enter-
prises remains in the hands of the State, which watches to
ensure that individual directors do not overlook the interests
of society as a whole in considering their own narrower
interests.

In order to safeguard this the State subordinates individual
enterprises and their federations to the Supreme Economic
Council and to other central economic organs.

In addition the Soviet State gathers a large part of the

1 This important and interesting problem of socialist accumulation
will be considered in more detail later.

2 Qnly in special cases can an enterprise (or trust) count on aid
from the State in the form of a subsidy.

N
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profits of the trusts into its own hands : * The entire profit of
the trust is paid into the State exchequer, with the exception
of a sum of not less than 20 per cent. which is set aside
as the trust’s reserve fund . . . and also a sum for the pay-
ment of commission to the members of the administration
and remuneration to the workers and employees.” (Pat. 45
of the Decree of the Soviet of People’s Commissars and
the Council for Labour and Defence, dated April 10th,
1923.)

9By this system the Soviet State ensures that both indi-
vidual economic units and their directing organs are inter-
ested in the profitability of enterprises and in its increase.

How is that increase achieved ? First and foremost by a
lowering of the costs of production. And as, from the view-
point of society as a whole, a lowering of the costs of produc-
tion amounts to a reduction of expenses on labour power, an
increase in the profit yield is achieved mainly by an increase
in the productivity of labour. This is achieved by the wages
policy of which we have already spoken, and also by im-
provements in technical equipment, concentration, and the
enlargement of enterprises (of which we have also spoken,
and which will be dealt with again later). In the struggle to
cheapen commodities particular importance is attached to
the question of overhead charges, which are frequently bound
up with irrational organisation and with bureaucratic
burdens on industry and trade.

A reduction in the costs of production, is obviously of
importance not merely for the increase of profit. A factor of
no less importance is that while increasing the profitability of
enterprises, it is possible simultaneously to lower the selling
prices of commodities! by which means commodities are
rendered more accessible to the masses, and thus a fuller
satisfaction of the needs of the working class and its ally the
peasantry is achieved.

At the same time it is necessary to remind the student once
more that while working for the profitability of an enter-

1 There is nothing strange in the fact that with a cheapening of the
cost of production and a reduction (within certain limits) of the prices
of commodities the profit obtained by the enterprise may not diminish
but may increase; for, a8 we have seen, this occurs in the capitalist
world also.
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prise, the Soviet State cannot strive for an increase of profit
at any cost. Whilst some years ago, when transferring its
enterprises to a paying basis, the State strove to ensure their
profitability, at the present time it is no less important to
ensure a restriction of profit, to struggle with individual
directors who in the pursuit of profit are grossly increasing
the prices of commodities, which increase leads to certain
economic difficulties, especially in the realm of mutual
relationships between town and country.

The further growth in the mass of prolit received by state
enterprises is possible with a reduction in the cost price and
the selling price of commodities, and consequently through
improved technique and the rationalisation of produc-
tion.

But in order to achieve this end, in order to obtain the
possibility of cutting down the expenses of production, and
by the regulation of prices to carry on production in the
interests of the toilers, a strict auditing and balancing of the
revenues and expenditures of Soviet enterprises is indispen-
sable ; this is the reason why calculation takes on an enor-
mous importance in Soviet conditions.

Whilst calculation affords the capitalist the possibility of
carrying on a successful struggle with other capitalists, calcu-
lation affords the Soviet State the possibility of carrying on
its production along the most systematic lines ; it affords
the possibility of strengthening more and more the socialist
elements and subjecting to itself the anarchy of the market.

40
The Price of Production tn the Soviet Union.

There remains the last question, does the law of the price
of production operate in Soviet economics? That is not
difficult to answer, if it be remembered that the price of pro-
duction is composed of the cost of production plus an
average profit.

Although, as we know, the costs of production are of
great importance in determining the price of commodities in
the Soviet economic system, since the Soviet State is
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interested in the making of ‘“ profit,” i.e. in the sale of
commodities at prices higher than their production costs,
yet, as we have already seen, the situation in regard to
the average rate of profit is not quite that of capitalist
society. Whilst in that society there are certain tenden-
cies hindering the levelling of profit, the hindrances to
this in the Soviet Union are considerably greater. As a
rule there is no such levelling within Soviet State industry ;
nor is there any occasion to speak of the levelling of profit
as between State and private industry in view of the
leading roéle played by State industry. And as we have
seen, even between private enterprises that levelling can
occur only as an exception.

Thus it is obvious that in the Soviet system the operation
of the law of the price of production does not operate.

MATERIALS FOR STUDY IN CONNECTION WITH
CHAPTER II (PARS. 37 TO 40)

THEMES AND EXERCISES

1. Study the following Tables I, IT and III, which are taken
from the Control Figures of the State Planning Commission for
the year 1926-27, and answer the following questions :

(a) What is the specific weight and tendency of development of
socialised and private production in the economic system of the
USS.R.?

() Which spheres of national economy are the basis of the
planned and of the anarchic element in the U.S.S.R., and to
what extent are they so?

(¢) From Table No. I it is evident that a large part of the gross
output falls to the share of private production in the U.S.S.R.
Does this show the preponderating influence of private enterprise ?

(d) On the basis of a comparison of all three tables what deduc-
tion can you draw on the question of the specific weight of the
planned and the anarchic elements in Soviet economy ?
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TABLE I

Gross Production (at pre-wayr prices) in percentages.

Industry and Co-
Agriculture. State. | operative.| Private. Total.
1923-24 27:6 1-9 70°5 100 Y,
1924-25 32-9 2-1 65-0 100 %,
1925-26 354 2-3 62-3 100 %,
1926-27 370 2-3 60-7 100 Y%,
Of these :
(@) Industry—
1923-24 703 5:0 247 100 %
1924-25 74-6 4-6 208 100 9,
1925-26 77+0 49 181 100 %
1926-27 77°9 48 17-3 100 %
(b) Agriculture—
1023-24 .. II-I 07 882 100 %
1924-25 .. 10-8 0-8 88-4 100 9,
1925-26 99 0-8 89-3 100 %,
1926-27 99 0-8 89-3 100 %
TABLE 1I

The Commodity Output of all Industry and Agriculture.

1ngustry and Lo-
Agriculture. State. | operative.| Private. Total.
192324 .. | 394 34 572 | 100 %
1924-25 .. | 47°1 3'3 496 100 %
1925-26 .. 49°3 3-8 46-9 100 Y,
1926-27 .. 506 37 457 100 9%,

TABLE III

Trade Turnover.

Industry and Co-
Agriculture, State. |operative.| Private. Total.
1923-24 3I-0 28-2 40-8 100 %,
1924-25 355 37°5 27°0 100 Y
1925-26 34-0 42°3 237 100 9,
1926-27 34°0 44°5 21-5 100 %
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2. Study the following statistics concerning U.S.S.R. trade,
taken from the collection of economic tables published by the
Agitation and Propaganda Dept. of the C.C. of the C.P.S.U.
and the Rationalisation Dept. of the People’s Commissariat of
Workers’ and Peasants’ Inspection, and answer the following
questions :

() A growth in trade in the U.S.S.R. is observable from year
to year. Why is it not possible on this basis to draw the deduction
that the law of value is gaining in importance ?

(b) Why is it not possible to draw the same conclusion on the
basis of the growth of foreign trade?

U.S.S.R. TRADE
(in mallion roubles).

1923-24. | I924-25. | 1925-26.

Turnover of 7o provincial

bourses .. .. . 1,462 3,403 4,460
Turnover of Moscow bourse 1,555 2,990 3,801
Sales of 303 groups Govern-

ment Combines .. .. 1,914 3,204 3,695
Foreign trade .. .. 960 1,278 1,405

NoTte.—~When answering the above questions, the student is
recommended to read Bukharin’s speech at the 7th Plenum of the
Comintern or at the r5th Moscow Conference (sections Cealing
with Soviet connections with world economy).

3. Why is it not possible to consider the mutual relationships
between the plan element and the law of value in U.S.S.R.
economy merely as those of antagonistic elements?

4. In what way does the law of value die out in the U.S.S.R.
economy being achieved ?

Note.—Illustrate your reply by some example.



PART V
MERCHANT CAPITAL AND MERCHANT PROFIT
Chapter I

MERCHANT CAPITAL AND MERCHANT PROFIT IN CAPITALIST
ECONOMY

In the foregoing chapters we have acquainted ourselves with
the manner in which surplus value is created, how it is trans-
formed into profit, and how that profit finds its way into the
pocket of the industrial capitalist. But the various bourgeois
groups existent in capitalist society are not confined to the
industrial capitalists. In addition to the industrial capitalists
there are trading capitalists, bankers and landowners, of
whom no less than of the industrial capitalists it can be said
that they are like the lilies of the field, which toil not neither
do they spin, yet Solomon in all his glory was not arrayed like
one of these.

All these groups are the personification of certain capitalist
production relationships. The question arises: what part
is played in capitalist economy by the capital represented by
these groups, and what is the source of the profit which they
receive.

We begin with the question of merchant capital and profit.

41
The Circulation of Capital.

In the section on profits and the price of production we
have already indicated that in its circulation capital passes
through various stages. We will study this question in rather
more detail. In order to begin the process of production the
capitalist must have certain monetary resources at his dis-
posal, and with these resources he must purchase on the
market all the elements necessary to begin the process of
production, namely, on the one hand the means of produc-
tion : looms, machinery, raw materials, and so on; and on
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the other, labour power. This means that at this stage of its
circulation capital acts in a monetary form as money
capital, and its function consists in being transformed into
commodities : into means of production and labour power.
This stage may be indicated thus : M — C (the transformation
of money into commodities) ; and as we have already said,
this C (commodity) into which money has been transformed
consists of MP {means of production) and LP (labour power) ;
in other words, C=MP-+LP.

After the capitalist has bought the means of production
and labour power on the market, he has to begin the produc-
tive exploitation of the commodities he has purchased. The
process of production is begun, and capital passes into its
second stage, the stage of production capital. This stage can
be indicated thus: C — P (process of production) ~ C.

From the foregoing exposition it ought to be clear that
this stage would be robbed of all meaning for the capitalist
if, as the result of completing the process of production, he
received merely the value of the means of production and
labour power into which he had previously transformed his
money, even though he received that value in a different
commodity form. It is clear that after finishing the process
of production, the mass of commodities produced, in addition
to the recovery of the value of the means of production and
labour power expended in their production, should include
surplus value also, in other words, should be indicated thus:
C...P...C, the dots indicating the break in the pro-
cess of circulation, P the process of production, and C’ the
mass of commodities increased by the total sum of surplus
value.

After completing the stage of production industrial capital
thus exists in the form of commodity capital, augmented by
the total sum of surplus value. The capitalist has had all this
mass of commodities produced not for his own consumption,
but for sale, consequently he must again turn to the market,
this time as a seller of the goods produced. The period of sale,
of realisation of these goods, begins, after the completion of
which capital must again throw off its commodity habila-
ments and take on the glittering monetary form in order
again to be transformed into means of production and labour
power and to begin the same unbroken cycle.
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Inasmuch as the commodities into which capital enters
after the completion of the process of production con-
tain surplus value (the difference between the value C’ and
the value C), so after its transformation into the monetary
form it must contain that surplus value. Consequently this
third stage in the circulation of capital must be indicated so :
C'-M".

Thus in its movement capital passes through three stages :
the monetary, productive, and commodity stages. The aggre-
gate of all these three stages through which capital passes is
called the cycle of capital.

The circulation of capitalas a whole can be expressed thus :
M-C. P. c'-M

All three stages in the cycle of capital are absolutely
necessary, and the cycle as a whole can function normally
only if its metamorphosis from one form into another, i.e.
from the monetary into the productive, from the produc-
tive into the commodity form, functions unhindered. 1f we
study carefully all these metamorphoses of capital from one
form to another, we note that when capital is in its monetary
form (M -C) this connotes simply that the industrial
capitalist acts on the market as a purchaser of means
of production and labour power. When capital is trans-
formed into productive capital, it connotes that the indus-
trial capitalist is passing to the productive use of the com-
modities he has purchased (the means of production and
labour power) ; when capital throws off the productive form
and acts in its commodity form, it connotes that the period
of sale of the commodities produced has arrived in the
industrial capitalist’s activities. Thus, all these are various
functions in the activity of the industrial capitalist, directed
to the achievement of his ultimate aim, to extract surplus
value ; or in other words, these are the various forms which
industrial capital takes on in the course of its movement.

42
The Concept of Merchant Capital.

Since we have chosen as our first task to consider the
question of trading capital and trading profit we must first
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interest ourselves in the third stage in the cycle of industrial
capital, i.e. that stage in which it takes the form of com-
modity capital, when the moment of sale arrives, or, in
technical language, when the realisation of the commodities
produced begins.

The period of realisation of commodities demands the
setting apart of a special capital on the part of the industrial
capitalist.? This capital is formed first and foremost from the
value of the whole mass of commodities which are for sale.
In addition, the actual process of sale and purchase of com-
modities involves various expenditures. Among these have
to be reckoned expenses on advertising, on the building of
warehouses and shops, on the maintenance of the necessary
staff of employees, on the keeping of books, on packing,
sorting, and transport of the commodities, and so on. But
the monetary sums which are obtained by the realisation
of the commodities produced are not exhausted by these
expenditures. The commodity can be regarded as realised
in its entirety only when it reaches the consumer. The
road from the point of production of the commodities
to the consumer is extremely long. Take cotton goods
produced at some textile mill in Moscow ; in order to
reach the peasant of some distant Siberian village they have
to travel thousands of miles by all kinds of means of trans-
port : motor, railway, and cart ; they have to pass through
dozens of warehouses and trading houses, etc., all of which
demands time, even if no delay occurs. But if, in addition,
the realisation is effected with certain delays and diffi-
culties, if after all this the purchaser still has to be sought,
the time necessary to the realisation of the commodities is
increased still more. If the industrial capitalist wishes to
ensure that the delay in the realisation of the commodities
shall have no reflection in the process of production, he must
have a reserve capital which can be sunk in production
before the finished commodity is unrealised.

Thus the capitalist must withdraw a large capital from
production for the period of realisation of the commodities
produced, and this capital is composed of capital necessary
in the actual process of circulation plus the reserve capital

! For the present we assume that the industrial capitalist is himself
occupied in the realisation of his commodities.
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required to provide against difficulties in the selling of the
commodities. So far we have assumed that the industrial
capitalist is himself occupied with the realisation of his com-
modities. However, it is by no means necessary that the
industrial capitalist should himself take his commodities
on the market. That function—the function of realising the
commodities produced, can be separated from industrial
capital and handed to another capitalist. Thus, when the
function of realising the commodities produced is removed
from industrial capital and becomes a function of a separate
capitalist, we have an example of trading capital.

43
The Labour of Salesmen.

Inasmuch as the period of realisation of commodities
demands a definite capital, the trading capitalist has to
expend that capital. But we know that the aim of every
capitalist, irrespective of whether he invests his capital in
industry or in trade, is to obtain profit. The source of profit
is surplus value. The question arises: does the labour of
salesmen create value and surplus value ?

In order to find the answer to this question we must
review the various forms of labour applicable in the service
of commodity circulation. These forms of labour can be
divided into two categories : first, labour expended directly
on the service of commodity circulation in its simple aspect,
and second, labour expended on the transport, packing,
sorting, and warehousing of the commodities.

We know that not all commodities require the services of
transport, packing, warehousing, etc. Take a house for
example. It can be sold innumerable times and pass from one
owner to another, i.e. it can participate in commodity circu-
lation, without being moved from its site, or subjected to the
packing process, and so on. Thus trade in houses will need
only the labour which serves the actual process of commodity
circulation—buying and selling : in other words, the labour of
the office employees, the solicitor, expenses on advertising,
the payment of commission and so on. This example clearly
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demonstrates that in the trading process we can distinguish
labour expended directly on commodity circulation from any
other form of labour. But why is it necessary to make such a
distinction ? It is necessary because labour expended directly
on commodity circulation can create neither value nor surplus
value. In the section on “ surplus value” we tried to
explain the development of surplus value from commodity
circulation and came to the conclusion that it is impossible to
attribute the origin of surplus value to circulation.

In addition to the reasons and arguments which we then
adduced, we can easily demonstrate this fact by the following
example. Take a capitalist who is engaged simultaneously
both in production and the sale of his commodities. The
greater the number of workers engaged in the production
of commodities, given of course the existence of the necessary
equipment and raw materials, the greater will be the quan-
tity of commodities produced, and the greater will be the
capitalist’s profit. The situation is quite otherwise in regard
to salesmen. An increase in the number of salesmen cannot
possibly lead to an increase in the quantity of commodities.
On the contrary, the number of employees depends on the
quantity of commodities produced and subject to sale.
Consequently, just as the capitalist is interested in increasing
the number of workers, again within the limits of the existing
equipment and raw materials, so he is interested not only
in keeping the number of his salesmen from increasing, but
in reducing them to the minimum.

In addition, it is necessary to bear in mind that in trade
we customarily observe a great lack of correspondence
between the number of employees exploited by trading capi-
tal and the mass of profit obtained by that capital. The pro-
duction of commodities demands much more labour than the
trade in those commodities. If you take two enterprises
with the same amount of capital, one an industrial enter-
prise, a gold mine say, and the other a commercial enterprise,
such as a shop for the sale of gold articles, you will see that
the number of employees engaged in the sale of gold articles
is absolutely insignificant by comparison with the number of
workers engaged in the gold mining enterprise.

Thus, in 1910 in Russia 84,201 workers had a total gold
output of 2,618 poods in round figures, i.e. in the course of
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the year one worker produced about one pound of gold.1
One can imagine how much larger a quantity of gold in the
form of gold articles may be sold by one shop employee in a
year under favourable conditions.

