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Introduction

by George Novack
The change in the social and political atmosphere of America 

in the last decade has intensified interest in Marxist ideas both 
among the general public and in university circles. For a long 
time, and especially during the reactionary cold-war era, it was 
an axiom of conventional wisdom that Marxism had become 
outdated. Some conceded that its teachings might retain value 
and validity for the colonial world but lacked any useful ap­
plication to America today.

The main propositions of Marx, the argument went, essential­
ly reflected the conditions of an immature stage of capitalist de­
velopment belonging to the nineteenth century in the West. They 
no longer fitted the realities of such advanced capitalisms as 
the United States.

This opinion was voiced not only by conservative scholars 
and liberal commentators but by mentors of the New Left like 
C. Wright Mills who highly esteemed M arx's contributions to 
social thought and recommended them to students. Nevertheless, 
after reviewing the principal postulates of Marxism in his book 
The Marxists, the Columbia professor delivered the following 
verdict: "The political, psychological and economic expectations 
clearly derivable from his (Marx's) work seem increasingly un­
real, his model as a whole increasingly inadequate. His theories 
bear the stamp of Victorian capitalism. . . ."

The contention that M arx 's theories are irrelevant to our press­
ing national problems has become less and less fashionable and 
tenable as so m any young people have begun to question the 
foundations and future of American capitalism. The teachings 
of Marxism seem cogent to them, not only because they have 
been adopted as a guide by the m ajority of progressive hum an­
ity and form an integral and indispensable element of contem­
porary thought and culture, but because they serve to explain 
the course taken by America's ruling class abroad  and at home 
more profoundly and convincingly than any alternative system 
of ideas.

The author of this pamphlet has done much to promote this 
continuing shift of attitude toward Marxism. Ernest Mandel, ed­
itor-in-chief of the Belgian weekly La Gauche, is probably the 
most influential exponent of the political economy of scientific 
socialism in the Western world today.
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He has taken a lead in the m odernization of the Marxist her­
itage through his masterful two-volume work entitled Marxist 
Economic Theory. There he analyzes both neocapitalism and 
the postcapitalist societies in transition to socialism in a Marxist 
m anner through the use of contem porary data and a critical 
exam ination of rival schools in this field.

This work has gone through several editions in France since 
it was first published there in 1962. It has been translated into 
many other languages, from English to Arabic.

Mandel has in addition contributed m any articles on a broad 
range of subjects to periodicals throughout the world and has 
spoken at leading universities in the United States and Canada, 
although he has since been banned from the U. S., Germany, 
France, Switzerland, and Australia for his socialist views. This 
has brought widespread protest from scholars all over the world.

These are  the resources which Ernest Mandel has drawn on in 
this pamphlet, which was originally presented as a course dur­
ing an educational weekend organized by the Paris Federation 
of the United Socialist Party in 1963. It has since been tran s­
lated into several languages and extensively used in classes on 
the subject.

This is one of the most concise expositions of the elementary 
principles of M arxist political economy available. In the first 
section Mandel elucidates the basic categories of M arx's eco­
nomic doctrines from the emergence of the social surplus-product 
to the labor theory of value. In the second he explains the laws 
of m otion of the capitalist system and its inherent contradic­
tions. In the final part he applies these concepts to the princi­
pal phenomena of the development of neocapitalism over the 
past forty years.

While Mandel, as a Trotskyist, adheres to classical Marxism, 
he does not rely on quotations or paraphrases from the stan­
dard  M arxist works. His fresh and readable approach avoids 
the dullness often found in other treatments of these difficult 
topics.

The present edition includes new m aterial in the form of an 
answer by Mandel to a criticism of his treatment of "socially 
necessary labor." Students who are  looking for a clear and com­
pact explanation of the dynamics of the capitalist system in our 
time will find it in these pages. For a more comprehensive and 
detailed exposition they should go on to read the two volumes 
of M arxist Economic Theory.

^ ----  April 18, 1973
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Author’s Note to the Second Edition: 
On Socially Necessary Labor

Three Swedish authors claim that the double determination of 
socially necessary labor set forth in this work is the result of a 
confusion on the part of the author. According to them, of the 
two factors that determine socially necessary labor: (a )  the 
average productivity of labor in a sector of production and (b) 
the effective social demand to be satisfied by the given commodity 
— only the first is valid. The second determines only the difference 
between the price and the value of commodities [Peter Dencik, 
Lars Herlitz, B-A Lundvall: M arxismens politiske ekonomi -e n  
introduktion, Zenitserien 6, 1969, p. 25].

These critics are mistaken. In Capital (vol. 3, chap. 10) Marx 
explains how the two determinations of the "amount of socially 
necessary labor" should be combined. The necessity of the combi­
nation arises from the fact that value is a social category. The 
term "amount of socially necessary labor" poses a question: so­
cially necessary to do what? Clearly to satisfy an effective de­
mand. Without relating it to a need to be satisfied, the notion 
of "average productivity of a sector of industry," and even of 
"existing productive capacity" is meaningless in a system based 
on the generalized production of commodities where the entrepre­
neurs cannot realize surplus value and accumulate capital unless 
they sell the commodities produced.

In this light, "average productivity" is neither a purely technical 
"fact," nor a mathematical average of the productive capacity of 
all the plants in a given branch of industry divided by the total 
number of producers employed. Rather, it fluctuates according 
to the relationship between productive capacity and sales. If two- 
thirds of the coal mines in a country are experiencing difficulty 
in selling their coal, work at only 50 percent of capacity, or 
even cease production, the "average productivity" of the coal 
industry will be very different from what it is when all the mines 
are working at full capacity, even if, in the meantime, no technical 
innovation is introduced into the industry.
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M arx distinguishes three cases: (1) the case in which the value 
of a commodity Is determined by plants working at the technologi­
cal average productivity of the sector of industry (structural 
equilibrium of supply and demand); (2) the case in which the 
value of the commodity is determined by plants w orking at a 
level of productivity above the average for the sector of industry 
(supply structurally exceeds demand); (3) the case in which the 
value of the commodity is determined by plants working at a 
level of productivity below the average for the sector of industry 
(dem and structurally exceeds supply) [Capital (International Pub­
lishers, 1967), vol. 3, pp. 182-188]. In the first and third cases, 
the plants w orking under better conditions of productivity will 
realize surplus profit.

This is why M arx m akes a distinction between "individual value" 
of commodities and "market value." In order not to complicate 
excessively the exposition contained in this pamphlet, which is 
only an introduction to M arxist economic theory, the author 
chose not to use the term "market value," while attempting, at the 
same time, to reproduce M arx 's line of reasoning as clearly as 
possible.

The simple, abstract, total mass of living hum an labor ex­
pended at average Intensity in the course of production deter­
mines the total m ass of value newly created in society. This m ass 
is predetermined in the process of production. It cannot be in­
creased nor reduced by what happens on the market in the p ro­
cess of commodity circulation. But this rule holds only for society 
In its entirety. It is not valid  for each sector of production, nor, 
a fortiori, for each plant. The m arket value m ay diverge from the 
"individual value," or the m ass of abstract labor effectively con­
tained in each commodity (redistribution of the mass of value 
and surplus value within a sector). The prices of production may 
diverge from this m arket value (redistribution of value and 
surplus value am ong several sectors).

Social needs play an im portant role in the mechanisms of re­
distribution of value and surplus-value. One of the essential func­
tions of the "law of value" consists precisely of reestablishing over 
a period of time an equilibrium between the distribution of the 
m aterial resources of society am ong different branches of produc­
tion and the m anner in which it divides its effective demand in 
order to satisfy its various needs (i.e., m anner in which it m ea­
sures and quantifies its needs under the antagonistic conditions 
of distribution characteristic of capitalist society), an equilibrium 
that generalized commodity production can never realize a priori 
nor directly.



I. The Theory of Value 
and Surplus-Value

In the last ana lysis, every step fo rw ard  in the h istory  of 
civilization h as  been b ro u g h t abou t by an  increase in the p ro ­
ductivity of lab o r. As long  as a given group  of men barely  
produced enough to keep itself alive, as long  as there was 
no su rp lus over and  above this necessary product, it was 
im possible for a d ivision of lab o r to take place and  for a r ­
tisans, artists o r scho lars to m ake their appearance. Under 
these conditions, the technical prerequisites for such speciali­
zation could not possib ly  be attained.

Social Surplus Product
As long as the p roductiv ity  of lab o r rem ains at a level 

where one m an  can only produce enough for his own sub­
sistence, social d ivision does not take place an d  any  social 
differentiation within society is im possible. U nder these con­
ditions, all men are  producers an d  they are  all on the sam e 
economic level.

Every increase in the productiv ity  of lab o r  beyond this low 
point m akes a sm all su rp lus possible, an d  once there is a 
surp lus of products, once m an 's  two h an d s can  produce m ore 
than is needed for his own subsistence, then the conditions 
have been set for a struggle over how this su rp lus will be 
shared.

From  this point on, the total ou tput of a social group  no 
longer consists solely of lab o r necessary for the subsistence 
of the p roducers. Some of this lab o r output m ay  now be used 
to release a section of society from h av in g  to w ork for its 
own subsistence.

W henever this situation  arises, a section of society can be­
come a ru ling  class, whose ou tstan d in g  characteristic is its 
em ancipation  from  the need of w orking  for its own subsistence.

Thereafter, the lab o r of the producers can  be divided into 
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two p arts . A p a rt  of this la b o r  continues to be used for the 
subsistence of the p roducers them selves an d  we call this p a rt 
necessary labor; the o ther p a rt is used to m ain tain  the ru ling  
c lass an d  we give it the nam e su rp lus labor.

Let us illu stra te  this by  the very  c lear exam ple of p lan ta ­
tion s lavery , as it existed in certa in  reg ions an d  periods of 
the R om an E m pire, o r  as we find it in the West Indies and  
the islan d s  of Portugese Africa s ta rtin g  with the seventeenth 
century, on  the g rea t p lan ta tio n s  which were estab lished  there. 
In these trop ical a reas , even the slav e 's  food w as generally  
not p ro v id ed  b y  the m aste r; the s lave h a d  to produce this 
him self b y  w o rk in g  a  tiny plo t of g ro u n d  on  S undays and  
the p ro d u cts  from  this la b o r  constituted his store of food. 
On six d ay s  of the week the s lave w orked  on  the p lan ta tio n  
an d  received in re tu rn  none of the p roducts of his lab o r. This 
is the la b o r  which creates a  social su rp lus  product, su rrendered  
b y  the s lav e  as  soon  as  it is p roduced  an d  belong ing  solely 
to the slavem aster.

The w ork  week, which in this case is seven days, can  be 
d iv ided  in to  two p a rts : the w ork  of one day , Sunday , con­
stitutes necessary  lab o r, th at la b o r  which p rov ides the products 
for the subsistence of the s lave  a n d  his fam ily; the w ork  of 
the o ther six d a y s  is su rp lu s  la b o r  an d  all of its products 
g o  to the m aster, a re  used for his sustenance an d  his enrich­
m ent as  well.

The g rea t d o m ain s  of the e a rly  M iddle Ages furnish us with 
a n o th e r illu stra tio n . The lan d  of these d o m ain s  w as divided 
into three p a rts : the com m unal lan d s  consisting  of forest, 
m eadow s, sw am ps, etc.; the lan d  w orked by  the serf for his 
own an d  his fam ily 's  subsistence; an d  finally, the lan d  w orked 
by  the serf in o rd e r  to m ain ta in  the feudal lord. The w ork 
week d u rin g  this period  w as u su a lly  six d ay s , no t seven. It 
w as div ided  into two eq u al p arts : the serf w orked  three days 
on the lan d  from  which the yield belonged to him ; the other 
three d ay s  he w orked  on  the feudal lo rd 's  land , w ithout re­
m u n era tio n , su p p ly in g  free la b o r  to the ru ling  class.

The p ro d u cts  of each of these two very  different types of 
la b o r  can  be defined in different term s. When the p roducer 
is p e rfo rm in g  necessary  lab o r, he is p ro d u cin g  a necessary  
product. When he is p erfo rm ing  su rp lus  lab o r, he is p roduc­
ing  a  socia l su rp lu s  product.



Thus, social surp lus product is that p a rt of social produc­
tion which is produced by the lab o rin g  class but ap p ro p ri­
ated by the ru ling  class, regard less of the form  the social 
surplus p roduct m ay  assum e, whether this be one of n a tu ra l 
products, o r com m odities to be sold, o r  money.

