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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 t(l;xe 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.

I. 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?

To 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 out of the production and the distribution of the produce
of social labour, and which usually bear the name of produc-
tive 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-



2 INTRODUCTION

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 no exchange relations what-
ever with other economies. Here we have a pecular type
of productive relations. They consist, let us assume, in a 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 rulirg 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 Economy. 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 ? Itis, 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
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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
econormies. ’

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 not 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 I 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 ? It is obvious,
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

1If 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.



16 AN OUTLINE OF POLITICAL ECONOMY

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 exhaus-
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 :

s. d.

For cloth . 16 o
Lining, buttons, thread and other matenals 2 0
Wear of the machine I o
Fuel and light expenses I o
For tailor’s own labour 6 o
Total .. . .. .. .. 26 0o

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.



20 AN OUTLINE OF POLITICAL ECONOMY

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-
point ?

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. If 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; (or{of 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



24 AN OUTLINE OF POLITICAL ECONOMY

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 various crafts, 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
itsl 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
lzglaour 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
;va?luld be disturbed, and finally the price of stockings would

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 110 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

30 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 .. .. 800 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 hoursand
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
iqual to 5,800/1,800 hours, or about four and one-third

ours.

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.

In asimple 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
imgprovements 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 bhad 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
Simple 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. It is
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 1s 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.?

! 1. Rubin, Outlines of the Marxian Theory, 2nd ed., p. 120.
Also L. Liubimov, A4 Course of Political Economy, vol. i, PP. 72-78,
of the first edition. (In Russian.)

¢ Taken from National Economy in Sketches and Pictuves, 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 -

S . bW

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).
10.
II1.
B. 12.

13.

Glass and china (glass, tubes, utensils).

Woodworking (furniture).

Agricultural (cotton).

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?

TaBLE I?

Prices for Russian 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 ...[122+0l1230l125 0|125 0|123 21230, — [r11°4|x11-6104 9x03-0f104°S
Novo-Nikol. ... 99-0. 94°7| 89-2| 920l 92-3) 87-0] 77-6 75-8{ 71-0| 63-3) 63 3| 62-8

1The materials for Tables I and II are taken from the Digest of
Commeodity 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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TaBLE II
Prices for Cherkass slaughtered meat in Petersburg, 1913.

Jan.| Feb.| Mar. [April | May | June| July | Aug. [ Sept.| Oct. | Nov. | Dec.
In roubles, per pood...|7:10 (674 | 714 |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 role 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) 1:00 | 0-30 | 0:27 | 0-28 | 0-20
Other expenses (mamly labour power)
and profit .. 6:-75 | 0°30 | 0:18 | 0-14 | O°10

Price for 11b. yarn . .. | 775 ] 060 | 0°45 | 0°42 | 0:30

TaBLE IV
The Productivity of Labour tn the Textile Mills of Britain from
1819 t0 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 . - ... 5,520 pounds

1 Materials 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 1890 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 55 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 examp®s 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
;1el<1:e>ssarily follow that after this discovery the price of gold must
all ?

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. (%an 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
soctally-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 soctal 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 commodity, 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.

I0

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
accidental 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. 1lb. rye=41b. potatoes.
2. 11b. rye=1 pint paraffin.
3. 11b. rye=r1 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
rye is 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.
1 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
rye 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 1b. rye,

5 1b. potatoes,

4 pints paraffin,

I 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.

II
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



THE FORM OF VALUE AND MONEY 49

the name of money form of exchange.! As is well known at
the present day, the basic money commeodity 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 role 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 ”’ (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 rdle
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

1Tt is of course a question of the reduction of socially-necessary
and not of individual labour,
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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 values 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 $th of its pre-
war value.—Ed. note,



THE FORM OF VALUE AND MONEY 85

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, Cx; and the commodity which he needed
(the boat), C2. The traveller endeavoured to effect the
following exchange :

Cr - Cz2

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

C1 (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) — Cz (paraffin)

Here money serves as an intermediary between two com-
modities. In this example money again demonstrates
its ‘‘ uniting "’ role ; 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 rdle 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.

C2 (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 with it. 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 .. .. .. .. .. .. £1
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.

14
Other Functions of Money.

But does money always come within the sphere of circu-
lation ? Isit condemned totheréleof “ 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 Cx — M — C2 has been broken off
in the middle; it has been hung up at the stage C1 - 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 :

(r) Cz (the peasant takes cotton print on credit in the
summer).

(2) Cx — 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) Cr - M.
(2) 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 Cx — 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 1II

A. Commodsty fetishism.

The student is recommended to read (a) 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

I. 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 in 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 I

SURPLUS VALUE IN CAPITALIST ECONOMY

15
The Impossibility of obtarning 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 willbe: M- C-M+m.

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.”’?

1 Capital, 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 energy 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 the
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



72 AN OUTLINE OF POLITICAL ECONOMY

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
T he 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 for a 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.
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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 Karli 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 réle
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 IO
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 or 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.”’t

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

1Capital, vol. 1, p. 232, 1926 ed.



#8 AN OUTLINE OF POLITICAL ECONOMY

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 ¢, variable capital by the letter v, and
surplus value by sv, we can write :

¢ =£500+£100=£600

v =£200

sv =£100

As we already know, the rate of exploitation is equal to—‘sf

’

. 100 . . .
the present instance 200’ or expressing this relation in per-

o
1—0—9—;%)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

5

The rate of surplus value is equal to = 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

1Capilal, 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
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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.
B c
N N T A N A N
Al
NN
v s

5

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

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

of the worker’s surplus time beyond the limit ¢, 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 N O O N
T T T T
v s

It is obvious that ~5—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 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 ¢
I R
A | : ‘ ¢
I
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 hours. 7% hours.
N | I+
f ot
v S

7: 55 or 3009%,.

The rate of surplus value -——w111 be equal to—£=-

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
place.

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. In order 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

10. 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
Labowy 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 commodities.
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 ?

9. 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. Gonstant and Variable Capital. Passage from Capital, 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 Capifal, vol. i, ch. 7,
PP.- 239-72, beginning: ‘“ We have seen . ..’ down to
“ by the capitalist.”

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



Chapter II

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, ie. 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

1 Lenin, 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 SurpZus Value 1n the State Industry of the
U.S.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
aevelopment 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.



98 AN OUTLINE OF POLITICAL ECONOMY

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

1 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 1I

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
so on?

4. According to Pazhitnov, the wage of a railwayman in 1911
was, for European Russia, £39 10s. per annum; for Austria,
£61 10s. ; 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
knbwn : (1) time and (2) prece-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. It is 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 sliding-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



112 AN OUTLINE OF POLITICAL ECONOMY

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 certain
extent the extent of the worker's share 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 (o7 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 11
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 2oth February, 1926, the real wage of European
workers in comparison with the pre-war level was at the
end of 1925 as follows: Britain, g9 per cent.; France, 92
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. Q00-1,000 lira.
Earnings : 200-300 ,, 200-700 ,, .2

1 Bukharin, Capitalist Stabilisation and the Proletayian Revolution,

PP. 99-10I. g e e
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 I

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 I9I5 prices
were 130, while in 1916 they were 203.1

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

2. Why was it particularly important to distinguish the real

Rl Figures taken from Strumilin’s article in the 3rd ed. of Os New
oads.

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 rs. 15 kops. 2 1s. 70 kops.
Locksmith ... — 1r. 95kops. 2 1. 70 kops.
Carpenter ... 1r. 52kops. 1r. 87 kops. 3 1s. 50 kops.
Bricklayer ... 1r. 19kops. 1r. 36 kop