But despite the comparatively insignificant number of
employees engaged by him, the trading capitalist, as we shall
see from our later exposition, obtains the same amount of
profit as does the industrial capitalist given the presence of
an equal capital. Thus if we take the view that the labour of
salesmen is the source of trading profit, we have to recognise
the salesman’s ability to create such a colossal value as the
most skilled industrial worker is unable to create. However,
we have absolutely no justification for such a conclusion.
From the section on value we know that only the more com-
plex, more qualified labour is able to create large value, since
the more qualified labour demands greater preliminary ex-
penditure of labour in its training and education. Although
the labour of a salesman demands a certain preliminary
training and study, it is far from being equivalent to that
which is demanded in the labour of a professor, for example,
or an engineer or even a highly skilled worker. Meantime
neither the labour of a professor, nor that of an engineer or
indeed the most highly qualified labour in the world is able
to create such a high value as the labour of salesmen would
have to create if commercial profit had to arise our of their
labour.

This enables us to draw the deduction that the labour
expended on commodity circulation cannot be the source
either of value or of surplus value, and forces us to seek some
other explanation of trading profit.

We still have to consider the other forms of labour serving
the trading process, labour on the transport of commodities,
on their packing, sorting and warehousing. None of these
forms of labour is directly connected with commodity circu-
lation as such. That thisis so is easy to see from the fact that
in communist society, where the distribution of the articles
produced will take place without any buying or selling, with-
out any exchange, where all the costs directly connected
with trade will be eliminated, the labour costs for the trans-

1 The figures are taken from Liubimov’s Course of Political
Economy, vol. i, 1923 ed., p. 28. (1 pood equals 36 1b. av.)
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port, packing, sorting and warehousing of goods will still
remain ; therefore these costs are not peculiar to commodity
economy. This all indicates that the labour expended on all
these operations cannot be related to the costs of commodity
circulation, but rather to costs in the production of the com-
modities, arising, however, in the process of circulation.

4
The Source of Merchant’s Profit

We have seen that if the industrial capitalist were himself
to engage in selling his commodities, he would be compelled
to withdraw part of his capital from production ; but he has
handed this work over to the trading capitalist (merchant)
who carries out all the operations both of selling and of
supplying the commodity to the consumer in the industrial
capitalist’s stead. Thanks to this arrangement theindustrial
capitalist obtains a number of advantages and conveniences.

In the first place, by selling his products to the wholesale
trader the industrial capitalist swiftly recovers the capital he
has expended, realises his profit and thus obtains the possi-
bility of at once returning to production.

Secondly, he frees himself from all the cares associated
with the realisation of the commodities he has produced, and
obtains the possibility of concentrating all his attention
entirely on production. And we know that in capitalist con-
ditions trade is one of the highly complicated spheres of
economics, demanding specialised knowledge and ex-
perience, and adaptability to the complex, oft-changing,
market situation. Consequently, if the industrial capitalist

himself engages in the realisation of his products he must
involuntarily divide his attention between the process of
production and that of commodity circulation, to the injury
of the one or the other or of both.

Thanks to the separation of trading capital from industrial
capital, capitalist society achieves a great economy in the
costs*involved in commodity circulation. This economy is
achieved by a great concentration of trading capital and the
speeding up of its turnover. If the industrialist himself
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carries on trade, he only serves his own production with his
capital, whereas the capitalist specially engaged in trade can
serve a number of enterprises with the same capital.

Thus we see that industrial capital is interested in handing
over the realisation of its commodities to merchant capital.t
But as we have already said, no capitalist will agree to
engage in a business which does not bring him profit.
Consequently, the merchant will only undertake the realisation
of the 1ndustrial capitalist’s commodities provided the latter
shares with him a part of the surplus value he has appropriated.

If we take into account the advantages which the indus-
trial capitalist obtains when the merchant takes the sale
of the former’s commodities on himself, the former will
gladly sacrifice part of his surplus value, if only to free him-
self from carrying on trading operations and to devote him-
self entirely to production. In practice this concession is
arrived at in the following fashion. Customarily the com-
modity passes through several stages before it reaches the
consumer. From the manufacturer it passes to the wholesale
dealer, from the wholesaler to the retailer, and then from the
retail trader to the consumer. At each of these stages a
certain addition is made to the prices of commodities, and
consequently the final price of the commodity is the price at
which it is sold to the consumer. If this process be studied
superficially the impression is gained that all these additions
represent an increase of the price of the commodity over its
value. In reality the exact converse is the case. The indus-
trial capitalist selling his commodities to the merchant at
factory prices sells them below their value. However, this by
no means implies that he sells them at a loss. As we know, the
value of a commodity contains not only the value of the
means of production and of labour power, but surplus value
also. And part of this surplus value is shared by the indus-
trial capitalist with the merchant. On selling the commodity
to the consumer at retail prices the merchant sells it at its
full value, and thus realises the share of the surplus value
which the industrial capitalist has yielded to him.

11t is necessary to note that in actuwal capitalist practice the
industrial capitalist does not by any means always transfer his
trading functions to a trading capitalist ; we can frequently observe
a whole network of retail shops belonging to one or another manu-
facturer,
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Thus we come to the conclusion that merchant profit is
part of the surplus value which the industrial capitalist con-
cedes to the merchant in exchange for the latter’s under-
taking the sale of his commodity.

45

The Role of Merchant Capital in Equating the Rate of Profit,
and the Level of Merchant Profit.

Thus we have established that the source of merchant
profit is the surplus value created by the workers engaged in
production.

On what does the extent of merchant profit depend and
how is it determined ?

From the part on profits and the price of production
we already know that as the result of competition among
industrial capitalists an average equal rate of profit is
established for all spheres of production, irrespective of the
mass of surplus value created in each of these spheres separ-
ately. Thus we find that surplus value is created in propor-
tion to surplus labour, to expended labour power, but is
distributed in proportion to the capital sunk in this or that
sphere of production. The merchant is first and foremost a
capitalist, and nothing capitalistic is foreign to him. He is
not in the least interested in the circumstance that the
labour of the salesmen creates neither value nor surplus
value. Inasmuch as he sinks a certain capital in trade, like
all other capitalists he endeavours to obtain such a rate of
profit as will not be below the average rate of profit. If the
rate of profit for merchant capital falls below the rate of
profit obtained by industrial capital there will be very few
capitalists willing to invest their capital in trade, and they
will all sink it in production. Thus the merchant is not
outside the ruthless competitive struggle which goes on
among the industrial capitalists over the division of surplus
value, and he makes a stiong demand for an equal
share in proportion to his capital. In this respect the
industrial capitalist is compelled to meet the merchant half
way and to recognise him as an equal partner in the division
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of surplus value. All this leads to the conclusion that
merchant capital participates equally with industrial capital
in arriving at the average rate of profit.

We will explain this by an example. Assume that the
“entire industrial capital of some capitalist country is equal
to one hundred million pounds, and the total surplus value
created by the workers’ labour is equal to ten million pounds.
We know that the rate of profit is determined by the relation
of the surplus value to the total capital. Consequently, in the
£10 millions
£100 millions
or 10 per cent. But we have made this estimate without any
estimate of the merchant capital and that part of surplus
value which it receives in the form of trading profit. Let us
assume that the total merchant capital of the country is
£25 millions. Now in order to determine the average rate of
profit we must take the relation of surplus value not only
to industrial capital, but to industrial plus merchant
capital.

Thus the average rate of profit will be

given instance the rate of profit will equal

£10 millions
£100 millions+-£25 millions,

or 8 per cent. By this example we see that the participation
of merchant capital in the distribution of surplus value results
in a reduction of the average rate of profit. While the indus-
trial capitalist not only receives his share of surplus value
from the general capitalist pot, but also contributes to it the
surplus value created by the workers of his enterprise, the
merchant only receives and contributes nothing. Thus
from the point of view of capitalist society as a whole
merchant’s profit and the costs of circulation generally
are nothing else than a necessary, but absolutely unproduc-
tive expense, and unproductive in a double sense at that:
first, inasmuch as part of the monetary resources are with-
drawn from production and do not create that surplus value
which they would create if those resources were expended in
production, and secondly, inasmuch as while not creating
any value, it none the less receives a part of the value
created by industrial capital. Consequently capitalist
society is interested in seeing that the sum of merchant

o}
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capital, which is a pure charge for commodity circulation, is
reduced to the minimum, of course without damage to the
realisation of the commodities produced by industrial
capital. The sum of merchant capital can be reduced by a
speeding up of its circulation. With one and the same
£100,000 pounds it is possible to accomplish one or ten turn-
overs in the year, and in the second case, of course, the
merchant capital necessary is ten times less. By reducing
the sum of merchant capital, the speeding up of the turnover
also reduces the share of the surplus value which industrial
capital concedes to merchant capital. Hence the question
naturally arises as to how far the class of merchant capitalists
is interested in speeding up the turnover of their capital, if
that speeding up leads to a reduction of capital, and conse-
quently to a reduction of the mass of profit obtained by
them.

From all we have said so far about merchant capital, the
conclusion would seem to suggest itself that merchant capital
is interested not in speeding up the turnover of its capital, but
on the contrary in slowing it down. But this only appears to
be so if the question be regarded from the point of view of
the entire class of merchants, and not from that of the
individual merchant. The individual merchant capitalist
is extremely interested in ensuring that his capital shall
circulate as swiftly as possible. Here we can draw an exact
analogy between the merchant and the industrial capitalist.
You remember how the improvement of technique reacts on
the rate of profit. With the development of technique the
rate of profit falls. Consequently it would appear that the
class of capitalists is not interested in the development of
technique. But we know that if the technique at any given
individual enterprise is higher than the average the capital-
ist owner of that enterprise will receive super-profits until
the technical improvements which are in operation in his
factory and ensure him super-profit become universal. All
this can be applied to the merchant capitalist also. In every
country and in every sphere of trade there is an average
speed of capital turnover, and the merchant whose capital
turnover is swifter than the average receives trading super-
profits. This super-profit drives the merchants into speeding
up the circulation of their capital.
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46
The Exploitation of Salesmen.

We have established that the labour of salesmen creates
neither value nor surplus value. If this is really so can one
in that case talk of the exploitation of salesmen by merchant
capital -+ In order to answer this question we must get light
upon the role of the salesman in the trading process. This
consists in the following : The merchant receives a profit
according to his capital. But the application of merchant
capital is impossible without the labour of salesmen, and the
larger the sum of merchant capital the larger must the num-
ber of salesmen be also, other things being equal. Thus,
although the labour of the salesmen does not create surplus
value, none the less it is an indispensable condition of the
application of capital to trade, and consequently of the
merchant capitalist appropriating part of the surplus value of
the industrial capitalist. Needless to say, the merchant capi-
talist is interested in seeing that this application of capital
and appropriation of surplus value should occur at the least
possible cost. Consequently it is natural that, like the indus-
trial capitalist, he should not pay the salesman more than is
necessary for the reproduction of his labour power, in other
words, for the payment of the value of his labour power. But
the merchant compels the salesmen to work considerably
longer than the necessary time, so as to exploit his labour
without payment during the surplus time in order to appro-
priate a part of industrial capital’s surplus value. Thus under
capitalism not only the proletariat at the bench is exploited,
but also the proletariat at the counter. The difference be-
tween the two consists only in the fact that by his labour the
worker creates surplus value for the industrial capitalist,
while by his labour the salesman ensures to the merchant the
possibility of transferring a part of this surplus value to his
own pocket. ‘

As capitalism develops the position of the salesman gets
worse and worse. This is explained on the one hand by the
fact that the division of labour behind the counter becomes
more and more perfect, operations are simplified and demand
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less and less qualification. On the other hand, the progress
in the sphere of popular education makes it more and more
possible for large sections of the population to acquire that
elementary knowledge which is necessary to work as a
salesman. All this largely increases the supply, and intensi-
fies the competition among them, which competition leads
to a decrease in their wages.

47
Co-operative Profits.

Hitherto, in considering capitalist trade we have assumed
purely capitalistic relationships not only in trade but in
industry also. But in reality, even during the period of most
highly developed capitalism there exist various forms of
small production, artisan, craft and peasant, side by side with
large capitalist enterprises. They are all in greater or less
degree bound to merchant’s capital and dependent onit. This
link is formed in varying ways : by the disposal of the com-
modities produced by these petty producers, and by the
purchase of raw materials, and finally by their position as
consumers. All petty producers come up against merchant
capital, as producers of their own commodities, as pur-
chasers of raw materials, and as purchasers of articles of
consumption. When a large industrial capitalist on the
one hand and a large merchant on the other come up
against each other on the market they come together as
equals. As we have already seen, the merchant capitalist
claims an equal rate of profit with the industrial capitalist,
and under normal conditions the latter is compelled to
guarantee him that rate of profit by a concession of part of his
surplus value. The situation is different when a large
merchant on the one hand and a petty commodity producer
on the other come together on the market. The petty pro-
ducer is much weaker than the merchant economically, and
in consequence he is reduced to complete dependence on him.
Needless to say, the merchant endeavours to use his position
in every possible way to exploit and enslave the petty com-
modity-producer. By exploiting his continual need of money,
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his poor knowledge of the market, and so on, the merchant
buys his commodities at cheap prices, supplies him with the
means of production and of consumption at artificially
inflated prices, and thus reaps a super-profit at the cost of
his intensified exploitation. Thus the surplus value of the
petty producer is transformed into profit for the merchant.

Hence among the petty commodity producers there de-
velops a natural endeavour to liberate themselves from this
slavish dependence on merchant capital at the very least to
ease it to some extent. To this end they unite in all kinds of
co-operative societies for the sale of their products, the pur-
chase of raw materials and articles of consumption, and so
on, and these societies aim at the replacement of merchant
capital in the supply of articles of consumption, raw materials
and so on to their members, and also the disposal of the
articles produced by them at terms more favourable for
them. In addition to the petty commodity producers, arti-
sans and peasants, the wage-workers are also interested in
co-operation, chiefly in consumers’ co-operation.

Thus co-operative societies are organisations of workers and
petty producers which have as their aim the defence of their
members as consumers or producers from exploitation by
merchant capital.

In order the better to understand the social nature of co-
operation, we will consider some co-operative, a consumers’
co-operative, say. Generally it has the following form of
organisation. Membership of the co-operative is conditional
on the contribution of a certain membership fee. The
governing body of the co-operative is the general meeting of
all members, and the executive body is an administration
elected at the general meeting. In order to control the activi-
ties of the administration an auditing committee is appointed.
The profit which the co-operative receives is divided in
various ways among the members. In certain cases the co-
operatives sell commodities to their members at lower prices ;
in others the prices are market prices, but at the end of the
trading year the members of the co-operative are given divi-
dends in proportion to their purchases, etc.

In connection with our survey of merchants’ profit we may
ask how we are to regard those profits which the co-operative
receives ; what is their source and social nature.
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Among bourgeois co-operators the opinion is quite widely
held that the advantage in the form of a definite sum of
money which is obtained by the member of a co-operative
cannot be regarded as merchants’ profit, but that it is the
simple result of economy in purchasing.

Let us see how far this view is correct. Take any con-
sumers’ co-operative, and for simplicity’s sake we will
assume that it trades only in cotton material. In the
course of a year the co-operative makes a profit of £2,500
for its thousand members. This profit is distributed thus:
£250 is placed to reserve capital, £250 goes for extension of
trade, and £2,000 is distributed among the thousand mem-
bers. Thus every member of the co-operative receives an
average of £2, and for our argument it is quite indifferent to
us whether they receive this £2 in the form of a discount on
the material bought in the co-operative or in the form of a
monetary dividend, paid out proportionately to the pur-
chases at the end of the trading year. Can that two pounds
be regarded as the result of economy in purchasing, par-
ticularly if received in the form of a discount on the com-
modities purchased in the co-operative ? What in reality is
this economy the result of ; why does the co-operative sell its
commodities more cheaply than private merchants? Evi-
dently not because it is selling commodities at a loss. Such
a co-operative could not carry on for long. And it is difficult
to assume that this cheapness of commodities by comparison
with those of private trade is the result of more economical
trading organisation in co-operatives. This problem can
easily be resolved if it be remembered what is the source of
the profit obtained by merchant capital. As we have already
established, its source is a part of the surplus value conceded
by industrial capital. The co-operative also obtains its com-
modities from the industrial capitalist, and the latter sells to
the co-operative as he does to the merchant capitalist, at
rather less than the value of the commodity. The difference
consists only in the fact that the private merchant puts this
share of the surplus value into his own pocket in the form of
profit on the capital he has expended, while the co-operative
hands it in one form or another to its members. Thus the
source of co-operative profit is still surplus value created by
the industrial workers.
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Needless to say, all the foregoing has reference to con-
sumers’ co-operation and to co-operation for the purchase of
raw materials and means of production for petty producers.
In regard to co-operation for the sale of articles produced, the
advantage which the petty producer obtains from co-opera-
tion consists in his avoiding the mediation of merchant
capital by selling his products through the co-operative, and
thus retaining part of his surplus product.

Returning to the question of consumers’ co-operatives,
we must say nevertheless that in so far as the surplus
value conceded by industrial capital to the co-operative is
distributed among the workers and petty commodity pro-
ducers, its character and social significance is altered. It
becomes a means of defending the petty producer from
slavery to merchant capital, and a means of effecting at least
a certain improvement in the material position of the wage
labourers. None the less, capitalism restricts this réle of
defending the workers from the slavery to merchant capital
within very narrow limits. Thus for example, the fact that
the worker receives commodities at cheaper prices leads
under capitalist conditions to a lowering of the value of his
labour power. The capitalist can exploit this in order to
effect a corresponding reduction in his wages. Consequently
the advantage which the worker obtains from the con-
sumers’ co-operative can be retained only if in addition to
workers’ co-operatives there exist strong trade unions or
political parties.