Surplus-value  is sim ply the m onetary  form  of the social 
surplus product. When the ru ling  class ap p ro p ria tes  the p a rt 
of society's p roduction  prev iously  defined as "surplus product" 
exclusively in the m onetary  form , then we use the term "sur­
plus-value" instead of "surplus product."

As we shall see later on, however, the above only con­
stitutes a p relim in ary  a p p ro ach  to the definition of surplus- 
value.

How does social su rp lus  p roduct come into existence? It 
arises as a consequence of a g ratu ito u s  a p p ro p ria tio n , that 
is, an ap p ro p ria tio n  w ithout com pensation , by  a ru ling  class 
of a p a rt of the p roduction  of a p roducing  class. When the 
slave w orked six day s  a week on  a p lan ta tio n  an d  the total 
product of his lab o r  w as taken  by  the m aster w ithout any  
com pensation to the slave, the orig in  of the social surp lus 
product here is in the g ratu ito u s  lab o r, the uncom pensated 
labor, supplied by  the slave to the m aster. When the serf 
worked three d ay s  a week on  the lo rd 's  land , the o rig in  of 
this income, of this social su rp lus  product, is a lso to be found 
in the uncom pensated  lab o r, the g ratu ito u s  lab o r, furnished 
by the serf.

We will see further on  that the orig in  of capita list surplus- 
value, that is to say , the revenue of the bourgeo is class in 
capitalist society, is exactly  the same: it is uncom pensated 
labor, g ra tu ito u s  lab o r, which the p ro le tarian , the wage w ork­
er, gives the capita list without receiving an y  value in exchange.

Commodities, Use-Value 
and Exchange-Value

We have now developed several basic  definitions which will 
be used th ro u g h o u t this exposition . A num ber of others m ust 
be added  at this point.

Every p ro d u ct of h u m an  lab o r no rm a lly  possesses utility; 
it m ust be ab le  to satisfy  a h u m an  need. We m ay  therefore 
say  that every p roduct of h u m an  lab o r  h as  a use-value. The



term  "use-value" will, how ever, be used in two different senses. 
We will sp eak  o f the use-value of a com m odity; we will also 
talk  a b o u t use-values, as  when we refer, for exam ple, to a 
society in which on ly  use-values a re  produced, that is to say, 
where p ro d u cts  a re  created  for direct consum ption  either by 
the p ro d u ce rs  them selves o r  by  ru ling  classes which a p p ro p r i­
ate them.

T ogether with this use-value, a  p roduct of h u m an  lab o r  can 
a lso  h av e  a n o th e r value, an  exchange-value. It m ay  be p ro ­
duced for exchange  on  the m ark e t place, for the purpose of 
being  so ld , ra th e r th an  for direct consum ption  by  the p ro ­
ducers o r  by  w ealthy  classes. A m ass  of p roducts which h as  
been created  for the p u rp o se  of being sold can  no longer be 
considered  as  the p ro d u ctio n  of sim ple use-values; it is now a 
p ro d u ctio n  of com m odities.

The com m odity , therefore, is a  p roduct created to be ex­
ch an g ed  on  the m arke t, as  opposed  to one which h as  been 
m ad e  for direct consum ption . E v e ry  c o m m o d ity  m u s t have  
both  a  use-value a n d  an  exchange-value.

It m ust h av e  a use-value o r else n o b o d y  w ould buy  it, since 
a p u rch a se r w ould  be concerned with its ultim ate consum ption, 
with sa tisfy ing  som e w an t of his by  this pu rchase. A com ­
m o d ity  w ithout a  use-value to an y o n e  w ould consequently  be 
un sa leab le , w ould  constitute useless production , would have 
no  exchange-va lue  precisely because it h a d  no use-value.

On the o ther h an d , every  p ro d u ct which h a s  use-value does 
not n ecessarily  h av e  exchange-value. It h as  an  exchange- 
v a lu e  o n ly  to the extent th a t the society itself, in which the 
com m odity  is produced , is founded on  exchange, is a  society 
where exchange  is com m on practice.

Are there societies where p ro d u cts  do not h ave  exchange- 
va lue?  The b asis  for exchange-value, an d  a fo rtio r i  for trade 
a n d  the m ark e t place, is constituted by  a given degree of 
developm ent of the d iv ision  o f lab o r. In o rd er for products 
not to be directly  consum ed by  their producers, it is essential 
th a t ev e ry b o d y  sh o u ld  not be en g ag ed  in tu rn in g  out the sam e 
th ing . If a  p a rticu la r  com m unity  h a s  no div ision  of labor, 
o r  on ly  its m ost ru d im en ta ry  form , then it is c lear that no 
reaso n  for exchange  exists. N o rm ally , a wheat farm er has 
no th in g  to exchange with a n o th e r w heat farm er. But as soon 
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as a division of lab o r  exists, as soon as there is contact be­
tween social g ro u p s producing  different use-values, then ex­
change can  come about, a t first on  an  occasional basis, sub­
sequently on a m ore perm anen t one. In this w ay, little by  
little, products which are  m ade to be exchanged, com m odi­
ties, m ake their ap p earan ce  alongside those products which 
are sim ply m ade for the direct consum ption  of their producers.

In capitalist society, com m odity  production , the production 
of exchange-values, h as  reached its greatest development. It 
is the first society in h u m an  h isto ry  where the m ajo r p a rt  of 
production consists of com m odities. It is not true, however, 
that all p roduction  u nder capitalism  is com m odity p roduc­
tion. Two classes of p roducts still rem ain  sim ple use-value.

The first g ro u p  consists of all th ings produced  by  the peas­
an try  for its own consum ption , every th ing  directly consum ed 
on the farm s where it is produced. Such p roduction  for self­
consum ption by  the farm er exists even in advanced  capitalist 
countries like the United States, a lthough  it constitutes only  
a sm all p a rt  of to ta l ag ricu ltu ra l production . In  general, the 
more b ack w ard  the ag ricu ltu re  of a  country, the greater is 
the fraction o f ag ricu ltu ral p roduction  go ing  for self-consum p­
tion. This factor m akes it extrem ely difficult to calculate the 
exact n a tio n a l incom e of such countries.

The second g ro u p  of p roducts in capita list society which 
are not com m odities but rem ain  sim ple use-value consists of 
all th ings p roduced  in the hom e. Despite the fact that consid­
erable h u m an  la b o r  goes into this type of h ousehold  produc­
tion, it still rem ains a  p roduction  of use-values an d  not of 
comm odities. E very  time a  soup  is m ade o r a  button  sewn 
on a garm en t, it constitutes production , but it is not produc­
tion for the m arket.

The ap p earan ce  of com m odity  production  an d  its subsequent 
regu larization  an d  generalization  h ave  rad ica lly  transfo rm ed  
the w ay m en lab o r  an d  how they organ ize  society.

The Marxist Theory of Alienation
You h ave  no  d oub t a lre a d y  h e a rd  ab o u t the M arxist theory  

of a lienation. The emergence, reg u lariza tio n  an d  generaliza­
tion of com m odity  p roduction  a re  directly related to the ex- 
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p an d in g  ch a rac te r  of this phenom enon  of alienation .
We can n o t dwell on  this aspect of the question  here but it 

is ex trem ely  im p o rtan t to call atten tion  to it, since the h isto ry  
of trad e  covers fa r  m ore th an  the cap ita list e ra . It a lso in­
cludes sm all-scale  com m odity  p roduction , which we will dis­
cuss later. ^TheS^ is a lso  a  <{><^st-capitalist society based  on 
com m odities, a  / tra n sitio n a l s&ciety between capita lism  and 
socialism , such (a s  p resen t-day  ►Soviet society, for the latter 
still rests in  v ery  la rg e  m easure  on  the foundations of ex­
ch an g e-v a lu e  production . Once we h ave  g rasp e d  certain  fun­
dam en ta l charac te ristics of a  society based  on  com m odities, 
we can  read ily  see w hy it is im possible to su rm o u n t certain 
ph en o m en a  of a liena tion  in the tran sitio n a l period  between 
cap ita lism  a n d  socia lism , as  in Soviet society, for exam ple.

O bv iously  this p henom enon  of a liena tion  does not exist — 
a t least in the sam e form  — in a  society w here com m odity  
p ro d u ctio n  is u n k n o w n  an d  where the life of the ind iv idua l 
a n d  his socia l activ ity  a re  united in  the m ost e lem entary 
way. M an w orks, bu t g enera lly  not by  himself; m ost often he 
is p a r t  of a  collective g ro u p  h a v in g  a  m ore o r  less o rgan ic  
structure . H is la b o r  is a  direct tran sfo rm atio n  of m ateria l 
things. All o f this m eans th at la b o r  activity, the act of p ro ­
duction , the act of consum ption , a n d  the rela tions between the 
in d iv id u a l a n d  his society a re  ru led  by  a  condition  of equi­
lib rium  which h a s  rela tive s tab ility  an d  perm anence.

We sh o u ld  not, of course, em bellish the picture of prim itive 
society, w hich w as subject to p ressu res an d  periodic ca ta s­
trophes because of its extrem e poverty . Its equilibrium  was 
co n stan tly  en d an g ered  by  scarcity , hunger, n a tu ra l d isasters, 
etc. But in the p eriods between ca tas tro p h es , especially  after 
ag ricu ltu re  h a d  a tta in ed  a  certa in  degree of developm ent and  
when clim atic conditions were fav o rab le , this k ind  of society 
endow ed all h u m an  activities with a larg e  degree of unity, 
h a rm o n y  an d  stab ility .

Such d isa s tro u s  consequences of the div ision  of lab o r as 
the e lim ina tion  of all aesthetic activity, artistic  in sp iration  
an d  creative  activ ity  from  the act of production  an d  the sub­
stitu tion  of p u rely  m echanical an d  repetitive tasks were non­
existent in prim itive society. On the co n tra ry , m ost of the 
arts , m usic, sculpture, pain tin g , the dance, were o rig in a lly  
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linked to production , to lab o r. The desire to give an  a ttrac­
tive and  appealing  form  to products which were to be used 
either by the indiv idual, his fam ily, o r la rg e r kinship  groups, 
found a norm al, harm o n io u s an d  o rg an ic  expression within 
the fram ew ork of the d a y 's  work.

L abor was not looked upon  as an  obligation  im posed from 
without, first of all because it w as far less intense, far less 
exhausting than  under capita lism  today . It conform ed m ore 
closely to the rhythm s of the h u m an  o rgan ism  as well as to 
the rhythm s of nature. The num ber of w orking  day s  per year 
rarely  exceeded 150 to 200, w hereas under capitalism  the 
figure is d an g e ro u sly  close to 300 an d  sometim es even greater. 
Furtherm ore, there w as a unity  between the producer, his 
product and  its consum ption, since he generally  produced for 
his own use o r  for those close to him, so that his work pos­
sessed a directly functional aspect. M odern alienation  o rig i­
nates basica lly  in the cleavage, between. the_pxoducer an d  his 
product, resulting both  from  the d ivision of lab o r and  com ­
m odity production . In o ther w ords, it is the consequence of 
w orking for the m arket, for unknow n consum ers, instead of 
for consum ption by  the producer himself.

The o ther side of the picture is that a society which only 
produces use-values, that is, goods which will be consum ed 
directly by their p roducers, h as  a lw ays in the past been an 
im poverished society. N ot o n ly  was it subject to the h azard s  
of nature  but it a lso  h ad  to set very  n a rro w  limits to m an 's  
wants, since these h a d  to conform  exactly  to its degree of 
poverty an d  lim ited varie ty  of products. N ot all h um an  wants 
are innate to m an . There is a constant interaction between 
production an d  w ants, between the developm ent of the p ro ­
ductive forces an d  the rise of new wants. Only in a society 
where lab o r p roductiv ity  will be developed to its highest point, 
where an  infinite v arie ty  of p roducts will be availab le , will it 
be possible for m an  to experience a continuous expansion  
of his w ants, a developm ent of his own unlim ited potential, 
an in tegrated  developm ent of his hum anity .

The Law of Value
One of the consequences of the ap p earan ce  an d  progressive 

generalization of com m odity  p roduction  is that lab o r itself
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begins to take  on  reg u la r  an d  m easurab le  characteristics; in 
o ther w ords, it ceases to be an  activity  tied to the rhy thm s of 
n a tu re  an d  acco rd in g  with m an 's  own p hysio log ical rhythm s.

Up to the nineteenth century  an d  p o ssib ly  even into the 
twentieth, the p easan ts  in v a rio u s  reg ions of Western Europe 
d id not w ork  in a  regu lated  w ay, that is to say , they did not 
w ork  with the sam e intensity  every  m onth  of the year. There 
were periods in the w ork  y ea r when they w orked  very  h a rd  
an d  o ther periods, p a rticu la rly  d u rin g  the winter, when all 
activ ity  v irtu a lly  cam e to a halt. It w as in the m ost b ack w ard  
a g ric u ltu ra l a re a s  of m ost of the capita list countries th at 
cap ita list society, in the course of its developm ent, found a  
m ost a ttrac tive  source of reserve m anpow er, for here w as a 
la b o r  force av a ila b le  for four to six m onths a  year at m uch 
low er w ages, in view of the fact th at a  p a rt of its subsistence 
w as p ro v id ed  by  its a g ricu ltu ra l activity.

When we look a t the m ore h ig h ly  developed an d  p ro sp ero u s 
farm s, those b o rd erin g  the b ig  cities, for exam ple, an d  which 
a re  basica lly  on  the ro a d  to becom ing industrialized , we see 
th at w ork  is m uch m ore reg u la r  an d  the am o u n t of expended 
la b o r  m uch g rea te r, being  d istribu ted  in a  reg u la r  w ay  th ro u g h ­
out the y ear, with dead  seasons p rogressive ly  elim inated. 
This holds true not on ly  fo r o u r  times but even as ea rly  as 
the M iddle Ages, a t least from  the twelfth century on. The 
closer we get to the cities, th a t is to say , to the m arketplace, 
the m ore the p e a sa n t 's  la b o r  becom es la b o r  for the m arket, 
th a t is to say , com m odity  p roduction , an d  the m ore regulated  
an d  m ore  o r less stab le his la b o r  becomes, ju st as if he were 
w ork in g  inside an  in d u str ia l enterprise.

E xpressed  a n o th e r w ay, the m ore generalized co m m o d ity  
pro d u ctio n  becomes, the greater the regulation o f  labor an d  
the m ore  society  becomes orga n ized  on the basis o f  an ac­
coun ting  system  fo u n d e d  on labor.

When we exam ine  the a lre a d y  fairly  ad v an ced  div ision  of 
la b o r  within a com m une at the beg inn ing  of com m ercial and  
craft developm ent in the M iddle Ages, o r  the collectives in 
such civ ilizations as  the Byzantine, A rab , H indu, Chinese 
a n d  Jap an ese , certa in  com m on factors emerge. We are  struck 
by  the fact that a very  ad v an ced  in teg ration  of agricu lture  
an d  v a rio u s  craft techniques exists an d  that regu larity  of 
lab o r  is true for the coun tryside as well as the city, so that 
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an accounting system in term s of lab o r, in labor-hours, has 
become the force govern ing  all the activity and  even the very 
structure of the collectives. In the chapter on the law of value 
in my Treatise on M arxist Econom ics , I give a whole series 
of exam ples of this accounting system  in w ork-hours. There 
are Indian  villages where a  certain  caste holds a m onopoly  
of the blacksm ith  craft but continues to w ork the land  at the 
same time in o rd er to feed itself. The rule which has been 
established is this: when a b lacksm ith is engaged to m ake a 
tool o r w eapon for a  farm , the client supplies the raw  m a­
terials an d  a lso  w orks the b lacksm ith 's  land  during  the whole 
period  that the latter is engaged  in m ak in g  the implement. 
Here is a very  tran sp a ren t w ay of sta ting  that exchange is 
governed b y  an  equivalence in work-hours.

In the Jap an ese  v illages of the M iddle Ages, an  accounting 
system in w ork-hours, in the literal sense of the term, existed 
inside the v illage com m unity. The village accountant kept 
a kind of g rea t book  in which he entered the num ber of hours 
of work done by  v illagers on each o thers ' fields, since ag ­
riculture w as still m ain ly  based  on  cooperative labor, with 
harvesting, farm  construction  an d  stock breeding  being done 
in com m on. The num ber of w ork-hours furnished by  the 
members of one household  to the m em bers of ano ther was 
very carefully  tallied. At the end of the year, the exchanges 
had  to balance, that is, the m em bers of household  B were 
required to h ave  given househo ld  A exactly  the sam e num ber 
of w ork-hours which m em bers o f househo ld  A had  given house­
hold B d u rin g  the year. The Jap an ese  even refined things to 
the p o in t— alm ost a  th o u san d  years ago! —where they took 
into account that children p ro v id ed  a sm aller q uan tity  of 
labor than  adults, so th at an  h o u r of child la b o r  w as "worth" 
only a half-hour of adu lt lab o r. A whole system  of account­
ing was set up a lo n g  these lines.

There is an o th er exam ple which gives us a direct insight 
into this accoun ting  system  based  on labor-tim e: the conver­
sion of feudal rent from  one form  to another. In feudal so­
ciety, the a g ricu ltu ral su rp lus  p roduct could take three dif­
ferent form s: rent in the form  of lab o r (the corvee), rent in 
kind, an d  m oney  rent.

When a  change is m ade  from  the corvee to rent in kind, 
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o b v io u sly  a  process of conversion  takes place. Instead  of 
g iv in g  the lo rd  three d ay s  of la b o r  per week, the p easan t now 
gives him  a certa in  q u an tity  of w heat, live-stock, etc., on a 
seaso n a l basis . A second conversion  takes place in the change­
o v e r from  rent in k ind  to m oney  rent.

These two conversions m ust be based  on a fa irly  rig o ro u s 
accoun ting  in w ork -h o u rs  if one of the two parties  does not 
care  to suffer a  loss in the process. F o r  exam ple, if at the time 
the first con v ers io n  w as effected, the p e asan t gave  the lo rd  a 
q u a n tity  of w heat w hich requ ired  on ly  76 w ork-days of lab o r, 
w hereas p rev io u sly  he h a d  g iven  the lo rd  150 w ork-days of 
la b o r  in the sam e year, then this conversion  of labor-ren t 
in to  ren t in k ind  w ould  result in  the sudden im poverishm ent 
of the lo rd  an d  a ra p id  enrichm ent of the serfs.

The lan d lo rd s  — you can  depend on them! —were careful to 
see to it when the conversion  w as m ade that the different 
form s of ren t were closely equivalent. Of course the conver­
s io n  could  ev en tu a lly  tu rn  o u t to be a  b a d  one for one of 
the p a rtic ip a tin g  classes, for exam ple, ag a in s t the lan d lo rd s, 
if a  sh a rp  rise in a g ricu ltu ra l prices o ccurred  after ren t w as 
converted  from  rent in k in d  to m oney  rent, bu t such a result 
w ould be h isto rica l in c h a rac te r  an d  not directly a ttribu tab le  
to the co n v e rs io n  p e r  se.

The o rig in  of this econom y b ased  on  an  accounting  in 
labor-tim e is a lso  c learly  a p p a re n t in the d iv ision  of lab o r  
w ithin the v illage  a s  it existed between ag ricu ltu re  an d  the 
c rafts. F o r  a  lo n g  time the d iv ision  rem ained  quite rudim en­
ta ry . A section of the p e a sa n try  continued to produce p a rt 
of its ow n c lo th ing  for a p ro tracted  h isto rical period , which 
in W estern E u ro p e  extended a lm ost a  th o u san d  years; that 
is, from  the b eg inn ing  of the m edieval cities right up to the 
n ineteenth century. The technique of m ak in g  clo th ing  was cer­
ta in ly  no m y ste ry  to the cu ltiv ato r of the soil.

As soon  as  a reg u la r  system  of exchange between the fa r­
m er an d  textile c ra ftsm an  w as estab lished , s ta n d a rd  equ iva­
lents were likewise estab lished  — for exam ple, an  ell of cloth 
[a m easu re  v a ry in g  from  27 to 48  inches] would be exchanged 
for 10 p o u n d s  of butter, not for 100 pounds. O bviously  the 
p e asan ts  knew, on  the b asis  of their ow n experience, the ap ­
p ro x im a te  labor-tim e needed to p roduce a  given q u an tity  of 
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cloth. H ad there not been a m ore o r less exact equivalence 
between the time needed to produce the cloth and  the time 
needed to produce the butter for which it was exchanged, 
there would have been an  im m ediate shift in the division of 
labor. If cloth production  were m ore lucrative than  butter 
production, the butter producers would switch to producing  
cloth. Since society here was only  at the threshold  of an  ex­
treme d ivision of lab o r, that is to say, it was still at a point 
where the b o u n d arie s  between different techniques were not 
clearly m arked , the p assag e  from  one economic activity to 
another w as still possible, p a rticu la rly  when strik ing  m a­
terial ga in s  were possible by  m eans of such a change.

In the cities of the Middle Ages as well, a very skillfully 
calculated equilibrium  existed between the v a rio u s  crafts and  
was written into the ch arters which specified alm ost to the 
minute the am o u n t of labor-tim e necessary for the production  
of different articles. It is inconceivable that under such con­
ditions a shoem aker o r  b lacksm ith  m ight get the sam e am oun t 
of m oney for a p roduct which took h a lf the labor-tim e which 
a w eaver o r other a rtisan  m ight require in o rd er to get the 
sam e am ount of m oney for his products.

Here a g a in  we clearly  see the m echanism  of an  accounting 
system in w ork-hours, a society functioning on the basis  of 
an econom y of labor-tim e, which is generally  characteristic 
of the whole p hase  which we call sm all-scale co m m o d ity  p ro ­
duction. This is the phase  intervening  between a purely n a ­
tural econom y, in which o n ly  use-values a re  produced, and  
capitalist society, in which com m odity  p roduction  expands 
without limit.

Determination of the 
Ex change-Value of Commodities

Once we have determ ined th a t the production  an d  exchange 
of com m odities becomes reg u la r an d  generalized in a society 
based on an  econom y of labor-tim e, on an  accounting  sys­
tem in w ork-hours, we can  read ily  u n d e rs tan d  why the ex­
change of com m odities, in its o rig ins  an d  inherent nature, 
rests on this fundam ental basis  of an  accounting  system  in 
w ork-hours an d  consequently  follows this general rule: the 
exchange-value o f  a c o m m o d ity  is determ ined b y  the quan tity  
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o f  la b o r necessary to p roduce  it. The q u an tity  of lab o r  is 
m easu red  b y  the length of time it takes to produce the com ­
m odity.

This genera l definition of the la b o r  theory  o f value is the 
b a s is  of both  c lassical b ourgeo is  political econom y from  the 
seventeenth century  to the beg inn ing  of the nineteenth cen­
tu ry , from  W illiam  Petty to R icardo; an d  M arxist economic 
theory , w hich took over the theory  of la b o r  v a lue  an d  per­
fected it. H ow ever, the general definition m ust be qualified in 
several respects.

In the first place, not all m en are  endow ed with the sam e 
cap ac ity  for w ork , with the sam e strength  o r the sam e degree 
of skill a t their trade. If the exchange-value of com m odities 
depended on ly  on the q u an tity  of la b o r  expended ind ividua lly, 
th a t is, on  the q u an tity  of la b o r  expended b y  each ind iv idua l 
in the p ro d u ctio n  of a  com m odity , we w ould a rriv e  a t this 
ab su rd ity : the lazier o r  m ore incom petent the producer, and  
the la rg e r  the num ber of h o u rs  he w ould spend in m ak in g  a 
p a ir  of shoes, the g rea te r w ould  be the v a lue  of the shoes! 
This is o b v io u sly  im possib le  since exchange-value is not a 
m o ra l rew ard  for m ere w illingness to w ork but an objective  
b o n d  set up  between independent p roducers  in o rd er to equal­
ize the v a rio u s  crafts in a society based  both  on  a division 
of la b o r  an d  an  econom y of labor-tim e. In such a society 
w asted la b o r  receives no com pensation; on the c o n tra ry , it 
is a u to m atica lly  penalized. W hoever puts m ore time into p ro ­
d ucing  a p a ir  of shoes th an  the a v e rag e  necessary  h ours — 
a n  av e ra g e  determ ined by  the a v e rag e  p roductiv ity  of lab o r 
an d  recorded  in the Guild C harters, for exam ple! — such a 
perso n  h a s  w asted h u m an  lab o r, w orked  to no av a il for a 
certa in  nu m b er of ho u rs. He will receive n o th ing  in exchange 
for these w asted  hours.