On the other hand the various forms of selling or purchas-
ing co-operation uniting the petty commodity producers,
artisans and peasants under capitalist conditions have a
tendency to be more and more transformed into organisa-
tions chiefly serving the most affluent sections of the petty
producers, who are forcing a road for themselves to the posi-
tion of small and middle capitalists. But this question is
outside the bounds of our present subject and will be con-
sidered in more detail later, when dealing with capitalist
accumulation.
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MATERIALS FOR STUDY IN CONNECTION WITH
CHAPTER I (PARS. 41 TO 47)

THEMES AND EXERCISES

1. What advantage does the industrial capitalist receive from
the separation of merchant from industrial capital ?

2. Why cannot merchant’s profit arise out of circulation ?

3. What is the source of merchant’s profit ?

4. What influence does the speed of turnover have on the level
of merchant and industrial capital and on the level of merchant’s
profit ?

5. Can one talk of the exploitation of salesmen by merchant
capital, when their labour is incapable of creating surplus value ?

6. What is the source of co-operative profit, and why cannot it
be explained by economy in purchasing ?



ChapterSII

THE QUESTION OF MERCHANT CAPITAL AND MERCHANT'S
PROFIT IN THE U.S.S.R.

IN the previous chapter we have acquainted ourselves with
the productive relations hidden under the categories of
merchant capital and merchant’s profit, and with the laws
which govern these relations. To what extent are the cate-
gories of merchant capital and merchant’s profit applicable
to trade within the U.S.S.R.?

Three forms of trade exist in the U.S.S.R.: State, co-
operative and private. The various forms of trade in the
Soviet system do not of course exist independently of
one another, but are interconnected, and the decisive rdle
in this connection is played, as we know, by the circum-
stances that the strategic points of the system are in the
hands of the State. But it goes without saying that the
question of the applicability or inapplicability of the cate-
gories of merchant capital and merchant’s profit to trade in
the U.S.S.R. will be decided in various ways for various forms
of trade ; and the solution of the question will vary not only
according to the innumerable combinations which will arise
from the inter-relationships of the various forms of trade
among themselves, depending on who produced the com-
modity sold, and where that commodity goes. It is one thing
if, for example, exchange takes place between any two State
organs, even if they are trusts, or if the State-trading enter-
prise realises the products of industry ; it is another question
when the State enterprise supplies its commodities to a
private merchant for further sale; a further situation will
arise if the capitalist sells his commodities to be resold by the
State organisation, and so on.
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48

The Inapplicability of the Categories of Merchant Capital and
Merchant’s Profit to State Trade.

We will first consider State trade and its mutual relation-
ships with the various economic forms existing in the Union.
By State trade we mean trade carried on by State organs:
the trusts, syndicates, State trading organisations, and so on.

Are the capitalistic categories of merchant capital and
merchant’s profit applicable to the State trade of the
USS.R?

We shall first consider the case when the product of a
State enterprise is realised through State trade. We will
assume that the textile syndicate sells to a co-operative
store cotton goods manufactured by some textile trust.
Here we have relations which superficially appear to be capi-
talistic ones. In the first place the textile syndicate trading
in cotton goods has at its disposal all the elements which
enter into the conception of merchant capital : i.e. a definite
quantity of commodities, a corresponding trading house, a
staff of employees, etc.

Just like any capitalist trading enterprise, the textile
syndicate sells cotton goods to the co-operative at a higher
rate than that at which it received the commodities from the
textile trust.

Like any capitalist trading enterprise, after the sale of the
commodities the textile syndicate receives a certain surplus
beyond the cost price of the commodities sold—what in
capitalist conditions is called merchant’s profit. Finally, the
textile syndicate, like the capitalist trading enterprise,
employs the labour of salesmen, and so on. If to all this it
be added that both in daily practice and in scientific litera-
ture we apply the terms merchant capital and merchant’s
profit to our State trade, involuntarily the impression is
created that there is a complete similarity between the
State trade of the U.S.S.R. and ordinary capitalist trade.
None the less, as we have already seen, this superficial
resemblance must not lead us astray. We have to see what
productive relationships are concealed behind the form of
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merchant capital and merchant’s profit in capitalist trade
and in the State trade of the U.S.S.R.

The category of merchant capital and merchant’s profit
presupposes the presence of capitalistic relationships in trade,
in other words the existence of merchants, who appropriate
part of the surplus value of industrial capital in the form of
merchant’s profit by means of the salesmen exploited by
them.

In the chapter on “* Surplus value in the U.S.S.R.” we
elucidated the fact that the non-existence of a class of capi-
talists in Soviet State industry is one of the basic and decisive
indications of its non-capitalist character. All that was then
said can be related to State trade between State enterprises,
inasmuch as the owners of Soviet State-trading enterprises are
not capitalists, but the workers’ State. What is the situation
in regard to merchant’s profit ? We know that the source of
merchant’s profit is surplus value, created by the workers in
industrial enterprises. In the given case behind the form
of merchant’s profit is hidden the problem of the distribution
of surplus value among the different groups of the bour-
geoisie : the industrial and the commercial bourgeoisie.

How then are we to regard the surplus which the textile
syndicate receives as the result of the sale of the cotton
goods turned out by the textile trust ? And first and fore-
most, what is the source of this surplus? Its source is part
of the surplus product produced by the workers of the
enterprises constituting the textile trust, and handed over to
the textile syndicate.

Inasmuch as both the textile trust and the textile syndi-
cate are enterprises belonging tothe workers’ State, that part
of the surplus product which is transferred from the textile
trust to the textile syndicate does not contain elements of
capitalistic exploitation, in contradistinction to the surplus
value conceded by the industrial capitalist to the merchant.
Also, here we are not faced with the problem of distribution
in the capitalist sense of the term, but have a simple distri-
bution of resources from one State pocket into another.

Finally, there is one other characteristic feature of the
categories of merchant’s profit and merchant capital : the ex-
ploitation of the labour of the employees. Although thelabour
of the salesmen does not create value or surplus value, none

«
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the less it is one of the conditions ensuring to the merchant
the possibility of receiving a part of the surplus value of the
industrial capitalist. Inasmuch as we are now speaking of
a textile syndicate which belongs to the workers’ State, i.e.
to the working class as a whole, of which the salesmen form
a constituent part, here the exploitation concept is inapplic-
able.

Thus we come to the conclusion that those relationships
which exist in Soviet State trade during the realisation of the
products of State industry do not contain capitalistic ele-
ments. In view of this the merchant capital concept and also
that of merchant’s profit are inapplicable, and if we are none
the less compelled to make use of these terms it is only be-
cause we have no terms at our disposal which would corre-
spond better to the actual productive relations existing in the
Soviet Union.

As we know from the chapter on “ Value in the U.S.S.R.,”
trade in the hands of the Soviet State is a mighty instrument
for systematically influencing the chaotic market relations,
and in this sense is also a highly indispensable condition of
socialist construction.

However, inasmuch as the chaotic nature of the market
still to a great extent penetrates the Soviet organism,
through innumerable channels which link the latter with the
peasant market, it is impossible, as we have seen, even in
adjusting the relations between State enterprises, to change
over at the moment to the calculation of cost price not in
money, but in labour hours.

State trade has as its function the distribution of the com-
modities already produced by the various sections of the
whole Soviet economy (both socialist and non-socialist) and
the regulation of this distribution in the interests of the
State; and consequently the whole transitional character
of the Soviet economy, in which the old forms are so closely
interwoven with the new, is reflected in trade to a much
greater extent than in State industry. Hence arise even such
abnormal phenomena as competition between individual
State enterprises (with which the State persistently struggles,
of course), hence the expenditure on advertising, on all forms
of agents, commission agents, and middle men. Apart from
all the monstrosities and bureaucratic perversions, with
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which a struggle is and ought to be conducted, it is impossible
to avoid these overhead charges entirely in the transitional
period. The very form of merchant’s profit, albeit with a
different, non-capitalist content, is of great importance to us,
since apart from the significance of profit in the work of
socialist accumulation, profit in the conditions of market
exchange is an indicator of the extent to which the enterprise
is being rationally carried on and of what economic result it
is giving.

Needless to say, while capitalist society is interested in the
reduction of costs of circulation, inasmuch as they are non-
productive expenses, this applies with much greater force to
the State economy of the U.S.S.R., where the planned ele-
ments already have a very great and a continually increasing
importance.

With the further growth of State economy and the
strengthening of the element of planning, the superficial
capitalist forms of State trade will die off, and simultaneously
there will go on the process of its transformation into an
apparatus for the planned distribution of the products of
socialist economy.

49

The Transformation of the Surplus Product of State Indusiry
wnto Surplus Value by Means of Private Trade and the
Appropriation by the Soviet State of Part of the Surplus
Value of Private Capital by Means of State trade.

We will now consider the mutual relationships which arise
when State industry realises its production not by means of
the machinery of State trade, but by means of private trade.
We will assume that the same textile trust is selling its goods
not through the textile syndicate, but through some private
trading enterprise, which we will call “ Moneybags and Com-
pany.” In this case, in order to release itself from the labour
of carrying on trading operations, connected with the trans-
fer of goods from the producer to the consumer, the textile
trust sells its cotton goods at wholesale rates to ““ Moneybags
and Company,” and so sells it below its value, thus conceding
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a part of its surplus product to merchant capital. That part
of the surplus product created by the workers in State indus-
try which is appropriated by the merchant capitalist is trans-
formed into surplus value. Thus exploitation can penetrate
partially into Soviet State industry through the channel of
private trade. We have the converse state of things when
private capitalist industry disposes of its production through
the machinery of State trade. Here part of the surplus value
created by the workers in the capitalist enterprise is appro-
priated by the workers’ State; in other words, it goes
to meet the needs of the working class as a whole. Inas-
much as in this way the worker in the capitalist enterprise
is working for the working class as a whole, of which he
is a part, that part of the surplus value of capital which
comes into the fund of the proletarian State by way of State
trade, changes its social nature and loses the character of
surplus value.

50

The Non-capitalist Character of Exchange between State
Enterprises and the Petty Commodity-producers who are
not exploiting others’ Labour.

We will consider the case of peasant enterprises realising
their products by means of State trade. In thiscase the State
takes on itself the disposal of the peasant’s production, and
in the further sale of that product to the consumer it may
appropriate to itself a certain part of the product of the
peasant in the form of *“ merchant’s profit,” provided we are
speaking of the middle peasant, or part of the surplus value
if we are speaking of the rich peasant. The appropriation
of part of the product of the middle peasant cannot be
regarded as exploitation of the peasant, since here we do not
have two classes with contradictory interests, of which one
would have to exist at the cost of the other. On the contrary,
despite the existence of certain partial contradictions be-
tween the workers and the peasants their permanent basic
interests in general coincide, inasmuch as the dictatorship
of the working class ensures a non-capitalist road of develop-
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ment (as we shall see from our further exposition) ; while
under capitalism, the mass of peasantry is doomed to fall
into the ranks of the proletariat, with the exception of that
comparatively small section which reaches the position of
capitalist farmers.* Thus, by yielding part of its pro-
duct to the workers’ State, the peasantry contributes in
the first place to the improvement of its own situation,
inasmuch as the workers’ State expends these resources on
social needs, in which the peasantry itself is interested : for
example, defence, the development of socialist industry,
agriculture, co-operation, public education, and so on ; and
secondly, they avoid exploitation at the hands of private
merchant capital, into whose hands this part of the peasants’
product would inevitably fall, if they were not to dispose of
their commodities through the apparatus of State trade.

In regard to the appropriation of part of the rich peasant’s
surplus value by the workers’ State through the medium of
State trade, here we have the same relationships as we had
in the case of the workers’ State appropriating part of the
surplus value of private industrial capital ; and these rela-
tionships we have thus already considered.

51
The Nature of Co-operative Profit in the U.S.S.R.

In order to provide an answer to the question of the nature
of co-operation and co-operative profit in the U.S.S.R., we
have to consider the various forms of co-operation in relation
to the social composition of the sections of the population
which they serve, and their connection with the State and
private enterprises. We will first consider consumers’ co-
operation. Consumers’ co-operation provides services chiefly
to the workers, employees and peasants. In capitalist con-
ditions consumers’ co-operation realises commodities pro-
duced in capitalist enterprises, and appropriates part of the
surplus value of those enterprises, dividing it among its
members.

1 This question will be elucidated in more detail in the last section
of our book.
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In the U.S.S.R. consumers’ co-operation realises the
production of State enterprises and appropriates part
of the surplus product of those enterprises, distributing
it among its members. This means that in so far as the
members of the consumers’ co-operatives are workers, to that
extent co-operative profit is distinguished from the mer-
chant’s profit of State-trading enterprises only by the
fact that the first goes to meet the needs of workers be-
longing to the co-operative societies, while the second goes
for the needs of the workers’ State, i.e., of the working class
as a whole. A further difference consists in the fact that the
co-operative profit, by going into the pockets of the co-opera-
tive members, supplements the fund of resources for the
individual consumption of the working class, while the
merchant profit which comes to the State can go for the
further extension of production and for other needs of a social
nature.

Thus if consumers’ co-operation were to embrace the whole
working class of the U.S.S.R. the first distinction would be
eliminated, and there would remain only the second.

Can this appropriation, by means of co-operation of part of
the surplus product in the form of co-operative profit for the
purpose of the individual consumption of those same workers
in the State enterprises who created it, be regarded as
exploitation? Of course not. The working class cannot
exploit itself. But even at the present time, when not all the
working class is organised in the co-operative system and
enjoying its benefits, one cannot speak of the exploitation of
the workers unorganised in co-operative societies by the
workers who are so organised. In the first place, no one and
nothing hinders any worker in the U.S.S.R. from becoming
a co-operator and participating in the distribution of that
part of surplus product. In the second place, at the worst,
it is possible in this connection to speak of a certain ine-
quality existing within one class, but in no case is it possible
to speak of either exploitation or surlpus value, which pre-
supposes the existence of two classes with mutually contra-
dictory interests, of which classes one exists at the expense
of the other. Finally, it is necessary to observe that in the
U.S.S.R. the fact that the workers belonging to co-operative
societies receive a part of their surplus product in the form
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of co-operative profit cannot have any reflection in wages,
such as we find under capitalism.

If a middle or poor peasant is a member of the co-operative
all our conceptions of the nature of consumers’ co-operative
profit remain in force, as is evident from what we have said so
far concerning the mutual relations existing between the
working class and the peasantry in the U.S.S.R.

We will now consider the forms of peasant co-operation,
apart from the consumers’ form which we have just con-
sidered, and apart from the productive co-operation which we
shall consider later in connection with the problem of capital-
ist and socialist accumulation.

There remains one form of co-operation—co-operation
for the disposal of peasant products and for the purchase
of raw materials and instruments of production. What is the
nature of this form of agricultural co-operation and of the
profit which it yields to its members ? After all we have said
so far it is easy to see that in order to find the answer to this
question we have to take into account the class of the peas-
antry served by this form of co-operation, and who it is that
receives the co-operative profit. The peasantry as a whole do
not constitute one class in the U.S.S.R. As we have already
pointed out, class relationships exist wherever we have the
presence of class antagonists with mutually contradictory
interests, arising out of the exploitation of one class by the
other. Inthe Soviet system such a classantagonist, set against
the peasantry as a whole, does not exist. And moreover, even
the peasantry does not constitute something uniform and
homogeneous. It is divided into poor, middle and rich
peasants. The poor peasant is a semi-proletarian, who
does not possess the necessary quantity of his own instru-
ments and means of production for work on his farm ; the
rich peasant is a member of the bourgeoisie, who lives by the
exploitation of the labour of the agricultural workers and the
village poor ; while the middle peasant is a petty producer,
owning the means of production and living by his own toil ;
a typical example of simple commodity production. The
question of the nature of co-operation and of co-operative
profit will be decided in different ways according to which
of these sections it is that predominates in that co-opera-
tion. When the middle peasant organises the disposal of

P
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his products through agricultural co-operation, eliminating
the private middleman, he retains part of his own produce
in the form of co-operative profit. Otherwise that produce
would go to form the profit of the private trader, if the
peasant were to realise his production not through co-opera-
tion, but through private trade.

If the rich peasant disposes of his production by means of
co-operation, he retains that part of the surplus value which
he would have to concede to the private merchant if he sold
his commodities not through co-operation, but through
private trade.

It is obvious that in the first instance co-operative trade is
not of a capitalist nature, while in the second instance it
takes on a capitalist character. The kulak who, thanks to the
co-operative shop, retains part of his surplus value is hardly
distinguished from the industrial capitalist who sells his com-
modities through his own shop and so preserves part of his
surplus value from appropriation by merchant capital.

Thus we see that co-operation can be of a capitalist and of
a non-capitalist character, according to the section of the
peasantry which it unites. Above we have already noted
that in capitalist conditions, from being a means of defending
the petty producer from exploitation by merchant capital,
co-operation has a tendency to be transformed into a trading
organisation of the capitalist farmers.

In the great majority of instances Soviet agricultural co-
operation is an organisation of the middle and partially of
the poor elements, and consequently is basically of a non-
capitalist character ; and owing to a number of conditions
arising out of the existence of the dictatorship of the working
class in the U.S.S.R. it becomes a means of reorganising
petty peasant production into large-scale socialist produc-
tion. We shall consider these conditions when we come to
deal with socialist accumulation in the U.S.S.R.

CHAPTER II

THEMES AND EXERCISES

1. Answer the question, What is the specific importance and
tendency of development of the various forms of trade in the
USS.R.?
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2. Are the categories of merchant capital and merchant’s
profit applicable to Soviet trade?

3. To what elements can we refer Soviet State trade, and what
is the tendency of its development ?

4. What is the social character of that part of the surplus value
of private capital which falls to the fund of the Soviet State
through State trade, and that part of the surplus product of State
industry which falls into the pocket of the private merchant
through private trade ?

5. What is the character of co-operation and of co-operative
profit in the U.S.S.R.?






PART VI

LOAN CAPITAL AND CREDIT: CREDIT MONEY
AND PAPER MONEY

Chapter I

LOAN CAPITAL AND INTEREST

52
Preliminary Remarks.

WE will now investigate the process by which that part of
the general mass of surplus value is derived which accrues
not to the industrial capitalist or the merchant, but to the
money capitalist, and is known as interest.