E xpressed  a n o th e r w ay, the exchange-value of a com m od­
ity is not determ ined by the q u an tity  of lab o r  expended by 
each in d iv id u a l p ro d u ce r engaged  in the p roduction  of this 
com m odity  but by  the q u an tity  of lab o r  socia lly  necessary  
to p roduce  it. The expression  "socially  necessary" m eans: the 
q u an tity  of la b o r  necessary  u n d er the av e rag e  conditions of 
la b o r  p ro d u ctiv ity  ex isting  in a given co u n try  at a given time.

The ab o v e  qualification  h as  very  im p o rtan t app lications 
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when we exam ine the functioning of capitalist society m ore 
closely.

Another clarify ing  statem ent m ust be added here. Just what 
do we m ean by  a "quantity  of lab o r"?  W orkers differ in their 
qualifications. Is there complete equality  between one per­
son's hour of w ork an d  everybody  else's, regard less of such 
differences in skills? Once a g a in  the question is not a m oral 
one but has to do with the in ternal logic of a society based  
on an equality  between skills, an  equality  in the m arketplace, 
and where an y  d isrup tion  of this equality  would im m ediately 
destroy the social equilibrium .

What w ould happen, for exam ple, if an  h o u r 's  w ork by  an  
unskilled lab o re r  was w orth as m uch as an  h o u r 's  w ork by 
a skilled craftsm an , who h a d  spent four to six years as an  
apprentice in acq u irin g  his skill? O bviously, no one would 
want to become skilled. The h o u rs  of w ork  spent in learn ing  
a craft would be w asted h o u rs  since the c raftsm an  would not 
be com pensated for them after becom ing qualified.

In an econom y founded on  an  accounting  system  of work- 
hours, the y o u n g  will desire to become skilled only  if the time 
lost du ring  their tra in in g  period  is subsequently  p a id  for. Our 
definition of the exchange-value of a com m odity  m ust therefore 
be completed as follows: "An h o u r of lab o r  by  a skilled w ork­
er must be considered  as com plex lab o r, as com pound labor, 
as a m ultiple of an  h o u r of unslcflled lab o r; the coefficient of 
m ultiplication o b v iously  canno t be an  a rb itra ry  one but m ust 
be based on the cost of a cq u irin g  a given skill." It should  
be pointed out, in p assing , that there was a lw ays a certain  
fuzziness in the p rev a ilin g  exp lan a tio n  of com pound  lab o r  in 
the Soviet U nion  under Stalin which h as  persisted to this 
very day. It is claim ed that com pensation  for w ork should  
be based on the qu an tity  a n d  q u a lity  of the w ork, but the 
concept of q u a lity  is no longer u n derstood  in the M arxist 
sense of the term, th at is to say , as a qu a lity  m easurable  
quantitatively  by  m eans of a specific coefficient of m ultiplica­
tion. On the c o n tra ry , the idea of q ua lity  is used in the b o u r­
geois ideological sense, accord ing  to which the quality  of 
labor is supposed  to be determ ined by  its social usefulness, 
and this is used to justify  the incom es of m arsh a ls , b a llerinas 
and in dustria l m an ag ers, which a re  ten times h igher than  
the incomes of unskilled lab o rers . Such a theory  belongs in 
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the dom ain  of apologetics despite its w idespread use to jus­
tify the en o rm o u s differences in incom e which existed under 
Stalin an d  continue to exist in the Soviet U nion today , a l­
though  to a  lesser extent.

The exchange-value of a com m odity, then, is determined 
b y  the q u an tity  of lab o r  socially  necessary  for its p roduction, 
with skilled lab o r  being taken  as a m ultiple of sim ple lab o r 
an d  the coefficient of m ultiplication being a  reaso n ab ly  m ea­
su rab le  quan tity .

This is the kernel of the M arxist theory  of value an d  the 
b asis  for all M arxist econom ic theory  in general. S im ilarly , 
the th eo ry  o f social su rp lus  p roduct an d  su rp lus  lab o r, which 
we d iscussed a t the beg inn ing  of this w ork, constitutes the 
b asis  for all M arxist socio logy  an d  is the bridge connecting 
M a rx 's  socio logical an d  h istorical an a ly sis , his theory  of 
c lasses an d  the developm ent of society generally , to M arxist 
econom ic theory , an d  m ore precisely, to the M arxist ana lysis  
of all com m odity -p roducing  societies of a pre-capitalist, cap i­
talist an d  post-capita list character.

What is Socially Necessary Labor?
A sh o rt while back  I stated that the p a rticu la r  definition of 

the q u an tity  of soc ia lly  necessary  lab o r for p roducing  a com ­
m odity  h a d  a very  special an d  extrem ely im portan t app li­
cation  in the a n a ly sis  of capita list society. I think it will be 
m ore useful to deal with this point now a lthough  logically  
it m ight belong  to a la te r section of this presentation.

The to ta lity  of all com m odities p roduced in a coun try  at a 
given  time h a s  been produced  to satisfy the w ants of the sum 
to tal of the m em bers o f this society. A ny article which did 
not satisfy  so m eb o d y 's  needs, which h a d  no use-value for 
a nyone , w ould  be a p rio ri  unsaleable , w ould have  no ex­
change-value, w ould not constitute a com m odity  but sim ply 
a  p roduct of caprice o r  the idle jest of som e producer. F rom  
an o th e r angle , the sum  to ta l of b uy ing  pow er which exists 
in this given society a t a given m om ent an d  which is not to 
be h o a rd e d  but spent in the m arket, m ust be used to buy  the 
sum  to tal of com m odities p roduced , if there is to be economic 
equilibrium . This equilibrium  therefore implies that the sum 
total of social p roduction , of the ava ilab le  productive forces 
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in this society, of its ava ilab le  w ork-hours, h as  been distrib­
uted am o n g  the v a rio u s  sectors of industry  in the sam e p ro ­
portions as consum ers distribute their b uy ing  pow er in 
satisfying their v a rio u s  w ants. When the distribution  of p ro ­
ductive forces no longer corresponds to this d ivision in wants, 
the econom ic equilibrium  is destroyed and  both over-production  
and  under-production  a p p e ar side by  side.

Let us give a ra th e r com m onplace exam ple: tow ard  the end 
of the nineteenth an d  beginn ing  of the twentieth century, a 
city like P aris  h a d  a coach-build ing  industry , which together 
with associated  h arness trades em ployed thou san d s o r even 
tens of tho u san d s of w orkers.

In the sam e period  the au tom obile  industry  w as em erging 
an d  alth o u g h  still quite sm all it a lread y  num bered  some scores 
of m anufac tu rers em ploying  several th ousands of w orkers.

N ow w hat is the process tak in g  place d u rin g  this period? 
On the one h an d , the num ber of carriag es  begins to decline 
an d  on the other, the num ber of au tom obiles begins to in­
crease. The p roduction  of ca rriag es  an d  c a rriag e  equipm ent 
therefore show s a trend tow ard  exceeding socia l needs, as  these 
are  reflected in the m an n er in which the inh ab itan ts  of P aris 
are  d iv id ing  their b u y ing  power; on  the o ther side of the pic­
ture, the p rod u ctio n  of au tom obiles is below social needs, for 
from  the time the in d u stry  w as launched  until the advent of 
m ass p roduction , a clim ate of scarcity  existed in this industry . 
The supp ly  of au tom obiles on  the m arket w as never equal 
to the dem and.

How do we express these phenom ena in term s of the lab o r  
theory  of value? We can sa y  that in the c a rr ia g e  industry  
m ore la b o r is expended  than is socia lly  necessary, th at a 
p a rt of the la b o r  expended by  the sum  to ta l of com panies 
in the c a rria g e  in d u stry  is socia lly  w asted lab o r, which no 
longer finds an  equ ivalen t on  the m arket-p lace an d  is con­
sequently p ro d u cin g  u nsa leab le  goods. In cap ita list society, 
when g oods a re  u nsa leab le  it m eans th at an  investm ent of 
hu m an  la b o r  h as  been m ade  in a specific in d u stria l b ran ch  
which turns o u t to be soc ia lly  unnecessary labor, that Is to 
say , it is la b o r  which finds no equivalent in buy in g  power 
in the m arket-p lace. L a b o r  which is not socially  necessary  is 
wasted lab o r; it is la b o r  which produces no value. We can 
see from  this th at the concept of socially  necessary  lab o r em- 
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braces a  w hole series of phenom ena.
F o r  the p roducts  of the c a rria g e  industry , supp ly  exceeds 

dem and , prices fall an d  goods rem ain  unsaleable . The re­
verse is true in the au tom obile  in d u stry  where dem and ex­
ceeds supply , cau sin g  prices to rise an d  under-production  to 
exist. To be satisfied with these com m onplaces abou t supply  
an d  dem and , however, m eans stopp ing  at the psychological 
an d  in d iv id u a l aspects of the problem . On the other h an d , if 
we p ro b e  into the deeper social an d  collective side of the 
p roblem , we begin to u n d e rs tan d  w hat lies below the surface 
in a society o rgan ized  on  the b asis  of an  econom y of lab o r­
time.

The m ean in g  of sup p ly  exceeding dem and  is that capitalist 
p roduction , w hich is anarch istic, u n p lan n ed  an d  unorganized , 
h a s  an a rch istica lly  invested o r expended m ore lab o r hours 
in an  ind u stria l b ran ch  th an  a re  socially  necessary, so that 
a  whole segm ent of lab o r-h o u rs  tu rn s  out to be pure  loss, 
so m uch w asted h u m an  lab o r  which rem ains unrequited  by 
society. C onversely, an  in d u str ia l sector where dem and con­
tinues to be g rea te r  th an  su p p ly  can  be considered as an  un ­
derdeveloped sector in term s of social needs; it is therefore 
a sector expend ing  fewer h o u rs  of la b o r  th an  are  socially  
necessary  an d  it receives a  bo n u s from  society in o rder to 
stim ulate  an  increase  in p roduction  an d  achieve an  equilibrium  
with social needs.

This is one aspect of the p roblem  of socially  necessary 
la b o r  in the cap ita list system . The o ther aspect of the p ro b ­
lem is m ore directly  related  to changes in the p roductiv ity  of 
lab o r. It is the sam e th ing  but m akes an  ab stractio n  of social 
needs, of the "use-value" aspect of p roduction .

In cap ita list society the productiv ity  of lab o r  is constantly  
ch an g in g . G enerally  speak ing , there a re  alw ays three types 
of en terprises (o r  industria l sectors): those which are  tech­
no lo g ica lly  rig h t a t the social average ; those which a re  back­
w ard , obsolete, on the dow ngrade, below the social av er­
age; an d  those which a re  technologically  advanced  and  above 
a v e ra g e  in p roductiv ity .

W hat do we m ean  when we say  a sector o r  an  enterprise 
is technologically  b ack w ard  an d  h a s  a  productiv ity  of lab o r 
which is below  the av e rag e?  Such a b ran ch  o r enterprise is 
a n a lo g o u s  to o u r  p rev io u sly  m entioned lazy  shoem aker, that 
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is, it is one which takes five h o u rs  to produce a specific q u an ­
tity of goods in a period  when the average  social productivity  
dem ands that it be done in three hours. The two ex tra  hours 
of expended lab o r are  a total loss, a waste of social labor. 
A portion  of the total am o u n t of lab o r  av a ilab le  to society 
h av ing  thus been w asted by  an  enterprise, it will receive noth­
ing from  society to com pensate it. Concretely it m eans that 
the selling prices in this in d u stry  o r enterprise, which is op­
era tin g  below av erag e  productivity , a p p ro ach  its production  
costs o r  even fall below them, that is to say , the enterprise 
is op era tin g  at a very  low rate  of profit o r  even at a loss.

On the o ther hand , an  enterprise o r in dustria l sector with 
an above av e rag e  level of p roductiv ity  (like the shoem aker 
who can p roduce two p a irs  of shoes in three h o u rs  when the 
social a v e rag e  is one p a ir  per three h o u rs)  econom izes in its 
expenditure of social lab o r  an d  therefore m akes a su rp lus 
profit, that is to say , the difference between its costs and  selling 
prices will be g rea te r than  the a v e rag e  profit.