The two forms of profit, or shares of surplus value, which
we have already analysed, industrial profit and merchant’s
profit, correspond, as it were, to two phases in the circuit
made by capital, namely, the phases of industrial and com-
mercial capital. The new form, which we are about to exam-
ine, corresponds to a third phase, namely, the phase of money
capital. In order to understand the nature of interest we
must recall what was said in the preceding part concerning
the circulation of capital in general, and deal particularly
with the part which money-capital plays in that circulation.

Without money, the capitalist, as we have already seen,
cannot begin the process of production, for he must have
money in order to secure labour power and means of pro-
duction. But even after the new commodities which embody
the surplus value of the workers have been created in the
process of production, the capitalist will not have achieved
his purpose if the surplus value has not been realised. In
the conditions prevailing under capitalism it can be realised
only in the form of money. Money is, therefore, a necessary
condition not only for the beginning of the process of
capitalist production but also for its successful conclusion.
In order that the circulation of capital may continue without
interruption a free and uninterrupted conversion of other
forms of capital into money, and vice versa, is necessary.
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To possess money in capitalist society means not only
to be able to acquire some other equivalent in exchange for
it, but also to have the right to secure profit, to secure
surplus value. Money becomes not only the universal form
of value, but also the universal form of capital. In addition
to its functions in simple commodity economy, money
acquires a new function—the function of money capital.

Inasmuch as the search for profit is the main stimulant to
the development of capitalist production, this pursuit of
profit must be closely bound up with the pursuit of money,
i.e. capital in its most universal form.

In order to secure surplus value it suffices for a capitalist
to have money capital at his disposal not permanently but
for a certain limited time. Having obtained money for
temporary use, the capitalist can convert it into industrial
capital and, later, after the process of production has been
completed, he can obtain money through the sale of his
finished commodities. He canzthus realise the surplus
value produced and reimburse the money he secured for
temporary use to its owner.

If a person who has money at his dlsposal lends it for
temporary use to another person, that transaction is called
a loan.

Inasmuch as we are investigating the capitalist system
of production, we will first of all examine that form of
loan transaction which is most characteristic of this system,
namely, the form in which money taken on credit plays
the réle of money capital, i.e. as a means for the acquisition
of surplus value.

53
The Formation of Unemployed Capital.

Are there in capitalist society free money resources which
could be taken for temporary use by their owners ? We find
that any industrial capitalist may have free money resources
at certain moments.

In the part dealing with profit, we have already pointed
out that fixed capital transfers after each cycle of production
only a part of its value to the commodity. Thus, the sums
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secured by the capitalist after the sale of each consignment
of goods for the wear and tear of his fixed capital remain
inactive until the old machinery is entirely worn out and
has to be replaced by new machinery, or until those sums
reach such amounts that they can buy new buildings and
machines for an expansion of production.

Thus in the course of this interval some of the money
belonging to the capitalist lies, as it were, fallow.

Of course, the capitalist can use some of it for the pur-
chase of additional raw material and additional labour power,
which can in some cases be utilised even with the old equip-
ment, for instance, through the introduction of an extra
shift, etc.; but such possible utilisation of free funds is
restricted within comparatively narrow limits, depending
upon the free equipment available, and does not exclude
the formation of temporary unemployed money.

Temporarily idle funds are formed in the hands of the
capitalist not only through the gradual realisation of his
fixed capital ; they are formed also by his circulating capital.
How does this happen? In the part dealing with merchant
profit we have already pointed out that a capitalist rarely
sells his commodities immediately after the completion of
one cycle of production and then buys with the money
secured everything that is necessary for the next cycle.
Usually he continues with the next cycle without awaiting
the realisation of the commodities produced during the
first cycle. He must, therefore, have a certain amount of
additional capital to ensure the uninterrupted operation
of his enterprise and to be able to continue with the new
cycle. If the finished commodity is quickly sold, it is some-
times possible that the money secured will lie idle, as the
continuation of production for a certain length of time has
been secured by the investment of additional capital in
the business.

Apart from that, the capitalist can for a time dispose of
the wage fund. Wages are actually paid after the capitalist
has already utilised the labour power of the workers, and
after certain definite intervals at that—once a week, once in
two weeks, or once a month. A part of the variable capital
laid aside as wages is thus free for some time, brief as that
may be.
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Finally, the realisation of surplus value produced by the
workers is also a source of free money. If the capitalist
does not touch this surplus value for the satisfaction of his
personal needs, but means to use it in his business, he must
wait until he has accumulated considerable amounts of it.

Many other combinations are possible under which some
of the capital remains free in the form of money, but we will
limit ourselves merely to the cases we have mentioned.!

Inasmuch as every capitalist always has some temporarily
free money, inasmuch as the term of replacement of fixed
capital, the duration of the various cycles of production,
the conditions of realisation of commodities, the time and
conditions of paying the workers, are not the same with every
capitalist, it is possible to make extensive use of these idle
sums by means of credit, no matter how short the term may
be for which the various sums of the individual capitalists
are freed.

54

Interest on Loan Capital.

But one capitalist who has taken money from another
for temporary use in the form of credit, receives, as we have
already stated, an opportunity to expand his production
and to create new surplus value.

It is obvious that this surplus value, secured with the
aid of investment of another man’s money, cannot remain
entirely in the hands of the capitalist who uses that money.
It is also obvious that the capitalist who lends money to
another capitalist for temporary use does so only if he re-
ceives as compensation a certain part of the surplus value
squeezed out of the workers with the help of his money.
The surplus value which the capitalist who lent the money
receives is called interest, and the capital which is given
for temporary use is called loan capital.

The owner of money in lending it to others receives
interest for the reason that the others use that money,
although it would seem that he himself has nothing to

! We are so far leaving aside the small money savings of the workers
which we will deal with later.
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do with the creation of surplus value. For him the process
of receiving interest takes the form of M — M’; he has sup-
plied his debtor with a certain amount of money M and after
some time he receives from his debtor a sum of money M’
which includes the original M and a certain surplus, let us
say plus m. From the narrow subjective viewpoint of
the lender it may seem that the surplus has risen from the
mere circulation of the money, that money in itself has the
property of growing in value when lent to others.

The erroneousness of this idea should be sufficiently clear
after what we have said above concerning the sources of
surplus value in general and of merchant’s profit in particular.
There is not the slightest doubt that plus m cannot arise
from the mere circulation of money ; it is paid to the lender
only because the borrower in securing money as a loan
secures at the same time the right to utilise that money
as capital, as a means of acquisition of surplus value.

35
The Rate of Interest.

The relation of the mass of profit received by the lender
to the amount of capital lent is called the rate of interest.
What determines this rate? Inasmuch as interest is a part
of surplus value created with the aid of loan capital, it is
evident that the highest limit of interest will be the surplus
value created with the help of that loan capital. For society
as a whole the highest limit of interest is the average rate
of profit.

In this connection it should be observed that in some
individual cases interest may rise above this average rate.
If, for instance, the shortage of money (a shortage of means
of circulation, for instance) threatens a capitalist with loss
of the profit on his own capital, he may agree to pay a very
high interest so as to be able to secure at least some profit
on his own capital. We can also imagine a capitalist agreeing
to pay a part of his profit over and above the average rate
for the use of loan capital, if the securing of additional funds
promises to bring him super profit.
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But it is obvious that such raising of the rate of interest
above the rate of profit is possible only in individual cases ;
otherwise some of the capital invested in industry would be
offered in the form of loan capital and the rate of interest
would naturally fall. If we do not take individual cases but
the capitalist system as a whole, and over a more or less
prolonged period, the maximum limit of the rate of interest
will be the average rate of profit.

The rate of interest having the rate of profit as its highest
limit is usually below that limit. Except in cases such as we
have mentioned above, the capitalist borrows money for
temporary use only if he is thereby able to appropriate for
himself some of the surplus value produced with the aid of
that money, without having to hand it all over to his creditor.

Is there a limit below which the rate of interest cannot
fall ?

The absolute minimum, which, as a rule, the rate of
interest never reaches, is zero, i.e. a case in which loan capital
brings no interest whatever.

What causes the fluctuation in the rate of interest between
these two limits ?

The main factor in this fluctuation is the correlation
between supply and demand. The higher the supply of
unemployed money capital, the lower the rate of interest ;
the higher the demand for money capital, the higher the
rate of interest.

The fluctuation in the supply and demand of money
capital depends upon numerous circumstances which we
will deal with later.

It must be remembered that as the average rate of profit
is, as a rule, the highest limit for the rate of interest and
as with the development of capitalism the average rate of
profit tends to fall, the extent of the fluctuation of the rate
of interest between the highest and the lowest limits must
have a diminishing tendency. Apart from that, inasmuch as
the average rate of profit in backward countries is higher,
the rate of interest in those countries may also be (and is)
higher than in highly developed capitalist countries with
a high organic composition of capital.

In every capitalist country, according to the supply and
demand of money capital, an average rate of interest can
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always be established, and while the average rate of profit
merely exists as a level towards which the profit of the
individual capitalist tends, the average rate of interest is
of a more definite character. This is so because the equali-
sation of the rate of interest is accomplished much more
easily than the equalisation of industrial profits. Whereas
the equalisation of profit in the various branches of industry
is not affected directly through the competition of finished
commodities, but indirectly through the transference of
capital from one industry to another, in the realm of money
capital there are no different branches—all money, whoever
handles it, ““ smells alike ”’; besides, many capitalist or-
ganisations, of which later, can ascertain fairly closely the
general correlation between the supply and demand of
money capital. This helps to establish a more or less definite
and uniform rate of interest for certain periods in different
countries.

56

Separation of the Functions of Money Capital from Industrial
Capital ; Usurer’s Capital.

So far, in speaking of loan capital and interest, we have
assumed that one industrial capitalist, having in his pos-
session temporarily unemployed money, lends that money
directly to another capitalist for temporary use. The in-
dustrial capitalist, who usually gets his profit by means of
direct exploitation of the workers, also acts in this case as
a money capitalist receiving interest on his free capital.

However, it is not actually necessary that one and the
same person should act both as an industrial capitalist and
as a money capitalist. Just as the functions of merchant
capital can, as we have seen, be separated from the functions
of industrial capital, so also there may be a separation of
the functions of money capital. Any owner of money,
wherever he got it from, can make it his speciality to give
credit on interest. Just like the merchant bourgeoisie,
there arises a special * money bourgeoisie,” a group of
so-called rentier capitalists who do not possess any industrial
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enterprises but supply money capital to others and receive
interest.

Just as historically merchant capital appeared before
industrial capital, so the appearance of money capital as
such preceded the appearance of industrial capital.

It was connected with the development of commodity-
money relations.

Inasmuch as money existed prior to the development of
the capitalist mode of production and was used not only
as a means of circulation but, as we know, also hoarded,
it was possible to accumulate a certain amount of money
in the hands of individuals. When these individuals lent
money to those who needed it, they received a certain
‘“ compensation ”’ for it, and in this manner their money
turned into interest-bearing capital. In contradistinction
to loan capital, of which we have spoken hitherto in con-
nection with developed capitalist society, this form of
capital, known as usurer’s capital, is primarily a means of
exploitation of small peasant and artisan commodity pro-
ducers. Utilising the economic weakness of these pro-
ducers and their dire need of money, usurer’s capital, in
granting them loans, extorted in the form of interest not
only the whole of their surplus product, but also a part of the
necessary product.

The usurer lent his money also to the feudal lords—the
big landowners, for their own personal requirements. It is
evident that such loans also led to the exploitation of the
peasants who were under the rule of the feudal lords, for
the latter transferred the burden of interest to the
peasants.

Thus, the appearance of capitalist relations found interest
bearing capital already in existence.

However, under the conditions of predominant capitalist
relations the very nature of this capital has radically changed.
Instead of serving, like usurer’s capital, as a means for the
exploitation of small commodity producers, instead of
serving as a factor helping to ruin these producers, loan
capital becomes a means of exploitation of the wage worker
and expansion of capitalist production; and whereas
usurer’s capital appropriated the whole of the surplus
product of the small commodity producers, and often even
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a part of the necessary product, loan capital, as a rule, now
brings its owner only a part of the surplus value produced
by the worker, while a part of it must go to the industrial
capitalist.?

We must, therefore, not confuse the pre-capitalist usurer
with the modern money capitalist.

57
The Separation of Profit of Enterprise from Interest.

The money capitalist who does not own an industrial
enterprise but lends money to others, receives, as we have
already stated, interest only. The difference between the
total profit and the interest goes to the industrial capitalist
in the form of what is termed profit of enterprise.

Since under these conditions money as such apparently
brings its owner a profit, independently of its investment
in a capitalist enterprise, the industrial capitalist begins to
divide the surplus value which he receives from his own capi-
tal into two parts—manufacturers’ profit, and interest on
capital. If, let us say, the average rate of interest on
capital is 5% and a capitalist made on a capital of 100,000
pounds 15,000 pounds profit, he would argue as follows:
“If I were not a manufacturer I should have received on my
100,000 pounds 5%, interest, i.e. I should have made 5,000
pounds as a money capitalist ; but I have made 15,000 and
not 5,000 pounds. Where have the extra 10,000 pounds
come from ? I made them because I invested my money in
manufacture ; these 10,000 pounds are, therefore, my profit
of enterprise ; my capital has brought me 5%, interest and
109, profit of enterprise.”

We know that the 59 interest and the 109, profit of
enterprise are merely parts of one and the same surplus
value. However, such division has in a certain sense its
justification, for although the 59 interest could not, in
general, have arisen without the production of surplus
value, it is evident to every individual capitalist that he

11t goes without saying that usurer’s capital, like many other
pre-capitalist survivals, continues to exist in capitalist society.
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could receive 59%, interest on his capital without undertaking
the organisation of any capitalist production.

Thus, the separation of the functions of money capital
from the functions of industrial capital leads to a separation
of interest from profit of enterprise, even though the money
capitalist and the industrial capitalist are one and the same
individual.
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CREDIT AND BANKS
58
Bank and Commercial Credit.

WE have thus seen how the capitalist is enabled to expand
his enterprise by investing unemployed capital. Were it
not for this form of credit the process of transformation
of money capital into industrial capital would have to
proceed with interruptions and long intervals—a part of
the available money, let us say, would lie fallow for a
considerable length of time until it could be transformed
into machinery, buildings, etc. But the credit system does
not permit this money to lie idle, and if it cannot be im-
mediately converted into industrial capital in one factory,
it is transferred for that purpose to another factory.

But without the assistance of credit, interference in the
circulation of capital may take place not only on the basis
of unemployed capital, of a temporary inability to transform
money capital into industrial capital-—interference would
be inevitable because after the process of production capital
would have to remain for a certain time in the form of com-
modities, i.e. it would be unable to transform itself from
commodity capital into money capital freely.

As a matter of fact, we know that in order to secure con-
tinuity in the circulation of capital it is necessary that after
the completion of a process of production the capitalist
should immediately sell his finished commodities and pur-
chase for the money secured everything necessary for the
next cycle of production. If that isimpossible, if it takes some
time between the end of the period of production of com-
modities and the end of the process of circulation of these
commodities, the capitalist, to ensure continuity in his
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production, must have additional capital, an extra amount
of money, to be able to continue with his production before
the old commodities are sold. So long as his finished com-
modities are unrealised, they constitute dead capital. The
sooner they are sold, the less additional capital does the
capitalist need and the more possibilities he has of creating
surplus value with the help of his capital.

Here again credit, which shortens the period of circulation
of commodities and hastens their realisation, comes to the
capitalist’s assistance.

How does this happen ?

Supposing a capitalist, let us say, a textile manufacturer,
has a stock of finished commodities, for instance calico.
Why can he not sell it at once ?

There may be many reasons. First of all, a textile mill
works more or less regularly and steadily throughout the year,
while the demand for calico is far from being regular—in
the winter it is small and towards the summer it increases ;
there may be a considerable demand for calico in the rural
areas in autumn when the peasants have money available
from the sale of the new harvest. Apart from the seasonal
fluctuations in the demand for commodities, a retardation
in the period of circulation of commodities may be due to the
fact that those commodities have to travel from the point
of production for a considerable time before they reach the
point where they can be sold. There may be still other
reasons.

Suppose, then, that a textile manufacturer has accumu-
lated a certain amount of calico during the winter which he
can sell only in the spring and that he has to buy, let us say,
coal in the winter so as to be able to continue the process of
production. His money is all invested in his stock, which
cannot be sold, and he has no money with which to buy
coal. The coalowner in his turn cannot sell his commodity
as the textile manufacturer has no money with which to
pay for it. At one pole there is one commodity Cr and at
the other there is another commodity C2, but the exchange
cannot take place between them because of the absence of
the missing link M.

But the textile manufacturer is not entirely without re-
sources. He can sell his calico in the spring and secure
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money with which to pay the owner of the coal, and if the
owner of the coal would agree to wait for the money until
spring, the transaction could take place at once.

Payment in cash is thus displaced by an obligation to
pay the money after a certain period, and in this way the
time of circulation of commodities is reduced, and the need
for additional industrial capital to secure continuity of
production without the aid of credit is eliminated.

This form of credit, which facilitates the circulation of
commodities and eliminates the obstacles in the circulation
of capital which arise from the clogging up of capital in the
form of commodities, is termed commercial credit.

The form which we analysed above, i.e. credit which
eliminates the clogging up of capital in the form of money and
helps to convert fallow capital into active capital, is termed
bank credit.

59
The Bill of Exchange as Security.

One capitalist may give credit to another on the basis of
personal trust.

A capitalist who owns coal may sell it to a textile manu-
facturer in the winter on promise that he will pay for it,
let us say, in the spring. The same may be the case of a
capitalist creditor who has surplus sums of money. He
may lend these sums simply on trust to the borrower, i.e.,
the person who resorts to credit.