The pu rsu it of this su rp lu s  profit is, of course, the d riv ing  
force behind the entire capita list econom y. E very  capitalist 
enterprise is forced by  com petition to try  to get g rea te r p ro ­
fits, for this is the only  w ay it can  constan tly  im prove its 
technology an d  la b o r  productiv ity . Consequently  all firm s 
are  forced to take this sam e direction, an d  this of course im ­
plies that w hat a t one time w as an  above-average  p roduc­
tivity winds up as the new av e rag e  productiv ity , w hereupon 
the su rp lus  profit d isap p ears . All the s tra teg y  of capitalist 
industry  stem s from  this desire on the p a rt of every  enterprise 
to achieve a rate  of p roductiv ity  superio r to the n a tiona l 
av e rag e  an d  thereby  m ake a su rp lus  profit, an d  this in tu rn  
p rovokes a m ovem ent which causes the su rp lu s  profit to 
d isap p ear, by  v irtue of the trend for the a verage  rate of lab o r 
p roductiv ity  to rise continuously . This is the m echanism  in 
the tendency for profit rates to become equalized.

The Origin and Nature of Surplus-Value
And now, w hat is su rp lus-va lue?  When we consider it from  

the view point of the M arxist theory  of value, the answ er is 
read ily  found. S urplus-value is sim ply the m o n e ta ry  fo rm  o f  
the socia l surp lu s  product, th at is to say , it is the m onetary  
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form  of th at p a rt of the w o rk e r's  production  which he su r­
renders to the ow ner of the m eans of production  w ithout re­
ceiving a n y th in g  in return.

How is this su rren d e r accom plished in practice within capi­
talist society? It takes place th ro u g h  the process of exchange, 
like all im p o rtan t op era tio n s  in capitalist society, which are  
a lw ays rela tions of exchange. The capitalist buys the labor- 
pow er of the w orker, an d  in exchange for this wage, he ap ­
p ro p ria te s  the entire p roduction  of that w orker, all the newly 
p roduced  va lue  which h as  been incorporated  into the value 
of this p roduction .

We can  therefore sa y  from  here on that su rp lus-value is 
the difference between the value p roduced by the w orker and  
the v a lu e  of his own labor-pow er. W hat is the value of labor- 
pow er? In cap ita list society, labor-pow er is a com m odity, and  
like the v a lu e  of an y  o ther com m odity, its value is the q u a n ­
tity of la b o r  socially  necessary  to produce an d  reproduce it, 
that is to say , the liv ing  costs of the w orker in the wide m ean­
ing  of the term. The concept of a m inim um  living wage o r 
of an  a v e rag e  w age is not a physio logically  rigid one but 
in co rp o ra te s  w ants which change with advances in the p ro ­
ductiv ity  of lab o r. These w ants tend to increase para lle l with 
the p ro g ress  in technique an d  they a re  consequently  not com ­
p a ra b le  with an y  degree of accuracy  for different periods. 
The m inim um  liv ing  w age of 1830 canno t be com pared  q u a n ­
titatively with that of 1960, as the theoreticians of the French 
Com m unist p a rty  h ave  learned  to their sorrow . There is no 
va lid  w ay  of co m p arin g  the price of a m otorcycle in 1960 
with the price of a certain  n um ber of k ilo g ram s of m eat in 
1830 in o rd e r  to come up with a conclusion that the first 
"is worth" less th an  the second.

H av in g  m ade  this reservation , we can now repeat that the 
liv ing  cost of labor-pow er constitutes its value and  that surplus- 
va lue  is the difference between this living cost and  the value 
created by  this labor-pow er.

The va lue  produced  by  labor-pow er can  be m easured  in 
a sim ple w ay  by the length of time it is used. If a w orker 
w orks ten h o u rs, he p roduces a value of ten h ours  of work. 
It the w o rk e r 's  liv ing  costs, that is to say , the equivalent of 
h is w age, is a lso  ten h o u rs  of w ork, then no surp lus-value 
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would result. This is on ly  a special case of the m ore general 
rule: when the sum  total of lab o r product is equal to the 
product required  to feed and  m ain tain  the producer, there is 
no social su rp lus  product.

But in the capitalist system, the degree of lab o r productivity  
is such that the living costs of the w orker are  a lw ays less 
th an  the qu an tity  of newly created value. This m eans that a 
w orker who lab o rs  for ten h o u rs  does not need the equ iva­
lent of ten h o u rs  of lab o r  in o rd er to support himself in ac­
cordance with the av erag e  needs of the times. His equivalent 
wage is alw ays only  a fraction of his d a y 's  labor; every­
th ing beyond this fraction is surp lus-value, free lab o r sup­
plied by  the w orker an d  ap p ro p ria ted  by the capitalist with­
out an  equivalent offset. If this difference did not exist, of 
course, then no em ployer w ould hire any  w orker, since such 
a purchase  of labor-pow er would b rin g  no profit to the buyer.

The Validity of the Labor Theory of Value

To conclude, we present three trad itio n a l p roofs of the lab o r 
theory  of value.

The first of these is the an a lytica l proo f, which proceeds 
by  b reak in g  down the price of a com m odity  into its con­
stituent elem ents an d  dem o n stra tin g  that if the process is ex­
tended far enough, only  la b o r  will be found.

The price of every com m odity  can be reduced to a certain  
n um ber of com ponents: the am ortiza tion  of m ach inery  and  
buildings, which we call the renew al of fixed capital; the price 
of raw  m ateria ls  an d  accessory  products; wages; an d  f in a lly / 
every th ing  which is su rp lus-value, such as profit, rent, taxes, 
etc.

So far as the last two com ponents are  concerned, wages 
an d  surp lus-value, it h as  a lread y  been show n that they are  
lab o r  pu re  an d  simple. With reg a rd  to raw  m ateria ls , m ost 
of their price is larg e ly  reducible to lab o r; for exam ple, m ore 
th an  60 per cent of the m ining  cost of coal consists of wages. 
If we s ta rt by  f re a k in g  dow n the av e rag e  m an u fac tu rin g  cost 
of com m odities into 40% for w ages, 20% surp lus-value, 30% 
for raw  m ateria ls  an d  10% in fixed capital; an d  if we assum e 
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that 60% of the cost of raw  m ateria ls  can  be reduced to labor, 
then we a lread y  h ave  78% of the total cost reduced to labor. 
The rest of the cost of raw  m ateria ls  b reak s  down into the cost 
of o ther raw  m ateria ls  — reducible in tu rn  to 60% lab o r — plus 
the cost of am ortiz ing  m achinery .

The price of m ach inery  consists to a larg e  degree of lab o r 
(fo r exam ple, 40% ) an d  raw  m ateria ls  (for exam ple, 40% 
also ). The sh a re  of la b o r  in the av e rag e  cost of all com m odities 
thus passes successively to 83%, 87%, 89.5%, etc. It is obvious 
th at the further this b reak d o w n  is carried , the m ore the entire 
cost tends to be reduced to lab o r, an d  to lab o r  alone.

The second p ro o f is the logical p roof, an d  is the one pre­
sented in the beg inn ing  of M arx 's  Capital. It h as  perplexed 
quite a  few readers, for it is certa in ly  not the sim plest peda­
g og ica l a p p ro a c h  to the question.

M arx  poses the question  in the following way. The num ber 
of com m odities is very  great. They a re  in terchangeable, which 
m eans th at they m ust h av e  a com m on quality , because ev­
e ry th in g  which is in terchangeab le  is com p arab le  an d  every­
th ing  which is c o m p arab le  m ust h ave  a t least one quality  in 
com m on. T h ings which h ave  no qu a lity  in com m on are, by 
definition, not co m p arab le  with each other.

Let us inspect each of these com m odities. W hat qualities do 
they possess?  F irs t of all, they h ave  an  infinite set of n a tu ra l 
qualities: weight, length, density, color, size, m olecular n a ­
ture; in short, all their n a tu ra l physical, chem ical and  other 
qualities. Is there an y  one of the physical qualities which 
can  be the b asis  for c o m p a rin g  them as com m odities, for 
se rv ing  as the com m on m easure  of their exchange-value? 
C ould it be w eight? O bviously  not, since a p o u n d  of butter 
does not h ave  the sam e va lue  as  a  p o u n d  of gold. Is it vol­
um e o r length? Exam ples will im m ediately  show that it is 
none of these. In short, all those things which m ake up the 
n a tu ra l  q u a lity  of a  com m odity, every th ing  which is a p hys­
ical o r  chem ical q u a lity  of this com m odity, certainly deter­
m ines its use-value, Its relative usefulness, but not its exchange- 
value. E xchange-value m ust consequently  be abstracted  from  
every th ing  th at consists of a  n a tu ra l physical quality  in the 
com m odity .

A com m on q u a lity  m ust be found in all of these com m odi­
ties which is not physical. M arx 's  conclusion is that the only  
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com m on quality  in these com m odities which is not physical 
is their quality  of being the products of h um an  labor, of 
abstract h um an  labor.

H um an  lab o r can be thought of in two different ways. It 
can be considered as specific concrete labor, such as the lab o r 
of the bak er, butcher, shoem aker, w eaver, blacksm ith, etc. 
But so long  as it is thought of as specific concrete w ork, it 
is being viewed in its aspect of lab o r  which produces only 
use-values.

U nder these conditions we are  concerning ourselves only 
with the physical qualities of com m odities an d  these a re  pre­
cisely the qualities which a re  not com parab le . The only  thing 
which com m odities have  in com m on from  the view point of 
exchang ing  them is that they are  all produced by  abstract 
h u m an  lab o r, that is to say , by  p roducers who a re  related 
to each o ther on a b asis  of equivalence as a  result of the 
fact that they a re  all p ro d u cin g  g o ods for exchange. The com ­
m on q u a lity  of com m odities, consequently, resides in the fact 
that they are  the p roducts of ab stract h u m an  lab o r  an d  it 
is this which supplies the m easure  of their exchange-value, 
of their exchangeability . It is, consequently, the quality  of 
socially  necessary  lab o r  in the p roduction  of com m odities 
which determ ines their exchange-value.

Let us im m ediately ad d  that M arx 's  reaso n in g  here is both 
ab stract an d  difficult an d  is a t least subject to questioning, 
a poin t which m an y  opponents of M arxism  have  seized upon 
an d  sough t to use, without an y  m ark ed  success, however.

Is the fact that all com m odities are  produced  b y  abstract 
h u m an  lab o r  rea lly  the o n ly  qu a lity  which they have in com ­
m on, a p a rt  from  their n a tu ra l qualities? There are  not a few 
writers who though t they h ad  discovered others. In general, 
however, these have  alw ays been reducible either to physical 
qualities o r to the fact that they are  products of ab stract 
labor.

A th ird  an d  final p ro o f of the correctness of the lab o r theory 
of value is the p r o o f  b y  reduction to the absurd. It is, m ore­
over, the m ost elegant an d  m ost "modern" of the proofs.

Im agine for a m om ent a society in which living h u m an  lab o r 
has  com pletely d isap p eared , that is to say , a society in which 
all p roduction  has  been 100 per cent au tom ated . Of course, 
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so lo n g  as  we rem ain  in the current interm ediate stage, in 
which som e la b o r  is a lread y  com pletely au tom ated , that is 
to say , a stage in which p lan ts  em ploy ing  no w orkers exist 
a longside  o thers in which h u m an  la b o r  is still utilized, there 
is no  special theoretical p roblem , since it is m erely a question 
of the tran sfer of su rp lus-va lue  from  one enterprise to an ­
other. It is an  illu stra tion  of the law of equalization  of the 
profit rate , w hich will be exp lo red  late r on.

But let us im ag ine  th at this developm ent h as  been pushed 
to its extrem e an d  h u m an  la b o r  h a s  been com pletely elim inated 
from  all form s of p ro d u ctio n  an d  services. C an value continue 
to exist u n d er these conditions? C an there be a  society where 
n o b o d y  h a s  an  incom e but com m odities continue to have  a 
v a lu e  a n d  to be so ld? O bviously  such a  situa tion  w ould be 
ab su rd . A huge m ass  of p ro d u cts  w ould be p roduced with­
o u t this p ro d u ctio n  c rea tin g  a n y  incom e, since no h um an  
being  w ould  be invo lved  in this p roduction . But som eone 
w ould  w an t to "seli" these p roducts for which there were no 
lo n g er a n y  buyers!

It is ob v io u s  th at the d istribu tion  of p roducts in such a 
society w ould  no  lo n g er be effected in the form  of a sale of 
com m odities an d  as  a m atter of fact selling would become all 
the m ore a b su rd  because of the ab u n d an ce  produced  by  general 
au to m atio n .

E xpressed  a n o th e r w ay, a  society in which h u m an  lab o r 
w ould  be to ta lly  elim inated  from  production , in the m ost 
g enera l sense of the term, with services included, w ould be a 
society in which exchange-value h a d  a lso  been elim inated. 
This p ro v es  the valid ity  of the theory, for a t the m om ent 
h u m an  la b o r  d isa p p e a rs  from  production , value, too, d isap ­
p ea rs  with it.



II. Capital 
and Capitalism

Capital in Precapitalist Society
Between p rim itive society founded on a n a tu ra l econom y 

in which p roduction  is lim ited to use-values destined for self­
consum ption  by  their p roducers, an d  capita list society, there 
stretches a  long  period in h u m an  h istory , em brac ing  essen­
tially  all h u m an  civilizations, which cam e to a  h a lt before 
reach ing  the frontiers of capitalism . M arxism  defines them 
as  societies in which sm all-scale c o m m o d ity  production  p re­
vailed. A society of this kind  is a lread y  fam ilia r with the p ro ­
duction of com m odities, of g o o d s designed for exchange on  
the m arke t an d  not for direct consum ption  by  the p roducers, 
bu t such com m odity  p roduction  h as  not yet become g eneral­
ized, as is the case in capita list society.

In a  society founded on  sm all-scale com m odity  production , 
two kinds of econom ic op era tio n s  a re  carried  out. The peas­
an ts an d  a rtisa n s  who b rin g  their p roducts to m arket wish 
to sell g oods whose use-value they them selves canno t use in 
o rder to o b tain  m oney, m eans of exchange, for the acquisi­
tion -of o ther goods, whose use-value is either necessary  to 
them o r deemed m ore im p o rtan t th an  the use-value of the 
goods they own.

The p easan t b rin g s  wheat to the m arketp lace which he sells 
for m oney; with this m oney he buys, let us say , cloth. The 
a rtisa n  b rin g s  his cloth to the m arket, which he sells for 
m oney; with this m oney he buys, let us say , wheat.

W hat we have  here, then, is the opera tion : selling in order 
to buy. C om m odity  — M oney— C om m odity, C — M — C, which 
has this essential character: the va lue  of the two extremes 
in this fo rm ula is, by  definition, exactly  the sam e.

But within sm all-scale com m odity  production  there appears, 
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a longside  the a rtisa n  an d  sm all peasan t, ano ther personage, 
w ho executes a different k ind  of econom ic operation . Instead 
of selling in order to buy, he b u ys  in order to sell. This type 
of perso n  goes to m arke t w ithout an y  com m odities; he is an 
ow ner of m oney. M oney can n o t be sold; but it can  be used 
to buy , an d  th at is w hat he does: bu ys in order to sell, in 
o rder to re-sell: M — C — M ’.

There is a  fundam enta l difference between the two types of 
op era tio n . The second o p e ra tio n  m akes no sense if u pon  its 
com pletion  we a re  confronted  by  exactly  the sam e value as 
we h a d  a t the beg inning . N o one b uys a  com m odity  in o rd er 
to sell it for exactly  the sam e price he p a id  for it. The o p e ra ­
tion "buy in o rd e r  to sell" m akes sense on ly  if the sale b rin g s  
a  su p p lem en ta ry  value, a  surplus-value. T h a t is w hy we 
state here, b y  w ay  of definition: AT is g rea te r than  M  an d  
is m ad e  up  o f M+m; m  being  the su rp lus-value, the am ount 
of increase in  the v a lu e  of M.

We now  define capita l as  a va lu e  which is increased b y  a 
surp lus-va lue, w hether this occurs in the course  of com m odity  
c ircu lation , a s  in the exam ple ju st given, o r  in production , 
a s  is the case in  the cap ita list system . C apita l, therefore, is 
every  v a lu e  which is augm ented  b y  a  surp lus-value; it there­
fore exists no t o n ly  in cap ita list society bu t in a n y  society 
founded  on  sm all-scale com m odity  p roduction  as  well. F o r 
this rea so n  it is n ecessary  to d istinguish  v e ry  c learly  between 
the life of capita l an d  th a t of the capitalist m o d e  o f  p ro d u c­
tion, o f cap ita lis t society. C ap ita l is fa r  o lder th an  the capi­
talist m ode of p roduction . The form er p ro b ab ly  goes back  
som e 3 ,0 0 0  years , w hereas the latter is b a re ly  200  years old.

W hat form  does cap ita l take  in p recap ita list society? It is 
b asica lly  u su ry  cap ita l an d  m erchan t o r  com m ercial capital. 
The p a s sa g e  from  p recap ita lis t society in to  cap ita list society 
is charac te rized  b y  the pene tra tion  of cap ita l into the sphere 
of p ro d u ctio n . The cap ita list m ode of p roduction  is the first 
m ode of p ro d u ctio n , the first form  of social o rg an iza tio n , in 
which cap ita l is no t lim ited to the sole ro le of an  in term ed iary  
a n d  explo iter of n oncap ita list form s of p roduction , of sm all- 
scale com m odity  p roduction . In  the cap ita list m ode of p ro ­
duction, cap ita l takes o v er the m eans of production  an d  pene­
tra tes directly  in to  p rod u ctio n  itself.
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Origins of the Capitalist Mode of Production

W hat are  the orig ins of the capitalist m ode of production? 
W hat a re  the o rig ins of capitalist society as it h as  developed 
over the p ast 200  years?

They lie first of all in the sep ara tio n  of the p roducers from  
their m eans of production . Subsequently, it is the establish­
ment of these m eans of p roduction  as a  m o n opo ly  in the 
h an d s  of a  single social class, the bourgeoisie. A nd Anally, 
it is the ap p earan ce  of ano ther social class which h a s  been 
separa ted  from  its m eans of production  an d  therefore h as  no 
other resources for its subsistence th an  the sale of its labor- 
pow er to the c lass which h a s  m onopolized  the m eans of p ro ­
duction.

Let us consider each of these orig ins of the capita list m ode 
of production , which a re  a t the sam e time the fundam ental 
characteristics of the capita list system  as well.

F irs t characteristic: separation  o f  the p roducer fro m  his 
m eans o f  production . This is the fundam ental condition for 
existence of the capita list system  but it is a lso  the one which 
is genera lly  the m ost p o o r ly  understood . Let us use an  ex­
am ple which m ay  seem p a ra d o x ic a l since it is taken  from  
the e a rly  M iddle Ages, which w as characterized  b y  serfdom.

We know  th a t the m ass  of p easan t-p roducers were serfs 
b o u n d  to the soil. But when we sa y  th at the serf w as b o u n d  
to the soil, we im ply  th at the soil w as a lso  "bound" to the serf; 
th at is, he be longed  to a social class which alw ays h a d  a  
base  for su p p ly in g  its needs, enough  lan d  to w ork  so th at 
the in d iv id u a l serf could meet the needs of a  househo ld  even 
though  he w orked  with the m ost p rim itive im plem ents. We 
a re  not view ing people condem ned to death  b y  s ta rv a tio n  if 
they do not sell their labor-pow er. In  such a  society, there 
is no econom ic com pulsion  to h ire out one 's  arm s, to sell 
o ne 's  labor-pow er to a  capitalist.

We can  express this an o th e r w ay  b y  sta tin g  th a t the capi­
talist system  can n o t develop in  a  society of this kind. This 
general tru th  a lso  h a s  a  m o d ern  ap p lica tio n  in  the w ay  colo­
n ialists in troduced  cap ita lism  into the A frican countries d u rin g  
the nineteenth a n d  e a rly  twentieth centuries.

Let us look  a t the liv ing  conditions of the in h ab itan ts  in  
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all the A frican countries. They were stock breeders an d  cul­
tiv a to rs  of the soil, on  a  m ore o r  less prim itive basis , de­
p end ing  on  the cha rac te r of the region, but a lw ays under the 
condition  of a  relative ab u n d an ce  of land . N ot o n ly  w as there 
no  scarcity  of lan d  in Africa, bu t in term s of the ratio  of 
p o p u la tio n  to the am o u n t of av a ilab le  lan d , it m ay  be said  
th a t lan d  reserves were v irtu a lly  unlim ited. It is true, of course, 
th a t the yield from  these lan d s  w as m ediocre because of the 
crude ag ric u ltu ra l im plem ents an d  the s ta n d a rd  of l iv ing  was 
v e ry  low, etc., bu t there w as no m ateria l force p u sh in g  this 
p o p u la tio n  to w ork  in the m ines, on the farm s o r in the fac­
tories of the white co lonialist. W ithout a  tran sfo rm atio n  in 
the a d m in istra tio n  of lan d  in E q u a to ria l Africa, in Black 
A frica, there w as no possib ility  for in troducing  the capita list 
m ode of p rodu ctio n . F o r  that, com pulsion  of a  noneconom ic 
ch a rac te r  h a d  to be used, a  th o ro u g h g o in g  an d  b ru ta l sep a­
r a tio n  of the b lack  m asses from  their n o rm a l m eans of sub­
sistence h a d  to be carried  out. A la rg e  p a r t  of the lan d s  h ad  
to be tran sfo rm ed  o vern igh t into n a tio n a l d om ains, owned 
b y  the co lonizing  state, o r  into p riv a te  p ro p erty  belonging  
to cap ita lis t co rp o ra tio n s . The b lack  p o p u latio n  h ad  to be 
re-settled in d o m ain s , o r in reserves, as they h av e  been cyni­
cally  called, in lan d  a re a s  which were in ad eq u ate  for sus­
ta in in g  all their in h ab itan ts . In  add ition , a  head-tax , th at is 
to say , a  m oney  tax  on  each in h ab itan t, w as im posed  as 
a n o th e r lever, since prim itive  ag ricu ltu re  yielded no m oney 
incom e.

By these v a rio u s  ex tra-econom ic p ressures, the colonialists 
created  a need for the A frican to w ork  for w ages d u rin g  
p e rh a p s  two o r  three m o nths a  y ear, in  o rd e r  to ea rn  the 
m oney  to p a y  his tax  an d  b u y  the sm all supplem ent of food 
necessary  for his subsistence, since the lan d  rem ain ing  a t his 
d isp o sa l w as no  longer ad eq u ate  for a  livelihood.

In such coun tries as South Africa, the R hodesias, an d  p a rt 
of the fo rm er Belgian C ongo, where the cap ita list m ode of 
p ro d u ctio n  w as in troduced  on  a  g ra n d  scale, these m ethods 
were app lied  on  the sam e scale, a n d  a  la rg e  p a r t  of the b lack  
p o p u la tio n  w as u p roo ted , expelled, an d  forced out of its t ra ­
d itio n a l existence an d  m ode o f w ork.

Let us m ention, in passin g , the ideological h ypocrisy  which 
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accom panied this m ovem ent, the com plaints of the capitalist 
co rp o ra tio n s  that the b lacks were lazy since they did not want 
to w ork even when they h ad  a  chance to m ake ten times as 
m uch in m ines an d  factories as they did from  their trad i­
tional lab o r  on  the land. These sam e com plain ts h ad  been 
m ade ab o u t the Indian , Chinese an d  A rab  w orkers some 
50 to 70 years earlier. They were a lso m ad e — a rather good 
p roof of the b asic  equality  of all the races which m ake up 
hu m an ity  — a g a in st the E u ro p ean  w orkers, French, Belgian, 
English, G erm an, in the seventeenth o r eighteenth centuries. 
It is sim ply  a function of this constan t fact: no rm ally , be­
cause of his physical an d  nervous constitution, no m an  cares 
to be confined for 8, 9, 10 o r  12 h ours a d a y  in a factory, 
mill o r  mine; it really  requires a  m ost a b n o rm al and  un­
usua l force o r  p ressu re  to m ake a m an  engage in this kind  
of convict la b o r  when he h as  not been accustom ed to it.

A second o rig in  and  characteristic  of the capita list m ode 
of p roduction  is this concentration o f  the m eans o f  p roduction  
in m o n o p o ly  fo rm  a n d  in the ha n d s o f  a single social class, 
the bourgeoisie. This concentration  is v irtu a lly  im possible 
unless a con tinual revolu tion  is tak in g  place in the m eans of 
p roduction , in which the latter become increasing ly  complex 
an d  m ore costly, at least so far as the m inim um  m eans of 
production  required  for launch ing  a b ig business (in itia l capi­
tal expend itu res) a re  concerned.