But usually the lender demands from the borrower a
written engagement.

The most common form of such engagement is the bill
of exchange. If the borrower gives the lender a written
promise that he will pay the latter the specified sum of
money at a given time, such promise is termed a simple bill
of exchange. If in the above example the textile manufac-
turer signs a promise stating that he will pay the money
on a certain date in the spring to the coalowner, or to his
order, that will be a simple bill of exchange.

Apart from simple bills of exchange, there are also drafts.

Q
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Supposing the textile manufacturer not only took 10,000
pounds credit in the form of coal, but also sold 10,000 pounds
worth of calico to a merchant on credit. Instead of the
merchant giving the textile manufacturer one bill of exchange
and the textile manufacturer giving the coalowner another,
the textile manufacturer can transfer to the coalowner his
draft for 10,000 pounds and thus transfer to the merchant
the payment of his debt ; at the end of the term the latter
can pay the 10,000 pounds direct to the coal manufacturer
and cancel thereby both credit operations at once.

A bill of exchange in which the debtor does not promise
to pay himself, but transfers that obligation to another, is
termed a draft.

The person who gives the draft (in our example, thé textile
manufacturer) is called the drawer, and the person on whom
it is drawn and who will have to pay the bill is called the
drawee (in our example the drawee will be the merchant) ;
finally, the person who is the receiver of the money on the
draft (the coal manufacturer) is called the payee.

The draft comes into force as security if the drawee puts
his signature to it and thereby declares his consent to pay
the bill. Hence, if in the simple bill of exchange there must
be at least two parties involved, in the draft there must be
at least three.

But the number of people involved in a bill of exchange
or a draft may be increased. If the coal manufacturer
when he accepts the bill of exchange from the textile manu-
facturer wants to purchase on credit equipment for his mines,
for instance on the security of the bill in his possession, he
can transfer the bill of the textile manufacturer to the
machine manufacturer instead of giving a new bill of
exchange. Indoingsohe must endorse the bill ; the machine
manufacturer can transfer the bill of exchange with his own
endorsement to a fourth person, etc. In cases like these
all endorsers are equally responsible for the bill should the
person who is supposed to pay not do so when the bill
matures.

A bill of exchange is written on certain paper in established
form, and the Government, by means of legal regulations,
helps to collect from the debtor the sum indicated in it.
It is characteristic of a bill of exchange that the court in
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passing judgment is not concerned as to whether the person
who has undertaken to pay on it has received any goods
or money when signing the bill; once it is established
that he signed the bill he must pay on it. This greatly
facilitates the procedure of collecting the money on a bill
of exchange although, of course, it may lead to an abuse
of the so-called accommodation bill of exchange—one
person may give another a bill of exchange for any sum,
although the drawee received neither money nor goods on
credit : the person accepting the bill of exchange may
Teceive on its security credit in the form of goods or money
by means of endorsing it; when the bill matures, it may
be found that the drawee cannot pay. The capitalist,
therefore, in accepting the bill of exchange must be on guard
against accommodation bills.

The importance of a bill of exchange as one of the chief
forms of credit is enormous. Facilitating the circulation of
capital, the bill of exchange simplifies the clearing of accounts
of individual capitalists and often eliminates the need for
cash.

60
Discounting of Bills of Exchange : Discount Interest.

If a capitalist has a bill of exchange, the payment of
which is not yet due and for some reason or other he is in
need of money, he can apply to another capitalist who has
money and, by giving him the endorsed bill of exchange,
obtain money from him. The capitalist accepting the bill
of exchange will collect the money when it matures. This
operation in which the holder of a bill of exchange receives
money on it before it is due is called discounting.

It goes without saying that the money capitalist on accept-
ing the bill of exchange will not pay to the holder the total
sum indicated, he will deduct a certain amount known as
discount interest. In this operation he lends to the holder
of the bill a certain sum of money for a specified length of
time, and the discounting of the bill is merely a special
form of credit operation. A loan is given to the holder of
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the bill of exchange which is reimbursed after some time
by the person who is supposed to pay on that bill of exchange.

But not only a third capitalist can discount the bill of
exchange ; it can be done also by the person who originally
issued it. If, let us say, the textile manufacturer agreed
to pay on the bill on the 1st of May and he is able to pay
on the 1st of March, he can go to the coal manufacturer,
pay his debt, and withdraw his bill of exchange (or destroy
it). But the textile manufacturer, who can, and has the
right to, dispose of the money up to the specified term of
payment, the 1st of May, will pay the coal manufacturer
before that date only if the latter will return to him in the
form of discount interest the amount of interest which he
would receive if the debt were not paid two months in
advance. Assuming that the bill of exchange was issued,
as we said, for 10,000 pounds, and assuming that the
average annual discount equals 6%,, and assuming further
that the bill of exchange is discounted two months ahead of
time, the discount interest on 10,000 pounds will be
10,000 X6 X2

100 X 12
the bill of exchange on the 1st March, the textile manufac-
turer would have to pay not the full 10,000 pounds but
10,000 — 100, i.e. 9,00 pounds.

The discounting of bills of exchange broadens in this way
the limits of credit itself, linking up bank credit with com-
mercial credit and making it more flexible.

=100 pounds ; it is evident that in discounting

61
The General Concept of Banks.

In speaking of credit we assumed that credit operations
are carried out directly between a capitalist who is in need
of credit and a capitalist who possesses free money or com-
modities and can grant that credit.

However, such direct service from one capitalist to another
is by no means always possible.

This applies in the first place to loan credit. Supposing
an industrial capitalist needs a certain amount of money as
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credit for the purchase of new machinery. Isit easy to find
another industrial capitalist possessing a sufficient amount
of money and being in a position to lend it for the term
needed by the first capitalist ?

It is quite obvious that such happy combinations are
possible only in exceptional cases.

The amortisation sums accumulated by one capitalist
may not be sufficient to satisfy the needs of another capita-
list ; the wage fund which, as we have seen, may lie fallow
in the hands of the capitalist is free only for such a negligible
period that the possibilities of lending it away to another
are very limited.

A way out of the difficulties in the way of direct granting
of credit is the organisation of credit through the medium
of special credit institutions—banks.

The capitalist who has sums to dispose of need not look
for a borrower to take his money for the time and to the
amount that he can spare it. The bank as the broker
between all lenders and borrowers takes into its hands the
free resources not only of one but of many capitalists.

Each individual capitalist may have but insignificant
amounts of idle money, and only for a very short term.
But once that money is concentrated in one place, i.e. in
the bank, it forms large sums which can be lent by the bank
for a long period, inasmuch as the various capitalists who
place their money at its disposal will not all demand it
back for their own use at the same time.

The capitalist who is in need of money need not seek out
the capitalist who could actually give him the loan, he can
go to the bank.

The bank is thus the broker between the capitalists who
have unemployed money and the capitalists who are in
need of that money. All transactions of the bank in gather-
ing in the available money are called passive bank opera-
tions, while the acts of disbursement of these sums among
the borrowers, the people in need of money, are called
active operations.
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62
Passive Bank Operations.

What are the main passive bank operations, or, in other
words, where does the bank secure money to be able to grant
credit ?

Here the capital belonging to the bank itself must be
taken into account. People organising a bank cannot simply
put out a sign that they accept money from individual
capitalists, and collect the capital of others without having
any of their own. No one would trust them with his money
if they had no capital of their own to insure their clients
against possible losses.

The money belonging to the owners of the bank is usually
called the basic capital of the bank. It is also called bank
stock if it is made up of stocks held by several capitalists.

Apart from the basic capital or stock there is also the
reserve capital of the bank which is comprised of that part of
the annual profit which the owners or stock holders of the
bank leave in the bank for its further expansion.

Just as it is possible by throwing solid crystal into a
glassful of dissolved salt to gather many other crystals, so
a bank attracts with the help of its own capital other
available sums of money, which it can later put into circu-
lation.

Such gathering of idle capital is effected primarily in the
form of deposits.

If a person puts his free money in the bank with the
understanding that he can get it back at will, his is an
undated deposit; if the depositor gives a definite date
before which he agrees not to demand the money, that
deposit is called a dated deposit.

It stands to reason that with a dated deposit the bank
can dispose of the money freely up to the specified date as
it is certain that it will not be called for before that date.
It is another matter with undated deposits. The bank must
always keep ready a considerable part of these deposits as
the depositors may come at any moment and demand their
money. It is obvious therefore that in paying interest to
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the depositor for the use of his money, the bank will pay
a higher rate on dated than on undated deposits.

Undated deposits are very much in vogue in the form of
current accounts.

A person opening a current account in a bank can, in
case of need, withdraw from the bank a part or the whole
of his deposit, or add more to it. Usually a person having
a current account has a cheque book and can write out
cheques. The depositor in specifying a certain sum on a
cheque and putting his signature to it can thereby either
receive part or the whole of his deposit or give that cheque
to another person to receive that money. Thanks to this
system, the capitalist can keep his money in the bank and
not carry a cent in his pocket. 'When buying goods from
another capitalist, there is no need for him to go to the bank
for money, all he has to do is to write out a cheque. If the
capitalist who sells him the goods also has a current account
at the bank, when he presents the cheque of the first capitalist
at his bank, he can enter the specified sum in his own name
instead of drawing the money. In this manner a whole
series of transactions can be carried out without the aid of
cash, merely by transferring sums from the current account
of one depositor to that of another.

If capitalists have their current accounts in different
banks it is also possible to effect a settling of accounts
between them by means of cheques. This is accomplished
through mutual agreements between the various banks,
which accept each others’ cheques and settle their respective
accounts after certain intervals.

By means of deposits the banks gather not only free sums
in the possession of individual capitalists. It is a known
fact that the workers have certain savings. The worker
or employee by denying himself some of his vital needs often
tries to save some money for a rainy day ; or he may want
to buy some household articles or expensive clothes, etc.,
for which he has to save up money. The farmer who wants
to buy a horse or build a new house must also save money.

The pennies saved by thousands and millions of workers,
when put together, make thousands and hundreds of
thousands of pounds which can be utilised by the capitalists.

This business of bringing out pennies from boxes and
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stockings is accomplished by the same banks ; they pay the
workers also a certain interest for using their pennies.

One may get the impression here that workers who put
their money in the bank also become capitalists, that
the worker can have an income on his wages just as the
capitalist has on his capital. But the absurdity of this is
obvious. Apart from the fact that the interest which a
worker receives on his deposit is insignificant, it is easy to
understand that the increment on his deposit cannot be the
main source of his income, since he receives from his em-
ployer only the value of his labour power, and can deposit
money only for a short time, often by denying himself
what is most vital to him. For the capitalist, surplus value
is the only source of profit. The worker, by putting money
in the bank, gives the capitalist a great advantage, but the
capitalist throws to the worker a miserable crumb from the
profit which he makes with the help of the worker’s money.
The pennies of the poor make fortunes for the rich.

63
Active Bank Operations.

In what manner does the bank disburse the money which
it accumulates ?

It is obvious that the bank cannot put its money at the
disposal of the first capitalist simply for the sake of his good
looks. It must have a definite guarantee that the money
will be returned, and a simple promise that it will be re-
turned is insufficient if the bank does not feel certain that
there are reasons to believe that the promise can really be
fulfilled.

What is the security upon which the active credit opera-
tions of the banks must be based ?

It will not be difficult to answer this question if we look
into the different types of such operations.

First of all there is the accounting of bills of exchange
which we have already mentioned. A capitalist holding a
bill of exchange of another may receive in the bank on the
security of that bill of exchange a sum specified in it, minus
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the discounting interest, and the right to collect on the bill
when it matures goes over to the bank. On the face of it,
this is an operation of purchase and sale of the bill of ex-
change—the capitalist sells his bill of exchange before it is
due and the bank pays for it a definite sum. But we have
already seen that behind this external form there is a credit
operation in which the holder of the bill of exchange receives
a loan, the payment of which is transferred to the original
drawee of the bill of exchange.

Thus the security of the active credit operation of the bank
in this case is the bill of exchange. But a bill of exchange, in
its turn, must have a sure foundation behind it, and the
bank will be interested in knowing who signed it and on
what security. It stands to reason that accommodation
bills of exchange, of which we have spoken above, are not
considered as good security.

It is difficult for an inexperienced person to distinguish
an accommodation bill of exchange from a real one, but
this is not so difficult for the bank. The numerous threads
which connect the bank with the mass of individual capita-
lists here come to its assistance.

If the Dbill of exchange is not paid when it matures, the
commodities which the original issuer of the bill of exchange
received on it and also the commodities secured by the
capitalist who had his bill of exchange discounted (as by
indorsing that bill he has taken responsibility for it) serve
as a basis for collecting the debt.

Another form of active operations is loans on the pawn
system.

Here, in order to secure its loan, the bank receives from
the borrower certain valuable objects which are returned
when the debt is paid.

The articles of value on which loans were granted in the
days of usury included gold, precious stones, etc. ; now, all
kinds of valuable papers, stocks, bonds, etc., are much more
important. A loan can be given on the security of a bill of
exchange, inwhich case, apart from the accounting operation,
the borrower does not give up entirely his claim on the bill
of exchange, but receives it back when he returns the money.
Only if he does not repay the loan has the bank the right
tocollect the sumindicated in the bill fromits original drawee.
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Loans may be given also on the security of commodities,
in which case the bank need not necessarily keep those
commodities in its own premises. The borrower can leave
his commodities in a warehouse which gives him a warrant
without which the warehouse will not return his commodities.
The owner of the commodities on presenting the warranty
at the bank receives a loan on its security.

Loans may equally well be given on the security of com-
modities which are en route. Railway or shipping agencies,
when they accept commodities for transport, issue waybills
or bills of lading which must be produced when the com-
modities are claimed at their destination. These documents,
just like the warehouse warrants, may serve as security.

Loans may be given not only on the security of movable
but also of immovable property, particularly land and
buildings.

Such are the main forms of active credit operations.

A few words concerning the brokerage or commission
operations of a bank which, strictly speaking, cannot be
included either among the active or the passive operations.
Such operations cover all kinds of commissions given by one
capitalist to pay to or collect money from another, which a
bank takes from its clients : for instance, it transfers money
from one town to another, collects money from one capitalist
for another for commodities bought on credit, etc. For
carrying out such operations the bank receives from its
clients a certain percentage of the sum involved, known as
comimission.

64
Banks, Profits on Credit.

Now that we have become acquainted with the essence of
the active and passive operations of the bank, we must make
an important addition to what we have already said with
regard to interest.

What new factors in interest are introduced by the bank ?

A bank in collecting capital by means of deposits pays its
depositors a certain interest, but in disbursing loans the
bank also takes a definite percentage as interest.
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It is obvious that the extent of the one percentage and
the other cannot be the same. If these operations mean
anything at all, the bank must make a certain profit, hence
the percentage which the bank pays on its passive operations
is lower than the percentage it takes on its active operations.
The part of the interest which constitutes the difference
between the rate of the one and the other, forms what is
called the bank’s profit on credit,

The proportion of the bank’s profit on credit to its own
capital forms the rate of profit on credit.

The rate of profit on credit must on the whole be close to
the general average rate of profit because otherwise the
owner of the bank would rather invest his capital in industry.
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65
The General Concept of Credit Notes.

In speaking of credit in the foregoing chapter we have seen
how credit operations can displace cash accounts. A coal
mining capitalist, on receiving a bill of exchange from a
textile manufacturer, can, when purchasing machines from
a third capitalist, transfer the textile manufacturer’s bill
with his own indorsement. The machine manufacturer in
his turn can, when buying raw material, transfer that bill
of exchange to a fourth capitalist instead of paying money,
etc. One bill of exchange can take the place of money as a
means of circulation in the course of a whole series of
transactions. Money can in the same way be replaced also
by another document ; namely, a cheque. One capitalist
having received a cheque from another can transfer that
cheque to a third capitalist in settlement of his accounts,
the third to a fourth, and so on. A cheque as well as a bill
of exchange can take the place of money. On the bill of
exchange the drawee has to pay when it has matured, and
on the cheque the bank has to do it. In so far as a bill of
exchange is reliable any capitalist will gladly take it instead
of money.

The guarantee of a cheque, as we have seen, is, on the
one hand, that the capitalist really has money in the bank
and, on the other, that the bank undertakes to cash the
cheque when it is presented.

But just as the capitalist can operate with a cheque
instead of cash, the bank having at its disposal definite
quantities of money can also give its clients credit notes
which the bank undertakes to cash at any moment, instead
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of money. For the capitalist who comes to the bank for
money such an obligation, such an undated bill of exchange
of the bank, is not worse than a cheque which he may receive
from another capitalist, inasmuch as both the cheque and
the promissory note can be cashed at any moment if, of
course, they are not fictitious. This promissory note, given
by the bank to its clients and bearing the title of a bank-
note, can pass on from hand to hand in place of money just
like a cheque, until it returns to the bank to be exchanged
for cash.

Any kind of active operation of the bank must, as we have
already pointed out, normally have certain security behind
it. A bank in lending money must receive from the borrower
a bill of exchange (as security or for discounting), commodi-
ties, or immovable property, etc. Granting loans not in
cash but in banknotes, the bank must also receive certain
security. Usually in issuing a banknote the bank receives
from the borrower a bill of exchange or some other security,
at least to the amount of the banknote.

But as a banknote on leaving the bank and falling into
circulation may pass on for a long time from hand to hand,
it is obvious that the bank need not always have available
all money, bills of exchange and valuable papers on the
security of which the banknotes were issued. Considering
that only a part of the banknotes are cashed daily, the re-
maining money and bills of exchange, etc., can be temporarily
utilised by the bank. This constitutes, so to speak, an extra
loan which the bank has received without interest on the
basis of the uncashed banknotes. Therein lies the chief
advantage which the bank gains from issuing banknotes.