In the guilds an d  trades of the M iddle Ages, there was g rea t 
stab ility  in the m eans of production ; the weaving-loom s were 
transm itted  from  father to son, from  generation  to genera­
tion. The va lue  of these loom s w as relatively  sm all, that is 
to say , each jo u rn e y m an  could  expect to get back  the counter- 
value of these loom s after a  certain  num ber of years of work. 
The possib ility  for e s tab lish ing  a  m o nopo ly  a rriv ed  with the 
in d u stria l revolu tion , which unleashed  an  un in terrup ted  de­
velopm ent of increasing ly  com plex m echanism s an d  concom ­
itantly , a need for ever g rea te r cap ita l sum s in o rd er to s ta rt 
a  new enterprise.

F rom  this poin t on it m ay  be sa id  th at access to the own­
ership of the m eans of p roduction  becom es im possible for the 
overw helm ing m ajo rity  of w age-earners an d  sa la ried  per­
sonnel, an d  th a t such ow nership  becam e a  m o n o p o ly  in the 
h an d s  of one social class, the c lass which possesses capita l 
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an d  cap ita l reserves an d  can  ob tain  add itional capita l by  
virtue of the single fact th at it a lread y  h as  som e of it. And 
by  v irtue  of this sam e fact, the class w ithout capita l is con­
dem ned to rem ain  p erpetually  in the sam e state of d ep riv a­
tion an d  consequently  u nder the continuous com pulsion to 
la b o r  for so m ebody  else.

The th ird  o rig in  an d  characteristic  of capitalism : the ap ­
p earance o f  a socia l class which h as no p o ssessions save  
its ow n h a n d s a n d  no  m eans o f  subsistence other than the 
sale o f  its labor-power, bu t a t the sam e time, is free to sell 
this lab o r-p o w er an d  does so to the capita list ow ners of the 
m eans of production . This is the ap p earan ce  of the m o d e m  
proletariat.

We h av e  here three elements w hich com bine with each other. 
The p ro le ta r ia t is the free w orker; he constitutes both  a  step 
a h e ad  an d  a  step b ack w ard s, co m p ared  with the serf of the 
M iddle Ages: a  step ah e ad  because the serf w as not free (the 
serf w as him self a  step a h ead  com pared  with the slave) an d  
could  not m ove ab o u t freely; a  step b ack w ard s  because, in 
co n tras t with the serf, the p ro le ta r ian  h as  a lso  been "liberated" 
from , th a t is to say , deprived  of, all access to the m eans of 
p roduction .

Origins and Definition 
of the Modern Proletariat

A m ong  the direct ancestors of the m odern  p ro le ta ria t we 
m ust include the u p ro o ted  p o p u latio n  of the M iddle Ages which 
w as no lon g er b o u n d  to the soil o r  in co rp o rated  in the trades, 
c o rp o ra tio n s  an d  gu ilds of the free towns, an d  was conse­
quently  a w andering , rootless pop u latio n , which h a d  begun 
to sell its la b o r  b y  the d a y  o r even by  the h o u r. There were 
quite a few cities in the M iddle Ages, n o tab ly  Florence, Venice 
a n d  Bruges, where a  "labor m arket" ap p eared  as ea rly  as the 
thirteenth, fourteenth, o r  fifteenth centuries. These cities h ad  a 
p lace where the p o o r who did not belong  to a n y  craft, were 
not jou rneym en  for an  a rtisa n  an d  h a d  no m eans of subsis­
tence, assem bled  an d  w aited to be h ired by  som e m erchant 
o r  bu sin essm an  for an  h our, h a lf  a  day , a  d ay , etc.

A nother o rig in  of the m odern  p ro le taria t, closer to us in 
time, lies in w hat h as  been called the d isb an d in g  of the feudal 
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retinues. It therefore corresponds with the long  an d  slow de­
cline of the feudal nobility, which set in du rin g  the thirteenth 
an d  fourteenth centuries an d  term inated with the bourgeois 
revolu tion  in F rance a t the end of the eighteenth century. In 
the rem ote M iddle Ages, there were sometim es fifty, sixty to 
over a hun d red  households living directly from  the feudal 
lord. The num ber of these ind iv idual attendan ts began  to 
decline, especially d u rin g  the sixteenth century, which was 
m ark ed  by  a  sh a rp  rise in prices, an d  as  a  consequence, a 
g rea t im poverishm ent of all those social classes with fixed 
m oney incom es. The feudal lo rds of Western E urope were 
a lso  h a rd  hit because m ost of them h a d  converted rent in 
k ind  into m oney rent. One of the results of this im poverish­
m ent was a  m assive d ischarge of a  substan tia l section of the 
feudal retinues. In  this w ay tho u san d s of form er valets, ser­
v ants, an d  clerks to the nobles becam e w anderers, beggars, 
etc.

A th ird  o rig in  of the m odern  p ro le ta ria t comes from  the 
expulsion  of a  p a r t  of the p ea sa n try  from  its lan d s  as a  re­
sult of the tran sfo rm atio n  of these ag ricu ltu ral lands into 
g rass-lands. The g rea t E nglish U top ian  socialist T hom as 
M ore ad v an ced  this m agnificent form ula  as fa r  back  as the 
sixteenth century: "Sheep h av e  eaten men"; in other w ords, 
the tran sfo rm atio n  of fields into g rass-lan d s for g raz in g  sheep, 
as  a result of the developm ent of the wool industry , threw 
th o u san d s u p o n  th o u san d s of E nglish p easan ts  off their lan d s  
an d  condem ned them  to sta rv a tio n .

There is still a  fourth  o rig in  of the m odern  pro le taria t, one 
which p layed  a  som ew hat lesser role in W estern E urope but 
an  enorm ous one in C entral an d  E astern  Europe, Asia, Latin  
Am erica an d  N o rth  Africa: it is the destruction of the form er 
a rtisan s  in the com petitive s truggle  between the handicrafts  
an d  m odern  in d u stry  a s  the latter m ade its w ay into these 
under-developed countries from  the outside.

In su m m ary , the capita list m ode of p roduction  is a regim e 
in which the m eans of p roduction  have  become a  m onopo ly  
in the h a n d s  of a  social class an d  in which the producers, 
sep ara ted  from  these m eans of production , a re  free but are  
deprived  of all m eans of subsistance an d  consequently  m ust 
sell their labor-pow er to the ow ners of these m eans of pro- 
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duction  in o rd er to subsist.
W hat is characteristic  of the p ro le ta r ian  therefore is not 

the level of h is wage, whether this be h igh  o r low, but p ri­
m arily  the fact th a t he h as  been cut off from  his m eans of 
p roduction , o r  th a t his incom e is insufficient for him  to w ork 
for his ow n account.

In o rd er to lea rn  whether the p ro le ta rian  condition  is on 
the ro a d  to d isa p p e a rin g  o r  whether, on  the co n tra ry , it is 
on  the ro a d  of ex pansion , it is no t so m uch the av e rag e  wage 
of the w o rk er o r  the av e rag e  s a la ry  of the clerk which we 
m ust exam ine, bu t this w age o r s a la ry  as com pared  with 
his av e ra g e  consum ption ; in o ther w ords, we m ust look into 
his possib ilities for sav in g s  an d  com pare  them  with the ex­
penses of setting  up  a n  independent enterprise. If we deter­
m ine th a t each w orker, each clerk, can, after ten years of 
woyk, p u t aside  a  pile of sav in g s  which w ould allow  him  to 
p u rch ase  a  sto re  o r  sm all w orkshop , then we m ight sa y  that 
the p ro le ta r ian  condition  is regressive an d  th a t we live in a 
society in which p ro p erty  in the m eans of p rod u ctio n  is sp read ­
in g  an d  becom ing  generalized.

If we find, how ever, th a t the overw helm ing m ajo rity  of w ork­
ers, m an u a l, w hite-collar an d  governm enta l, rem ain  the sam e 
p o o r  fellows after a  life of la b o r  th at they were before, in 
o th er w ords with no  sav in g s  o r  not enough  cap ita l to buy  
m eans of p ro d u ctio n , we m ay  conclude th at the p ro le ta rian  
condition  h a s  becom e generalized  ra th e r th an  contracted , and  
th a t it is fa r  m ore  p reva len t to d ay  th an  it w as 50 y ears ago. 
W hen we exam ine statistics on  the social structure  of the U ni­
ted States, fo r exam ple, we can  see th at over the p a s t 60 
years, there h a s  been an  un in te rrup ted  decrease every five 
y ears  in the percentage of the active A m erican popu latio n  
w ork in g  for its ow n accoun t an d  classified as businessm en 
o r w o rk in g  in  a  fam ily  business, w hereas the percentage of 
this sam e p o p u la tio n  which is com pelled to sell its labor- 
pow er h a s  stead ily  increased.

M oreover, if we exam ine the statistics on the distribution  
of p riv a te  w ealth, we find  th a t the overw helm ing m ajo rity  of 
w orkers, we m ay  sa y  95 per cent, an d  the very  g rea t m ajo rity  
of w hite-collar w orkers (8 0  o r 85 per cent) a re  not even able 
to a m ass  petty  sum s, sm all capita ls; in other w ords, these 
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gro u p s expend their entire incomes. F ortunes are  in reality 
lim ited to a very  sm all fraction of the population . In m ost 
capitalist countries, 1%, 2%, 2.5%, 3.5% o r 5% of the popu­
lation  possess 40%, 50%, 60% of the p rivate  wealth of the 
country, the balance being in the han d s of 20% o r 25% of 
this sam e popu lation . The first category  of possessors is the 
big bourgeoisie; the second category  is the m iddle and  petty- 
bourgeoisie. And all those who are  outside these categories 
own n o th ing  but consum er g o ods (som etim es including their 
housing).

When honestly  com piled, statistics on estate duties an d  in­
heritance taxes a re  very  revea ling  on  this subject.

A specific stu d y  m ade  by  the B rook ings Institute (a  source 
above an y  suspicion  of M arx ism ) for the New Y ork Stock 
E xchange reveals that o n ly  one o r two per cent of w orkers 
own stocks an d  further that this "ownership" averages ab o u t 
$ 1 ,000  w orth.

V irtually  all cap ita l is therefore in the h an d s  of the b o u r­
geoisie an d  this reveals the self-reproductive ch arac te r of the 
cap ita list system : those who possess capita l keep on accum u­
latin g  m ore an d  m ore; those who do not possess it rare ly  
can  acquire  it. In  this w ay the d iv ision  in society is perpetu­
ated in a possessing  c lass an d  a  class compelled to sell its 
labor-pow er. The price for this labor-pow er, the wage, is v ir­
tually  consum ed in toto, w hereas the possessing  class h a s  a 
capita l constan tly  increasing  from  surp lus-value. Society's 
enrichm ent in cap ita l therefore takes place, so to speak , for 
the exclusive profit of a  single social class, nam ely, the capi­
talist class.

The Fundamental Mechanism 
of Capitalist Economy

And now w hat is the functioning  b asis  of this capitalist 
society?

If you were to go  to the Printed Cottons E xchange on  a 
certain  day , you would not know  whether there w as exactly  
enough, o r  too little, o r  too m uch prin ted  cottons, m easured  
a g a in s t the ex isting  needs in F ran ce  a t th at m om ent. You 
w ould o n ly  find th a t out after a  certa in  time: th at is to say, 
if there were overp ro d u ctio n  an d  a  p a rt of production  un- 
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saleable, you  w ould see prices fall. If there were, on  the con­
tra ry , a  scarcity , you  w ould see prices rise. The m ovem ent 
of prices is the therm om eter telling us whether there is a  scar­
city o r  p lethora. A nd since it is o n ly  after the event th at we 
find ou t w hether the q u an tity  of lab o r  expended in an  indus­
tria l b ran c h  h as  been expended in a  socially  necessary  w ay 
o r  w hether p a r t  of it h a s  been wasted, it is on ly  after the 
evenM hat we a re  ab le  to determ ine the exact va lue  of a com ­
m odity. This value, therefore, is, if you choose to call it so, 
an  ab strac tio n ; b u t it is a  real constan t a ro u n d  which prices 
fluctuate.

W hat causes the m ovem ent in these prices an d  consequently, 
in lo n g er term s, the m ovem ent in these values, in this lab o r  
productiv ity , in this p ro d u ctio n  an d  in this overa ll econom ic 
life?

W hat m akes S am m y ru n ?  W hat causes cap ita list society to 
m ove? Com petition. W ithout com petition there is no capi­
talist society. A society where com petition is rad ica lly  o r  com ­
pletely elim inated  w ould  no  lon g er be cap ita list to the extent 
th a t there w ou ld  no  lo n g er be a  m ajo r econom ic m otive for 
accu m u latin g  cap ita l an d  consequently  for ca rry in g  out nine- 
tenths of the econom ic o p e ra tio n s  which capita lists execute.