If a bank can give more obligations than it has actually
money in hand, the extent of the credit which it gives to
individual capitalists can be much greater than the amount
of money capital which it has at its disposal. Daily ex-
perience shows approximately how many banknotes are
normally being cashed and a correlation between the money
deposits of the bank and the amount of banknotes issued is
established accordingly.

That the bank may not issue more banknotes than it can
cash, that the misuse of the right to issue banknotes may
not cause difficulties in the national economic system (of
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which we will speak later), a strict regulation of banknote
issues is necessary.

‘“ The necessity to regulate the circulation of money
and the desire of the government to utilise the advantage
accruing from the issuing of paper money, has led to the
issuing of banknotes becoming in most states the privilege
of one or a few central banks which are state conces-
sionaires and which alone have the right to issue bank-
notes and operate with them. The income on these opera-
tions they share with the government.

“ Their operations are regulated and controlled by the
state. - The latter fixes the maximum limit of banknotes
to be issued and the relative amount of the gold reserve
the banks must possess.’’?

Banks whose special business it is to issue banknotes
are called issuing banks, and the right to issue banknotes
regulated by the state is termed issuing right.

66
To what Extent can Banknotes Replace Actual Money ?

Banknotes constitute the basic form of credit notes which
can take the place of actual money. From what has been
said about credit notes it is clear that such notes cannot
perform all the functions of actual money (gold) but only
some of them. What are they?

Let us recall what we have said about money in the part
dealing with value. There we pointed out that (1) money
serves as a measure of value, (2) as a means of circulation of
commodities, (3) as a means of payment, (4) as a hoard.
It is evident that credit notes can replace real money
primarily as a means of payment and as a medium of circu-
lation of commodities. A capitalist who disposes of com-
modities to another can agree to accept a banknote instead
of cash inasmuch as he is certain that he can exchange it
for gold. The holder of a bill of exchange in discounting it
or in submitting it to the payee for payment will also accept

! Kautsky, Money and its Civculation in the Light of Marxism.
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a banknote because, in buying other commodities, or in
settling accounts with his creditors he will be able to use
the banknotes just as well as cash.

Thus, in replacing cash as a means of circulation and
payment, the banknote performs functions of money capital
and takes the place of money as one of the necessary links
in the process of production of surplus value.

But can a banknote in itself serve as a measure of value ?
Apparently not. A banknote has no existence in itself, it
merely represents money, commodities, or real bills of
exchange (i.e. money or commodities hidden behind the
bills of exchange); obviously it is not by the quality of
the paper upon which the banknote is printed, not by the
amount of labour spent in the * production ”’ of that bank-
note and not by the arbitrary will of those who issued it
that the value represented by the banknote is determined.
A banknote is a substitute, a temporary representative of
real values. Hence, the banknote itself cannot fix the value
of other commodities, but, on the contrary, the value of the
commodities which it represents determines its own value.
Banknotes cannot displace money as a measure of value,
and inasmuch as the value of all commodities is measured
by the value of gold, the buying power of a banknote, which
is a temporary representative of commodities or gold, is
also determined by the value of gold.

Even less can banknotes replace money as a hoard. The
client of a bank accepts its banknote because he can imme-
diately receive commodities for it or make delayed payments
with it, because he needs it temporarily as a means of
circulation or as a means of payment. But if he needs
money to keep as a hoard, it is clear that he will prefer
real money rather than a warrant that he can receive money
from the bank.

67
Paper Money and its Distinction from Credit Notes.
A banknote as the temporary substitute for money can

act, as we have already pointed out, only as the repre-
sentative of real value. It is not merely that the bank has a
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definite reserve of cash with which it can exchange all bank-
notes on presentation ; what is of equal importance is that
a bank issues its banknotes only in exchange for com-
modities, paper security or bills of exchange of corresponding
denominations, because the bank regards the issuing of a
banknote as credit granted to the recipient and therefore
demands a corresponding security from him.

But in contemporary capitalist states we have side by side
with banknotes also another form of “ substitute ”’ in circu-
lation, namely, paper money. We referred to this in the
part dealing with value, but only in passing. Now we must
deal with the subject at greater length and acquaint our-
selves with the essential features of paper money and its
distinction from credit notes.

Banknotes are issued, as we have pointed out, by banks,
and although the issue is controlled by the State, it is not
always obligatory for the issuing bank to be a State bank.

Paper money, on the other hand, is issued by the State
itself, and constitutes a government note for a specified
sum. But whereas a banknote is a note issued by a bank
in exchange for which the latter receives security in the
form of bills of exchange, etc., from its clients, paper money
constitutes State notes in exchange for which the State re-
ceives no obligations from others whatsoever. Paper money
serves the State as a means of payment if it has not enough
gold, especially in time of war, revolution, crises, etc.

The acceptance of banknotes may be absolutely optional
(although this is not always the case) ; inasmuch as the
obligation of the bank is backed by a valid obligation of
other people there is no reason to doubt the bank’s ability
to cash its banknotes or to give some other credit note for it.
But the circulation of paper money is always of a compulsory
character, regardless of whether the State agrees to exchange
it for cash or not, and in most cases there is no such exchange.

‘“ Comparing and combining all that has been said about
paper money and banknotes, we arrive at the folowing
conclusion :

‘“ Banknotes are issued by banks as loans in their regular
commercial operations; they are exchangeable and are
not subject to compulsory circulation (i.e. are not legal
tender).
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“ Paper money is issued by the State in payment of its
engagements, serving as a means of revenue of the State
treasury ; ordinarily it is unexchangeable and is legal
tender (subject to compulsory circulation).’’

68
The Buying Power of Paper Money.

The peculiarities of paper money give rise to a whole
series of important points upon which we must dwell, again
comparing it with credit notes.

Is the emission of credit notes limited, and by what ?

Obviously there is a limit, determined by the amount
of real security which the bank receives in exchange for
the issued banknotes. If banknotes are issued to the addi-
tional amount of 10,000,000 pounds it means that the bank
has received additional bills of exchange to the same amount,
and if these bills of exchange are real, it means that the
circulation of commodities in the country has also increased
to the same amount. The issuing of banknotes is thus regu-
lated by the general economic situation, by the demand
for money in the process of circulation of commodities.

That, as we have pointed out, is precisely why the exchange
of credit notes for gold is guaranteed, and that is precisely
why the buying power of credit notes is, on the whole,
determined by the buying power of gold, i.e., even if the
banknote is not exchanged for gold it will purchase com-
modities to the same amount as the gold which it nominally
represents.

It is different with paper money. This is issued by the
State regardless of the actual requirements of the circulation
of commodities ; its issue depends on the requirements of
the State whenever its expenses exceed its revenue.

Can the buying capacity of paper money, under such
conditions, be equal to that of gold ?

This depends on the amount of paper money issued and
on the need of money as a means of circulation.

We already know that the amount of money needed for

1 Trachtenberg, Paper Money.

R
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circulation in a country at a giver moment is of a definite
magnitude. It depends first of all upon the value of all
commodities circulating on the market and on the rate of
circulation of money or its substitutes. The higher the
value of the commodities in circulation, the more money
is needed ; the faster the circulation of money, the less
money is needed.

But to determine the amount of money required to be in
circulation at a given moment, the price of the commodities
sold on credit must be deducted from the value of all com-
modities in circulation.

Inasmuch as payment on obligations may fall due at
the given moment, it is obvious that the amount of these
payments has to be added to the amount of cash in circula-
tion required, excepting those payments which may be
cancelled by a mutual clearing of accounts without the use
of money.

We already know what happens if the amount of available
money is higher than the amount needed in circulation—
the surplus gold money will accumulate as a hoard or will
be melted into other gold articles.

What happens if there is paper money in circulation side
by side with gold money ?

Let us take an example. There is at a given moment
100,000,000 pounds of gold money and 100,000,000 pounds
of paper money in circulation. If the amount of money
needed on the market (the value of circulation) is not les:s
than 200,000,000 pounds, it is obvious that the paper money
will circulate on a par with the gold maney. But suppose
the amount of money needed in circulation is still 200,000,000
pounds while additional paper money is issued to the amount
of 100,000,000 pounds, making 200,000,000 pounds in paper
money, and a total amount of money in the country of
300,000,000 pounds. It is clear that a part of this money,
namely 300 —200=100 million pounds will be superfluous
on the market. That sum would, as we know, be converted
from a means of circulation into a hoard. Which of the
money will then be converted into a hoard ?

It is obvious that anyone who puts away money in his vault
will prefer to put away gold money. The entire 100,000,000
gold pounds will therefore be gradually withdrawn from
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circulation and put into coffers and vaults, etc. Only the
200,000,000 paper pounds will be left in circulation. But
as 200,000,000 pounds is needed in circulation, the paper
money will successfully perform the functions of gold money
and a paper pound will buy as much as a gold pound.

But suppose the need for money in circulation remains
constant while the amount of paper money is augmented
to 300,000,000 pounds ?

If 300,000,000 paper pounds circulate instead of
200,000,000 gold pounds it is obvious that every 3 paper
pounds will be able to buy only as much as 2 gold pounds
and that the buying power of one piece of paper with the
inscription 1 pound will be equal to that of two-thirds of a
gold pound.

But perhaps the superfluous 100,000,000 pounds will be
withdrawn from circulation just as the superfluous gold
pounds are withdrawn ? This is impossible, for the simple
reason that paper, in contradistinction to gold, cannot be
converted into a hoard and that it is doomed to be per-
petually in the process of circulation.

While the man in the street who is accustomed to stable
currency may put some of his paper tokens away for a rainy
day, the big capitalists of course will never do that. Theoreti-
cally we can conceive a situation in which the government
issues just as much additional paper money as has been put
away in small savings, but if a rapid emission of paper money
has been in progress in the course of a more or less consider-
able length of time (to cover war expenditures, for instance),
the amount of paper money will greatly exceed the amount
of those savings. When the amount of paper money in
circulation exceeds the value of circulation, then no com-
pulsion can force anyone to accept it on a par with gold
money, and, naturally, the more paper money is issued the
lower will be its buying capacity, provided all else remains
equal. Under such conditions the savings made in paper
money are depreciated and even the man in the street loses
his desire to save his paper. The paper money put away for a
rainy day is then rapidly thrown out on the market, which
still further increases the amount of money in circulation
and consequently reduces still further its buying power.
Naturally the State, which may sometimes freely exchange
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paper money for gold if only a small amount has been issued,
always stops that exchange if there is much of it in circula-
tion and its buying capacity is falling.

69
Recapritulation and Conclusions.

Let us recapitulate what we have said about paper money.

(1) Paper money is issued by the State to cover its ex-
penses and is legal tender. Usually it is not exchanged for
gold, although such exchange may take place if its rate is
stable.

(2) Paper money may replace actual money in the process
of circulation only in so far as money does not accumulate as
a hoard, but travels from hand to hand and serves as a
transitory element in the process of circulation of commodi-
ties. ‘

(3) If the amount of paper money does not exceed the
value of circulation expressed in gold, its buying capacity
is equal to the buying capacity of gold money. If the value
of circulation is lower than the nominal price of the paper
money on the market, the buying power of the paper money
will be just as much below the buying power of gold as the
amount of paper money will exceed the value of circulation.

From this we can draw the following conclusions :

(r) One must not think that paper money is circulated
only because the state forces the people to accept it. We
have seen that in issuing a surplus amount of paper money
its buying capacity falls in spite of government compulsion.
The economic laws in capitalist society prove stronger than
the will of the capitalist State.

{(2) It would also be wrong to arrive at the conclusion that
paper money can exist without any relation to gold money
and that it is all merely a question of the amount of paper
money issued and the value of the commodities in circulation.
Without any (although distant) relations with gold money,
paper money is inconceivable if only for the reason that it
cannot be a measure of value. A measure of value must, as
already stated, be a commodity which itself possesses a
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certain value. Paper money essentially has no value. The
labour spent in its production is insignificant and is of no
importance in determining its buying capacity. The value
of circulation which determines the rate of exchange of
paper money depends primarily upon the value of the com-
modities in circulation. It is characteristic of value that it
cannot be expressed directly in hours of labour but in terms
of another commodity. How can the value of the com-
modities in circulation be expressed by paper money if paper
money has no value of its own? Evidently it can be ex-
pressed only through gold money which has its own value
and which serves as a universal measure of value. Therefore,
in speaking of the buying power of paper money, we deter-
mine it by a comparison with gold and thus establish, for
instance, either that it is on a par with gold, or that it is
below gold value. Thus, should there be no gold coins (or
other real money) there would be no measure by which the
value of circulation, and hence the buying power of paper
money, could be determined.

The question may be asked, however, whether all this
tallies with the actual facts.

Is paper money always related to gold? The fact that
paper money was not exchanged for gold in Russia after the
outbreak of the war for example did not indicate the absence
of any relationship with gold ; such relations with the gold
rouble, although they were distant, did exist because the
rouble of a fixed amount of gold, by which the paper rouble
wasmeasured, existed. But howabout those States which from
the beginning have had no gold unit, but only paper money ?
Among such countries are, for instance, Poland, which on
securing its dependence began to issue paper money in terms
of the so-called Polish mark (and subsequently Zloti) ; among
these countries are also Latvia, Lithuania and many other
new States. Here too paper bills had an indirect relation
with gold. The buying power of the Polish mark was
measured by the value of the German gold mark. Latvia
compared her currency with the Russian rouble, etc. With
the rapid fall in the buying power of paper money and its
divorce from gold, the rate of paper money was (and is still)
determined in many countries after the war in relation to
the American dollar.
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All this shows how impossible it is for paper money en-
tirely to displace real money, that its role is limited to that
of a means of circulation, and that it can never serve as a
measure of value.

(3) The third remark we wish to make in summarising
what has been said refers to the question of metal coinage
which is not of full value, but which in contradistinction to
paper money does have some value although this is less than
its nominal value. In this category are silver, copper, nickel
and other coins. Thus, for instance, the Russian silver rouble
contained silver approximately to the value of 70 gold kopeks,
although it was accepted on a par with the gold rouble. Of
still less value, as compared with gold, are copper, brass and
nickel coins.

After what has been said about paper money, the circula-
tion of such money on a par with gold needs no special
explanation. It replaces gold money in the process of circula-
tion and if its buying power is not lower than that of specie,
this again is only possible if the quantity on the market does
not exceed the value of circulation or the need of the market.
Should it exceed this need, its buying capacity would drop
until the value of circulation would be equal to the actual
value of the metal contained in the coins. If the value of
circulation after that still continued to fall as compared with
the mass of money in circulation, the metal coins would meet
with the same fate as gold money when the amount exceeded
the requirements of circulation ; the silver or copper coins,
etc., would be converted into a hoard, melted into other metal
articles, etc.

(4) Finally, we must return to the distinction between
credit notes and paper money. It should be borne in mind
that credit notes are not actually always distinguished from
paper money, and it often happens that what was previously
a banknote becomes paper money. This was the case with
the bills in circulation, side by side with metal coins, prior
to the war in Tsarist Russia, which consisted of credit notes
of the State Bank freely exchangeable for gold, and largely
issued on the security of bills of exchange ; i.e., circulated
by the bank in exchange for real security which it received
from other persons. At the beginning of the war this cur-
rency was converted into ordinary paper money. Its ex-
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change for gold was stopped and the bank began to issue
it not for real bills of exchange, but for short-term ex-
chequer bonds, as required by the exigencies of the war.
The securities of the State exchequer could not be regarded
as real bills of exchange, inasmuch as they were not based
on real commodity circulation; they were rather in the
nature of accommodation bills. It is no wonder, therefore,
that the buying power of money declined rapidly as the
emission of the State bank increased.

70
Inflation and its Influence on National Economy.

The emission of paper money to an amount greater than
the needs of circulation gives rise to what is known as
inflation, i.e., a flooding of the market with paper money.
We will briefly describe the influence of an excessive emission
of paper money on national economy.

We have already shown that an excessive emission of
paper money is called forth by the desire of the State to
cover expenditure in excess of revenue.

To the extent that the issue of paper money increases
and its buying power decreases, the prices of commodities
rise. When the issue of paper money is very extensive
prices literally rise not daily but hourly. A correct calculation
of the value of commodities which, as we have seen, is so
important for the capitalist, becomes impossible. For in-
stance, the price of raw material bought to-day will be
different to-morrow when the raw material will have turned
into a finished commodity, and will have changed still more
the day after to-morrow when new raw material will have
to be purchased for further production. Everyone who sells
a commodity tries to insure himself against the possible
fall in the buying power of the money which he receives,
and in fixing the price of his commodity he puts on an extra
charge for safety’s sake.

A constant decline in the buying power of money renders
the sale of goods on credit impossible. Payments cannot be
postponed for any length of time if it is not known how the
money will stand. The lending of money becomes equally
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impossible. The almost complete elimination of credit de-
prives national economy of the important advantages arising
from it. It becomes disadvantageous not only to sell com-
modities on credit, but even to take orders in advance to be
paid for on delivery because the price which may be ad-
vantageous when the order is taken may become unprofit-
able at the moment of delivery.

Anyone who possesses money tries to get rid of it as soon
as he can and to turn it into commodities, while anyone who
has commodities tries to keep them as long as possible in the
hope that their price will rise.

Uncertainty as to the morrow, feverish and irregular
growth in prices, a desire on the part of everyone to avoid
taking chances with depreciating money and to pass it on
to others, creates a favourable ground for speculation, for
easy profiteering on the part of some people at the expense
of others.

Inflation does not have the same influence on all classes
of capitalist society. Those who suffer most, of course, are
the working sections of the population.

Of all commodities there is one which rises in price more
slowly than the rest, and that commodity is labour power.
Wages, although they may rise nominally, as a rule lag
behind the rise in prices of essential commodities. This alone
worsens the position of the working class. Being obliged to
spend his wages bit by bit so as to hold out until his next
pay-day, the worker loses more than anyone on the fall in
the purchasing power of his money. Inflation may cause some
difficulties also for the capitalist, as is evident from what has
been said above concerning the elimination of credit, the
impossibility of calculation, etc. But the capitalist has many
ways of insuring himself against the consequences of infla-
tion. He resorts to extra charges on his commodities ;
he exchanges his money for gold, precious jewelry, real
estate, etc. If he cannot do this in his own country, he ships
his capital to another country with a stable currency. For
a capitalist it may be of great advantage in time of inflation
to export his commodities abroad to a country in which
there is no inflation ; in terms of exchange, his commodity
will be cheaper than that of the capitalists in whose country
there is a stable currency as, in the first place, the real wages
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he pays are lower than those paid with stable money, which
gives him a good start as a competitor on the foreign market.
Apart from that, receiving stable currency in his dealings
with other countries, he is insured against the depreciation
of his money.

Apart from speculators, it should be pointed out that
large farmers also profit by inflation. They gain more than
other employers from the fall in real wages because wages
play a very big part in the cost of production of grain. In-
flation is particularly profitable for farmers who export their
grain. Besides, the depreciation of money is especially ad-
vantageous to farmers who have borrowed money in the
banks on mortgages (and there are very many such farmers),
because with the depreciation of the currency the real extent
of the debt which they have to pay to the bank decreases.

But it must not be assumed that the small farmer also
gains by depreciation of the currency just like the big farmers.
On the contrary, all the advantages of grain export go to the
big farmers and grain merchants. The middle farmer, and
still more the small farmer, is often in no better position
than the worker and he, as well as the worker, must largely
bear the brunt of depreciating currency.

With the depreciation of paper money, all the small savings
of farmers, workers and urban petty and middle bourgeoisie,
depreciate.

Thousands of rentiers living on interest from their capital
are ruined.

The capitalist state by issuing paper money seeks to cover
its expenditure. In settling its accounts with the population
by means of paper money, the state receives real values
without giving any value in return. The emission of paper
money is thus converted into an item of revenue for the State,
a special form of taxation of the people, which, as we have
seen, chiefly hits the working masses.

71
The Restoration of a Normal Currency.

The falling rate of paper money may so derange the
organism of capitalist production and exchange that the
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need for a more or less normal existence imperatively
demands a stable currency. How can the normal circulation
of money be restored ?

It is obvious that the first necessity for this is a State
Budget, i.e. a correlation between the expenditure and the
revenue of the State, in which the chief item of revenue
would be not the issue of paper money but some more
reliable source. Such sources may be taxes, internal and
foreign loans, profit from State enterprises. In time of war,
the stabilisation of currency is, as a rule, impossible, because
the expenses of the State are so high that the items of income
indicated cannot cover them. The situation is similar when
the economic position within a country is unstable, when the
system of production is shattered, because under such con-
ditions the amount of taxes and loans that the State can
secure within the country is negligible and foreign capitalists
prefer to grant loans to more reliable payers.

The monetary system can therefore be stabilised only when
the economic conditions of the country improve. The intro-
duction of a stable currency in itself leads to a further im-
provement of the economic conditions, giving the country
confidence in the future and creating a basis for credit, etc.

In a capitalist State it is characteristic that the working
masses who suffer most from inflation must bear the burdens
of stabilisation; the taxes introduced by the State prim-
arily hit the workers, and the interest on loans is paid by
them.

The introduction of stable currency may be effected in
the following ways :

(1) By means of nullification, i.e. the cancelling of the
old paper money which is declared void and in place of which
stable paper money, banknotes, or gold money is issued.

(2) By means of devaluation. The emission of paper
money is stopped, whereby the further depreciation of paper
money is also stopped. The paper money with low buying
power is later exchanged in certain definite proportions for
new money.

(3) Finally, deflation (i.e. annulment of inflation) can be
accomplished by means of withdrawing a part of the paper
money in circulation. The State receives that money as
taxes, etc., and does not put it into circulation again, thereby
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reducing the amount in circulation and raising its buying
power to the level of gold.

Nullification took place, for instance, in the French Revolu-
tion, devaluation took place in the recent money reforms in
the U.S.S.R., Germany and several other countries; at-
tempts to effect a deflation through the third method are
now being made by France ; it has already been effected by
Great Britain.

72
International Clearing of Accounts.

To round off the analysis of paper money and credit in
capitalist society, a few words should be said concerning
international accounting.

Paper money circulated within one country or another
cannot serve as a means of circulation in the trading relations
between the various countries. As a rule, the basic money
used in this sphere is gold, and, in exchanging the gold coins
of one country for those of another, only the amount of gold,
actually contained in the coin, is considered. Fluctuations in
the rates cannot exceed the cost of melting down the coins,
as we already pointed out in speaking of value.

But commercial transactions between countries may be
effected not only on cash payments but also on credit. Here
too bills of exchange may take the place of money.

Suppose a French capitalist buys coal in England. The
transaction may be effected on credit and the British
capitalist may receive from the French capitalist a bill of
exchange to the corresponding amount. Suppose that
another British capitalist wants to buy in France, say,
a consignment of wine. It is evident that instead of giving
a bill of exchange or spending money in sending the corre-
sponding amount of gold to France, the British capitalist
who bought the wine can do as follows: he can buy from
the British coal-owner the French bill of exchange which he
holds and send it to the French wine merchant. It costs the
latter nothing (provided the bill of exchange is reliable) to
collect the money from the drawee of the bill of exchange
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who purchased his coal in Britain. This saves the double
expense of shipping gold both by the British capitalist who
purchased the wine in France and by the French capitalist
who purchased the coal in Britain.

Bills of exchange which displace money in international
accounting are termed foreign bills of exchange. The more
commodities, let us say, France sells to Great Britain, the
greater will be the demand for French foreign bills of ex-
change in Great Britain, and the more people in Great
Britain will wish to buy French foreign bills as a means of
payment for commodities purchased in France.

What determines the rate of a foreign bill of exchange,
i.e., the amount of money for which it can be purchased?
If the country on which the bill of exchange is drawn has
specie or banknotes in circulation, the rate of the bill cannot
be below the rate of specie by more than the cost of shipping
money from one country to another. Should the rate rise
above that, it would become more profitable to ship the
money than to buy bills of exchange. The rate of bills of
exchange can fluctuate within the limits of the cost of ship-
ment of money, depending upon the supply of, and demand
for, such bills in each country. The more the other countries
are indebted to a given country, the greater will be the de-
mand for the foreign bills of that country and the higher will
be their quotation (although it cannot exceed the indicated
limit). The amount of money which other countries owe to
the particular country, and the amount which it owes to the
other countries, is very important in determining the rate
of its foreign bills of exchange. If the other countries owe it
more than it owes them, then we speak of a favourable
balance of payment of that country. If the contrary is the
case, the balance is called unfavourable.

The character of the balance of payment is largely deter-
mined by the balance of trade, i.e., the proportion between
the amount of goods a country imports and exports. If the
export is greater than the import, if the given country has
what is called a favourable balance of trade, the result is that
that country receives more money from the other countries
than it pays to them. This helps to make a favourable
balance of payment. If the contrary is the case, if the country
has an unfavourable balance of trade, it gives more money
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than it receives, which helps to make an unfavourable balance
of payment.

In determining the nature of the balance of payment of a
country, not only the trade balance but all kinds of payments
on loans which one country receives from another may play
an important part.!

A favourable balance of payment is of enormous signifi-
cance not only for the rate of foreign bills of exchange but also
for the stability of paper currency within the country. The
more favourable the balance of payment, the more foreign
gold does the given country receive after the accounts are
cleared, and the greater is the possibility for the stability of
its currency. An unfavourable balance may on the contrary
cause inflation.

We have so far spoken chiefly of accounts between coun-
tries with a gold currency. If a country has in circulation
coins of minor value, or paper money, a decline in the buying
power of that money will be accompanied by a corresponding
decline in the rate of the foreign bills of exchange of that
country.?

LITERATURE RECOMMENDED ON CHAPTERS I, II anp
II1

A. Loan Capital and Interest.

Marx, Capital, vol. iii, pt. ii, ch. 36, p. 412, beginning with
* The lender expends his money,” and ending with the second
paragraph on p. 416.
B. Pre-Capitalist Forms of Credit.

Marx, Capital, vol. iii, pt. i, beginning of ch. xxxvi on p. 696,
up to p. 700 (end of second sentence of first paragraph) ; and
from last line of p. 362 to end of p. 368.

C. General Characteristics of Banks.
Marx, Gapital, vol. i, ch. iii, p. 140, to the end of section *“ C.”

1 We will speak of these loans later in the part dealing with im-
perialism. There are several other items in the balance of payment
which we cannot deal with here.

2 The quotation of foreign bills of exchange may fluctuate not
only under the influence of actual facts, but also under the influence
of rumours about an imminent crisis, war, a bad harvest, etc.
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QUESTIONS FOR STUDENTS

1. Why is money converted into capital under capitalism ?

2. Show the conditions under which money-capital is formed
in the hands of the industrial capitalist.

3. Do you think that there may be unemployed money-capital
in the hands of a merchant capitalist ?

4. Why do capitalists often sell commodities at a lower price if
the sales are made on a cash basis ?

5. Why is it impossible for the rate of interest to be for any
length of time higher than the average rate of profit ?

6. Why is it that a usurer is looked at with contempt, while the
banker is respected in capitalist society ?

7. State briefly the main difference between commercial and
bank capital.

8. Point out the importance of credit in capitalist society in
general.

9. A capitalist selling his commodities on credit receives a bill
of exchange to the amount of 7,000 pounds to be paid on August
25th ; he wants to discount the bill on June 25th ; how much
money will he receive for it if the annual discount rate is 5 per
cent. ?

10. Look up the balance-sheet of some bank in any journal and
explain the individual items of that balance.

11. Show the source of the banker’s profit.

12. What is the main difference between banknotes and paper
money ? .

13. The value of circulation equals to 300,000,000 pounds, the
value of gold coins in circulation is 75,000,000 pounds. How much
paper money can be issued so that its buying power may not fall
below that of the gold coins ?

14. What functions of money can paper money perform and
what functions can it not perform ?

15. If the amount of paper money in circulation to-day is as
much as is needed for circulation, what are the conditions neces-
sary to keep its buying power constant in the course of a more or
less prolonged period?

In answering this question describe what practical measures
the State must make if it does not want the purchasing power of
its paper money to fall.

16. Do you think it is possible to do away with gold coins in
capitalist society through clearing of accounts through the banks
and with the help of banknotes and paper money ?

17. Why is it that first gold coins and later silver coins and
finally copper, bronze and nickel coins disappear from the market
when too much paper money is issued ?
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18. What is the effect of inflation on the rate of circulation of
individual coins and what effect has that on the purchasing power
of paper money ?

19. We have pointed out that inflation renders credit difficult
and sometimes even impossible. What influence has this on the
buying power of paper money? Does the elimination of credit
tend to raise or lower its buying power ?

20. The table below shows the total amount of paper money in
circulation in Germany for the period of 1913-22 with the corre-
sponding commodity indexes and the quotation of the dollar.

What conclusions can be drawn from this table? How can the
difference in the rate of growth of the dollar quotation and the
wholesale price index be explained ?

TABLE
(Taken from Trachtenberg’s book, Paper Money.)
Amount of
Paper Marks, | Wholesale
Year. in millions. Index. Quotation.
1913 2,743 1 4,198 marks
1918 32,787 2 827
1919 49,479 20 46-78
1920 & 81,154 21 63-06 ,,
1921 | 122,162 42 104-57
1922 . 1,298,758 196 1,185-78
\

NoTe.—The wholesale price index in the table shows the rela-
tion of the wholesale prices of the respective years to the wholesale
prices of 1913, which are taken as a unit ; thus, if the index of the
wholesale prices for 1918 equals 2, it means that the wholesale
price of commodities in that year was double the price of 1913.

2I. How can the surplus value created by workers of one capi-
talist country be put at the disposal of capitalists of another
country with the help of international credit ¢



Chapter IV

INTEREST, CREDIT, AND PAPER MONEY IN THE U.S.S.R.

73
Interest in the U.S.S.R.

The question of the nature of interest in the Soviet
economic system is not very difficult after what has been
said on the question of commercial profit in the U.S.S.R.

Following the method we have already adopted we must
analyse this question in the light of the interrelations arising
on the basis of credit between the various economic State
enterprises, between State industry on the one hand and the
millions of peasants and the working class on the other, and,
finally, between State industry and private capitalist enter-
prises. Let us see first what is the nature of the interest paid
by the State banks on the deposits of State enterprises and
institutions and charged by them on loans given to those
enterprises and institutions. Assume that the Serpuchov
Trust deposited a certain amount of money in the Industrial
Bank. The Industrial Bank, in its turn, lent this money,
say, to the Aniline Trust. The Aniline Trust uses the loan
from the Industrial Bank for an expansion of its production,
as a result of which it receives a surplus product created by
the workers in the enterprises under its control. A part of
this surplus product it will transfer to the Industrial Bank
in the form of interest on the loan. The Industrial Bank will
keep one part of the surplus product received in the form of
interest from the Aniline Trust, and the other part it will
pay in the form of interest to the Serpuchov Trust as com-
pensation for the use of the money which the latter deposited
in the bank. Would this be interest in the capitalist sense
of that term? Of course not. There is no interest here
derived from surplus value, and there is no problem here
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of the distribution of surplus value among the various groups
of the bourgeoisie. Here it is only a question of distribution
of the product among the various economic enterprises
which belong to one and the same master, the proletarian
State. Thus, behind the external form of interest, there is
hidden an entirely different, a non-capitalist, relation.
From this it would be natural to deduce that the Soviet
State could well do entirely without exacting interest from
State enterprises and that it could work on the principle of
credit without interest, as far as these enterprises are con-
cerned. However, such a conclusion would be wrong. The
preservation of the form of interest is of the same importance
here as is the preservation of the form of profit of enterprise,
commercial profit, etc., in relation to the State enterprises.
Interest is a necessary element in running the concern on a
business basis. It compels the industrial and commercial
enterprises to carry on their business economically and on a
practical foundation.

As to the case in which the State grants credit to the
peasantry in the form of products of State enterprises,
here it appropriates in the shape of interest a part of the
income of the peasantry. If, on the contrary, the peasant
deposits his savings in the bank, he receives in the form of
interest a part of the surplus product produced by the
workers of the State enterprises. In the chapter on com-
mercial profit we have shown that the productive relations
arising in all these cases can by no means be regarded as
capitalist relations as long as the element of exploitation is
absent. This is of course also true of the relations arising
when the workers deposit their savings in the State banks
or make use of the credit of those institutions.

It is different when the Soviet State grants credit to capital-
ist enterprises, or uses the resources of those enterprises to
provide credit for State industry and trade. In the first
case, as we have already shown in the chapter on com-
mercial profit in the U.S.S.R., a part of the surplus product
created by the workers of the State enterprises goes into the
pockets of the capitalists, and a relation of indirect exploita-
tion of the workers of the State enterprises on the part of the
capitalists arises. In this case we have interest which is much
like capitalist interest. In the second case, it is the contrary ;

s
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the Soviet State appropriates in the form of interest a part
of the surplus value of the capitalist, and by getting it into
the fund of the Soviet State this part of surplus value loses
its capitalist nature.

74
Credit in the U.S.S.R.

There is no need to show here how free money flows
through various channels into the reservoirs of the credit
institutions, and how by leaving the reservoirs in the form
of loans to the various branches of national economy it helps
in their development. All that has been said on this question
in the chapter relative to credit under capitalism can also be
said about the U.S.S.R. We will deal only with the question of
the significance of credit in socialist construction, and with
the peculiarities distinguishing Soviet credit from capitalist
credit. The importance of credit in Socialist construction in
the U.S.S.R. is already quite considerable. Its réle will be
still greater in the future.

The U.S.S.R., as we shall see, is entering upon a phase of
large-scale Socialist construction. This will necessitate the
construction of a whole series of new enterprises based on
the last word in technique. Considering the technical level
already attained by capitalist countries, the organisation of
a more or less important enterprise is inconceivable without
the aid of credit, because every such enterprise requires the
investment of an enormous amount of capital. The ad-
vantage of capitalist enterprise in bourgeois countries, as
compared with Soviet enterprise, is that the former enjoys
the credit not only of the credit institutions of the home
country, but has at its disposal also the credit institutions
of other capitalist countries, while the U.S.S.R. in this
respect is left to itself.

Under these conditions, every bit of money in the country,
freed even for only a short period, all savings, must be drawn
into the reservoirs of the credit institutions of the Union and
utilised in Socialist construction.

To collect the resources of government and co-operative
enterprises and institutions in the U.S.S.R. is no difficult
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task for the banks, inasmuch as almost the whole of large
scale industry, and a considerable part of trade, in the
U.S.S.R. is in the hands of the State. At the worst it suffices
for the government authorities concerned to issue instructions
that all idle money should be concentrated in the hands of the
credit institutions or banks of the union. The capital of the
State enterprises and institutions constitutes at the present
time the greatest part of the money at the disposal of the
banks.

It is not so with the resources and savings of the new
bourgeoisie, the peasantry and the workers and employees.
No decree or decision can compel these people to bring
their money to the bank. Their money can be attracted
only by giving them certain commercial advantages and
technical facilities for safe-keeping, mutual clearing of
accounts, etc., which the banks may offer to their depositors.
In the U.S.S.R., where there is an acute stringency in gov-
ernment resources, and an absence of foreign credits, the
attraction of private savings is very important. No matter
how insignificant the savings of each individual peasant,
worker or employee may seem, they constitute a powerful
flood of money when put together. Side by side with the
question of concentration of money in the banks, there is also
the no less important question of the utilisation of the money
which accumulates in their reservoirs.

What distinguishes Soviet credit from capitalist credit is
the fact that it makes it possible to utilise the available
money on a planned system. In capitalist countries the
credit institutions know no other principle except the
principle of profit. They give credit wherever it is most
profitable. No consideration is given to the usefulness of any
enterprise for the State, or to its social significance. In-
asmuch as loans are most advantageously invested when
advanced to the most reliable concerns, the blessings of
credit are heaped chiefly upon the big capitalist firms. The
credit policy of the U.S.S.R., however, is guided by the
principle of a systematic use of the available resources in the
interests of Socialist construction. The pursuit of this
principle is possible in the U.S.S.R. because all credit insti-
tutions of the Soviet Union are concentrated in the hands
of one master—the Soviet State.
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Disposing thus of vast resources, the Soviet State is guided
by a definite policy whereby it can greatly help the strength-
ening and development of the Socialist elements in the
Soviet economic system. It can subsidise enterprises which
must be developed in the interests of Socialist construction,
even though from the point of view of commercial expedience
it would be better to invest those resources in other enter-
prises.

Thus, for instance, the Soviet government supported and
is supporting its heavy industry, which is working at a loss,
with the help of the banks, although, from the narrow com-
mercial point of view, it would be more expedient to support
light industry which brings in a considerable profit.

By owning the banks, the Soviet State can influence in a
certain way not only the development of State enterprises
but also private capital. It can utilise the latter to the best
advantage from the point of view of Socialist construction.
The same may be said of trade. Everybody knows the great
importance of credit at the time of a new harvest. Not only
the refusal, but even the untimely granting of credit may
work havoc in the grain buying campaign. But that is not
all. As we shall see, credit will have to play an enormous part
in the transformation of peasant agriculture into large-
scale Socialist agriculture through co-operation. The State
by drawing all the peasants’ savings into the banks, will
support the Socialist elements in agriculture, and aid there-
by in its rebuilding. In brief, no matter what branch of
Soviet economics we take, credit can everywhere play a great
rdle in strengthening the Socialist elements.

As to the rate of interest, it is quite high in the U.S.S.R.
The rate of interest is still higher on the clandestine private
exchange. The high rate of interest in the U.S.S.R. is due to
the insufficiency of capital, in which there is such a stringency
owing to the very rapid development of Socialist con-
struction.

The main credit institution of the U.S.S.R. is the State
Bank, the head of the credit system, which consists of the
following chief banks: the Industrial Bank, the Agricul-
tural Bank, the Co-operative Bank, the Central Bank of
Municipal and Housing Construction, the Foreign Trade
Bank, etc.
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As the names of the banks show, each of them has its own
sphere of activity, and serves in only one branch of Soviet
economics.

The Soviet banks engage in the same operations in which
capitalist banks engage. There is therefore no need to go into
details about that. But a few words should be said concerning
the right of issue, which is in the hands of the State Bank.
However, it will be more convenient to deal with this ques-
tion in connection with the question of paper money in the
U.S.S.R.

75
Paper Money in the U.S.S.R.

Prior to the war the monetary system of Russia was based
on gold. The banknotes issued by the State Bank were
freely exchanged for gold. With the outbreak of the war that
exchange was stopped and banknotes were issued with the
object of filling the gaps formed in the State Budget owing
to the great war expenditures. In this manner, the bank-
notes became paper money. The war exhausted the State
funds from year to year and month to month, and the State
was compelled to resort ever more frequently to the printing
machine to meet its deficits. With the growing quantities
of paper moneyin circulation, its buying capacity was falling,
which, in turn, necessitated the issue of still larger quantities
of money, as the State was able to buy constantly less for
the same amount of paper.

By the beginning of the February Revolution the amount
of paper money had risen sevenfold. The February Revolu-
tion not only failed to stop the rapid increase in the amount
of paper money but even accelerated it. The Provisional
Government, which was brought to power by the February
Revolution, issued in the course of its eight months of
existence more paper money than the Tsarist government
did in the course of two and a half years of war. The Soviet
government, which superseded the Provisional government,
was also compelled to continue this policy owing to the
enormous expenditure involved in the civil war. A continu-
ous flood of paper money ensued. To the extent that this
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flood increased, the buying capacity of paper money was
catastrophically falling. At the beginning of 1922 a pre-war
rouble was equal to 288,000 Soviet roubles. Everybody wasa
multi-millionaire or billionaire. But, on the other hand, an
article which before the war cost a few roubles, in 1922 cost
many millions. The figures used in counting money in 1922
were known before the war only in measuring the distance
between stars. This gave rise to technical inconveniences
as a result of which the Soviet Government resorted to a
new denomination of its money tokens, i.e., to their renaming,
calling every 100 roubles of the 1922 issue, 1 rouble of the
1923 issue. But this technical operation, which cased the
counting of money, did not in any way stop its further
depreciation.

This catastrophic depreciation of paper tokens had a very
bad effect on all phases of economic life. It greatly hampered
the proper valuation of goods, it interfered with the develop-
ment of industry and trade, and as an emission tax it was a
heavy burden on the shoulders of the workers and peasants,
etc. The question arose of the need to liquidate the inflation
of paper money and to carry out a money reform. The neces-
sary conditions for it had already to a certain extent arisen.
During the few years of N.E.P. which preceded the money
reform of 1924, the Soviet economic position had become
stronger. Industry and agriculture were being rapidly
restored, trade was developing, the banks were growing and
consolidating. The main cause of the abnormal emission of
paper money, the deficit in the budget, had by the time of the
reform been reduced to a level which could no longer shake
the stability of the new currency. Finally, a favourable trade
balance was recorded prior to the reform in 1923-24. Thus
there was ground for confidence that the new currency would
be more or less stable on the world market. When all these
necessary conditions were present, the reform was enacted.

Properly speaking, the money reform, which was fully en-
forced in 1924, began with the issue of stable currency by
the State Bank in the form of the chervonetz in 1922. We
have already mentioned that the State Bank has the right
of issue in the U.S.S.R. The chervonetz issued by the
State Bank in 1922 in virtue of this right, was essentially
not paper money, but a banknote. It had a 25 per cent.
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gold security and stable foreign currency behind it, while
the rest was secured on bills of exchange and commodities.
The issue of the chervonetz could not be utilised as a means
of covering the deficits of the State Budget. That deficit
was still covered as before by the emission of paper money
which was depreciating at an even more rapid rate than
before.

Although the gold exchange of the chervonetz had not been
restored, the decree with regard to its issue laid down that
in due time, when the government found it possible and
necessary, this exchange would be restored. We know that a
freeand unobstructed exchange of banknotes for gold provides
a mechanical regulator of the circulation of banknotes. As
soon as the amount of banknotes on the market exceeds the
requirements of commodity circulation, the superfluous
banknotes are returned to the banks to be exchanged for gold.
The banknotes, in this manner, are brought into the banks
and the gold is withdrawn and goes into private vaults. But
as the chervonetz is not exchanged for gold, its stability is
maintained by the Government keeping its issue within the
limits that the available gold, foreign currency, or bills of ex-
change can support. The stability of the chervonetz is main-
tained largely also by the favourable trade balance. After
the chervonetz had proved that it could hold its ground, thus
providing the stable currency so necessary for the develop-
ment of Soviet national economy, the paper rouble could be
abolished. This was actually accomplished on February 5th,
1924, when a decree was published with regard to the issue
of treasury notes.

The difference between the chervonetz and the treasury
notes lies in the following :

(1) The chervonetz is issued in 10 rouble denominations
while the treasury notes are of 1, 3, and 5 rouble denomina-
tions.

(2) The chervonetz is issued by the State Bank, and
treasury notes are issued, as the name implies, by the State
Treasury.

(3) Finally, the chervonetz is backed by gold and stable
foreign currency, etc., while the treasury notes have no
such security.

It may seem curious that the treasury notes remain stable
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under these conditions. But their stability is maintained
firstly by the fact that the State undertakes to accept them
at the rate of the chervonetz (one chervonetz being equal
to 10 treasury notes) and to exchange the chervonetz for
treasury notes. Apart from that, it issues treasury notes only
to the amount necessary for changing the chervonetz.

Side by side with the issue of treasury notes the minting
of silver and copper coins was established by decree. Silver
coins are minted in denominations of 1 rouble, 50 kopeks,
20 kopeks, 15 kopeks and 10 kopeks, and copper coins in
denominations of 5 kopeks, 3 kopeks, 2 kopeks and 1 kopek ;
there is a difference between the quality of the silver coins
of the rouble and 50 kopek denomination and the silver of
the smaller coins. :

After all these measures had been taken the issue of paper
money was stopped, and the paper in circulation was
exchanged for treasury notes at the rate of 50,000,000,000
roubles per treasury note of one rouble. The money reform
had been achieved, the Soviet paper rouble expired and the
Soviet economic system henceforth had a firm and stable
currency.

QUESTIONS FOR STUDENTS

1. Show the essence of the productive relations concealed be-
hind the concept of interest in Soviet economics.

2. What part does credit play in Socialist construction ?

3. By what method was the inflation of paper money liquidated
in the US.S.R.?

4. Banknotes are, as a rule, freely exchanged for gold. The
Soviet Chervonetz is not exchanged for gold. Wherein lies the
secret of its stability ?

5. What is the difference between the chervonetz, the treasury
note, and the metal coins now circulating in the U.S.S.R. ?
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GROUND RENT

Chapter I

GROUND RENT IN CAPITALIST SOCIETY

76
The General Significance of Ground Rent.

THE question of banknotesand paper money led us somewhat
away from the main problem of distribution of surplus value
which we are considering. We must now return to this prob-
lem.

Every capitalist who wants to start a capitalist enterprise
must have at his disposal not only machines, buildings, raw
material and labour power, but also land on which to
build.

Land as a means of production is of even greater
significance in agriculture and in the raw material
industries, especially mining, than in the manufacturing
industries.

Land in itself, if we leave out of consideration the labour
that has been put into it, is, as it were, a free gift of nature,
and it would seem that it should be easy for a capitalist to
get the necessary land just as he can get, say, air, sunshine,
etc. In reality, however, it is not so. While there is an
unlimited quantity of air, sunshine, etc., on our globe, the
area of land is limited and in most countries all land was the
property of private landowners, even before the rise of the
capitalist mode of production. Itisevident that if a capitalist
needs land, he cannot just take it but must ask the landowner
for permission to use it.

The landowner takes advantage of the fact that the land
is his property and that there is but a limited amount of it,
and exacts from the capitalist what is called rent for use of
his land. Rent is made up of two parts. Firstly, it consists
of payment for the use of the capital which was previously
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invested in the land in the form of improvement, irrigation,
drainage, buildings, etc. Secondly, rent consists of a definite
sum of money which the landowner takes not for his invest-
ment of capital in the land but for giving the capitalist the
right to use that land. It is this second part of rent which
is known in political economy as ground rent.

We will now examine this question of ground rent. In
doing so we will assume that ground rent is paid to the land-
lord by a person who is runmng a cap1tahst farm and is
exploiting wage labour. '

For the present we do not propose to deal with cases in
which the land is taken on lease from the landlord by some-
one who intends to cultivate that land by himself, or cases
in which the farmer does not lease the land, but buys it and
becomes the owner of land as well as a capitalist. After
analysing the first case in its pure form we shall return to the
other cases.

Thus, a capitalist leases land from a landowner and starts
a capitalist farm on it. In our discussion we shall consider
chiefly farms, as land and ground rent are of the greatest
importance to them. In what circumstances will a capitalist
agree to pay ground rent to the landowner ? Obviously, only
if his farm yields him, after paying the rent, at least an
average rate of profit. If he could not get this average rate
of profit, he would not hesitate to withdraw his capital
from agriculture and invest it in some industry which
would guarantee him an average rate of profit. As a result
of such an exodus of capital from agriculture to industry,
agricultural products would become dearer, rising to such a
level as would guarantee an average rate of profit to the
capitalist. Thus, under normal conditions of capitalist enter-
prise, ground rent can be conceived only as a surplus profit
over and above the average rate of profit, a form of differen-
tial profit.

How is this surplus made, and where does it come from?
We will now examine this question.
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77
Differential Rent.

In the course of the present study we have already met
with cases in which one capitalist or another received an
extra profit over and above the average level. This happened
in cases where the technique used in one enterprise was above
the average and the cost of production below the average.
The difference between the lower individual value of a com-
modity produced in the given enterprise and the price of
production, which is determined by the average cost of pro-
duction, constituted in those cases the surplus, or what is
called differential profit.

Is is not from the same source that ground rent is derived ?

We know that the quality of land is not all alike, that
there is more fertile dnd less fertile soil, that there is land
rich in coal, oil, or gold, and that there are, on the other hand,
vast stretches of land covered with sand on which nothing
can grow and through which one may travel for tens and
hundreds of miles and not find a single plant. Naturally,
labour invested in fertile soil will, under equal conditions,
always give better results than the labour invested in desert
land.

Let us take three kinds of land of various fertility. Assume

- that an equal investment of capital of 10 pounds or 200
shillings in each unit will yield on:

A. 200 quarters of grain
B' 150 t24 1 ”
C. 00 ,, ., .

Assuming further that the average rate of profit equals
20 per cent., what will be the individual price of production of
1 quarter of grain on everyone of these units of land ? The
price of production is determined, as we know, by the cost of
production plus the average rate of profit. We know the
amount of grain that each unit of land yields, the amount of
capital invested, and the average rate of profit. In order to
find the individual price of production of a quarter of grain on
each piece of land, it will be necessary to divide the price of
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production of the grain of each of the units by the total
number of quarters. This will give the following picture :

Individual
Quantity of | Cost of Average | price of Individual
Unit. grain total rate of |production price of
produced. (production.| profit. of total production
quantity per quarter
of Grain. | (approximately)
A 200 qrtrs 200s. 40s. 240S.  [240-200s. = 18. 3d.
B 150 ,, 2008. 40s. 2405. |240-1508. = 1s. 8d.
C 100 ,, 200 8. 408. 240S. [240-1008. = 23. 6d.
ToraL 450qrtrs. 600 5. 120 S. 720 s.

Thus the individual price of production per quarter of
grain on the first unit will be 1s. 3d., on the second unit
1s. 8d., and on the third unit 2s. 6d. But how is the general
price of production per quarter determined ? We know that
in industry the average price of production is determined
by the average cost of production. Suppose for a moment
that the average price of production in agriculture is deter-
mined as in industry by the average cost of production.
What will be the result? It is obvious that the average
price of production will be equal to the total of the indi-
vidual prices of production of all units divided by the total

number of quarters from all units, i.e., foiequals 1s. 8d.

This average price of production corresponds with the
individual price of production on the second unit, which is
also 1s. 8d. per quarter. Thus the tenant of the first unit
who sells his grain for 1s. 8d. per quarter receives an extra
profit of 5d. per quarter, while the tenant of the second
unit 11s to be content with an average rate of profit.
What will be the behaviour of the tenant on the third unit
in this case? If we were dealing not with agriculture but
with industry, there will be no difficulty in answering this
question. In industry, as we have seen, differences in profit
are possible, and one capitalist may receive a differential
profit if the technique and the productivity of labour in his
enterprise is higher than the average technique and the
average productivity of labour. But under free competition
such differential profit will be temporary because other
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capitalists will introduce the same technical improvements
and thereby reduce the socially necessary time for the
production of the given commodity. For capitalists possess-
ing a technique which is lower than the average there will
be only one way out, and that is to raise the level of their
technique, lest they perish in an unequal battle. Can the
tenant of the third unit of land in our example do the same
as a capitalist would do if his technique were lower than the
average? No, he cannot. This road is absolutely closed to
him. Let us see where the tenant of the first unit received
an extra profit and why the tenant of the third unit had a
lower profit. The difference in the amount of their profit
is not a result of a difference in technique but of a difference
in the fertility of the soil. Fertility is the natural pro-
perty of certain land. Capital invested in fertile soil will, if
other conditions remain equal, always give a better result
than capital invested in poor soil. Hence, if the price of
agricultural products were determined by the average cost
of production, the tenant of the third unit would for ever
be doomed to receive a profit lower than the average, and
there would be very few capitalists willing to invest their
capital in land which was known to give a profit below
the average. The third unit would under such conditions
have to lie fallow. That would actually happen if the
market demand for grain could be covered by the grain pro-
duced on the first two units. But what happens if the
demand for grain increases so much that the first two units
are unable to meet it? It is evident that the price of grain
will rise. How much? Up to 2s. 6d.,, i.e., to the price of
production of the third, or worst area.

It then becomes profitable to cultivate the third unit,
because if the price of grain has risen to 2s. 6d. per quarter,
the tenant of the third unit is able to cover his cost of pro-
duction (2s.) and receive an average rate of profit, i.e. 5d.

From this it is clear that the price of production of agricul-
tural products cannot be determined by the average cost of
production as is the case in industry. That would be possible
if, as we have said, the advantages of more fertile areas were
just as temporary and as easy to eliminate as technical
improvements in industry, or if the area of fertile soil could
be increased at will, as happens in industry when the demand
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is greater than the supply. But inasmuch as the natural pro-
perties of land are not temporary, but constant and cannot
be eliminated by the interference of man, and inasmuch as
the amount of good land is limited and cannot be increased at
will, the price of production of agricultural products is
determined not by the average cost of production but by
the cost of production of the worst areas under cultiva-
tion.

‘“ The limited amount of land,” says Lenin, ‘‘ gives rise to
a form of monopoly, which means that in view of the fact that
the whole of the land is occupied by farmers, and in view of
the fact that there is a demand for the whole of the grain pro-
duced on this land, including the worst areas and the areas
situated the furthest away from the market, it is clear that
the price of grain is determined by the price of production on
the worst areas (or the price of production of the least pro-
ductive investment of capital).” (Lenin, vol. ix, pp. 59-60,
Russian edition.)

Thus we reach the conclusion that the price of production
of agricultural products is determined by the conditions of
production not of the average, nor of the best, but of the
worst soil under cultivation. Hence the individual price of
production of agricultural products produced on the best
soil is considerably lower than the price at which they are
sold on the market, which is determined by the conditions of
production on the worst areas. As a result, the better areas
will yield a certain surplus as compared with the worst areas,
amounting to the difference between their individual price
of production and the price of product