A nd w hat is the b as is  o f com petition? Two ideas are  basic  
to it bu t these do not necessarily  overlap . F irs t is the idea of 
the u n lim ited  m arket, the m ark e t w ithout restrictions, w ithout 
exact b o u n d arie s . T hen there is the idea of a m ultip lic ity  o f  
decision centers, ab o v e  all in m atters of investm ent an d  p ro ­
duction.

If all p ro d u ctio n  in a  given in d u stria l sector were concen­
tra ted  in the h a n d s  of a  single capita list firm , com petition 
w ould  still no t be elim inated, because an  unlim ited m arket 
w ould still exist an d  there w ould still be a  com petitive s trug­
gle between this in d u str ia l sector an d  o ther sectors to capture  
a s  m uch of this m ark e t as possible. F urtherm ore , there w ould 
a lw ays be a  possib ility  th a t a  foreign com petitor m ight enter 
the scene an d  p ro v id e  new com petition righ t in the very  sam e 
sector.

The reverse is a lso  true. If we can  conceive a to tally  and  
com pletely lim ited m arket, bu t one in which a  g rea t num ber 
of en terprises a re  fighting  to cap tu re  a  p a rt of this lim ited 

38



m arket, then com petition m ust obv iously  survive.
Therefore only  if these two phenom ena were to be suppressed 

sim ultaneously , th at is to say , if there were only  one p ro ­
ducer for all com m odities an d  the m arket becam e absolutely 
stable, frozen an d  without an y  capacity  for expansion, could 
com petition d isap p ea r completely.

The ap p earan ce  of the unlim ited m arket d isp lays all of its 
significance w hen com pared  with the period of sm all-scale 
com m odity production . A guild  in the M iddle Ages generally  
worked for a m arket lim ited to the city an d  its im m ediate 
suburbs, an d  in accordance with fixed an d  specific lab o r tech­
niques.

The historical p assag e  of the lim ited m arke t to the unlim ited 
m arket is illustra ted  by  the exam ple of the "new clothiers" of 
the countryside which replaced the old  city clothiers in the 
fifteenth century. There were now cloth m anufactu rers with­
o ut guild  regulations, without p roduction  lim its, therefore 
w ithout an y  m arke t restrictions, who tried to infiltrate every­
where, seek clients everyw here, an d  not only  went beyond 
the im m ediate a rea  of their p roduction  centers, bu t even tried 
to organ ize  a n  export trade  to v e ry  d istan t countries. On the 
o ther h an d , the g rea t com m ercial revolu tion  of the sixteenth 
century stim ulated  a  relative reduction in the prices of a  whole 
set of p roducts which h a d  been considered g rea t luxuries in 
the M iddle Ages an d  were only  within the p u rch asin g  range  
of a sm all p a r t  of the p opu lation . These products suddenly 
becam e far  less expensive, an d  even cam e within the reach of a 
significant p a rt  of the popu lation . The m ost strik ing  exam ple of 
this trend  is su g a r, which h a s  becom e a com m onplace p ro d ­
uct to d ay  an d  is undoub ted ly  to be found in every working- 
class househo ld  in F ran ce  o r  in Europe; in the fifteenth cen­
tury , how ever, it w as still a  h igh ly  luxurious  article.

The ap o lo g is ts  for capita lism  have  alw ays pointed to the 
reduction in prices an d  widened m arket for a  whole seit of 
p roducts as the benefits b ro u g h t ab o u t by  this system . This 
a rgum ent is true. It is one of the aspects of w hat M arx called 
"the civilizing m ission of Capital." To be sure  we are  concerned 
here with a  dialectical but real phenom enon where the value 
of labor-pow er h as  a  tendency to fall by  virtue of the fact 
that cap ita list industry  produces the com m odity  equivalent 
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of w ages with ever increasing  rap id ity  while it sim ultaneously  
h a s  a  tendency to rise by  v irtue o f the fact th a t this value of 
labor-pow er p rog ress iv e ly  takes in the va lue  of a  w hole series 
of com m odities which h av e  becom e m ass  consum er goods, 
w hereas fo rm erly  they were reserved  for a  very  sm all p a rt 
o f the popu latio n .

B asically , the entire h isto ry  o f  trade between the sixteenth  
a n d  twentieth cen tury  is the h isto ry  o f  a  progress ive  transfor­
m a tio n  fr o m  trade in lu x u ry  g o o d s  into trade in m a ss  consu­
m er goods; in to  trad e  in go o d s destined for an  ever increas­
ing  p o rtio n  of the p o p u latio n . It is on ly  with the developm ent 
of the ra ilro a d s , of the m eans for fast n av ig a tio n , of teleg­
rap h y , etc., th a t it becam e possib le  for the whole w orld to 
be m arsh a le d  into a  rea l potential m arke t for each g rea t 
cap ita lis t p roducer.

The idea of a n  unlim ited m ark e t does not, therefore, m erely 
im ply  g eo g rap h ic  ex p an sio n , b u t econom ic expansion , a v a il­
ab le  p u rch a s in g  pow er, a lso . To take a  recent exam ple: the 
e x tra o rd in a ry  rise in the p ro d u ctio n  of d u rab le  consum er 
g o o d s in w orld  cap ita list p ro d u ctio n  d u rin g  the p as t fifteen 
y ears  w as n o t a t all due to a n y  g eo g rap h ic  ex p an sio n  of the 
cap ita lis t m ark e t; on  the c o n tra ry , it w as accom pan ied  by  a 
g e o g rap h ic  reduction  in the cap ita list m arket, since a  whole 
series of countries were lost to it d u rin g  this period. There 
a re  few, if an y , au tom obiles of French , Ita lian , G erm an, 
B ritish, Ja p an e se  o r  A m erican  m anufac tu re  exported  to the 
Soviet U nion , C hina, N o rth  V ietnam , C uba, N o rth  K orea, 
o r  the countries of E ast E urope. N evertheless, this expansion  
did  tak e  place, th an k s to the fact th a t a  m uch g rea te r frac­
tion of the a v a ila b le  p u rch a s in g  power, which h a d  increased 
a b so lu te ly  as  well, w as used for b u y in g  these d u rab le  con­
sum er goods.

It is no  accident th at this ex p an sio n  h as  been accom panied  
b y  a  m ore o r  less perm an en t a g ricu ltu ra l crisis in ind u stria lly  
a d v an ced  countries, where the consum ption  of a  whole group  
of ag ric u ltu ra l p ro d u cts  h a s  not o n ly  ceased to increase on  a 
rela tive  b asis  but is even b eg inn ing  to show an  absolu te  de­
cline: for exam ple, the consum ption  of b read , potatoes, an d  
o f com m onplace fruits like apples, pears , etc.

P roduction  for a n  unlim ited m arke t, u nder com petitive con- 
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ditions, results in increased production , for an  increase in 
production  perm its a reduction in costs an d  affords the m eans 
for beating  a  com petitor by  underselling  him.

If we look a t the long-term  change in the value of all com ­
m odities which a re  produced on a  larg e  scale in the capitalist 
w orld, there can  be no doub t th a t their value h a s  declined 
considerably . A dress, knife, p a ir  of shoes, o r  schoolboy’s 
notebook to d ay  h as  a  value in h o u rs  an d  m inutes of lab o r 
which is far lower th an  it w as fifty o r a  hun d red  years ago.

O bviously real production  values m ust be com pared  and  
not sale prices, which include either enorm ous d istribution 
a n d  sales expenses o r swolen m onopolistic super-profits. U sing 
gaso line as an  exam ple, especially the gaso line distributed 
in E urope  an d  o rig in a tin g  in the M iddle East, we find that 
its p roduction  costs are  very  low, b are ly  10 per cent of the 
sale price.

In  an y  event, there can  be no doub t ab o u t the fact that 
this d ro p  in value h a s  ac tua lly  taken  place. G row th in lab o r 
p roductiv ity  m eans a  reduction in the va lue  of goods, since 
the latter a re  m anufactu red  with an  ever reduced q uan tity  of 
labor-tim e. Therein lies the prac tica l tool which capitalism  
possesses for e n la rg in g  its m arke ts an d  defeating its com ­
petitors.

W hat prac tica l m ethod does the capita list h av e  for sh a rp ly  
cutting his p roduction  costs an d  s im ultaneously  sh a rp ly  in­
c reasing  his production? It is the developm ent o f  m echani­
zation, the developm ent of m eans of production , m echanical 
instrum ents of lab o r  of ever increasing  com plexity, o rig in a lly  
powered by  steam  power, then by  gasoline o r  diesel oil, and  
finally by  electricity.

The Growth in the Organic 
Composition of Capital

All cap ita list p roduction  can  be represented in value by  the 
form ula: C» V* S. The value of every com m odity  consists of 
two parts : one p a rt  represents crysta llized  or conserved  value  
an d  the o ther new ly created value. L abor-pow er has  a dual 
function, a d u a l use-value: that of p reserv ing  all existing 
values in the instrum ents of lab o r, m achines, bu ild ings, while 
in co rp o ra tin g  a  fraction  of this value into curren t production;
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an d  th a t o f c rea ting  a  new value, which contains surplus- 
value, profit, as  one of its com ponents. A nother p a rt of this 
new va lue  goes to the w orker, an d  represents the counter- 
va lue  o f his wage. The su rp lu s-v a lu e  po rtio n  is ap p ro p ria ted  
b y  the cap ita list w ithout a n y  counter-value.

We call the equivalent of w ages v a ria b le  cap ita l an d  desig­
nate  it b y  V. W hy is it cap ita l?  Because, in effect, the cap i­
talist a d v an ces  this value; it constitutes, therefore, a  p a r t  of 
h is cap ita l, which is expended before the va lue  of the com m od­
ities p ro d u ced  b y  the w orkers in question  can  be realized.

We call th a t p a r t  o f cap ita l which is tran sfo rm ed  into m a­
chines, bu ild ings, raw  m ateria ls , etc., w hose value is not in­
creased  b y  p ro d u ctio n  b u t m erely  preserved  b y  it, constan t 
cap ita l a n d  designate  it b y  C. The p a r t  of cap ita l called v a r i­
ab le  cap ita l, V, the p a rt  used  b y  the cap ita list to b u y  labor- 
pow er, is so term ed because it is the o n ly  p a rt of capita l 
which lets the cap ita list increase  his cap ita l b y  m eans of a 
su rp lus-value.

Since this is the case, w hat is the econom ic logic of com ­
petition, of the d rive  to increase p roductiv ity , to increase 
m echanical m eans, m achine lab o r?  The logic of this drive, 
th a t is to say , the fu n d am en ta l tendency of the capita list sys­
tem, is to increase the weight of C, the weight of constan t 
cap ita l, with respect to v a ria b le  cap ita l. In the fraction  *£■, C 
tends to increase, th a t is to say , the p a r t  of to ta l cap ita l m ade 
up  b y  m ach ines a n d  raw  m ateria ls , b u t not in w ages, tends 
to increase with the ad v an ces  in m echan ization  a n d  wherever 
com petition com pels cap ita lism  to step up  la b o r  productiv ity .

We call this fraction  -£• the o rg an ic  com position  of capital: 
it is therefore the ra tio  between constan t cap ita l an d  v a ria b le  
capita l, an d  we sa y  th a t in the cap ita list system  this o rg an ic  
com position  h a s  a  ris in g  tendency.

H ow can  the cap ita list acqu ire  new m achines? W hat is the 
m ean in g  of the statem ent th at constan t cap ita l keeps on in­
c reasing?

The fu n d am en ta l o p e ra tio n  of cap ita list econom y is the p ro ­
duction  of su rp lus-va lue . But so lo n g  a s  the surp lus-value 
h a s  m erely  been p roduced , it rem a in s  locked in the com m odi­
ties an d  the cap ita list can n o t use it; u n so ld  shoes cannot be 
tran sfo rm ed  in to  new m achines, into g rea te r productivity . In 
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o rd er to be able to b u y  new m achines, the industria list pos­
sessing shoes m ust sell these shoes, an d  a  p a rt of the p ro ­
ceeds of this sale can  then serve to purchase new m achines, 
as a supp lem entary  constant capital.

Expressed an o th er way: realizing surplus-value is the neces­
s a ry  condition fo r  the accum ulation  o f  capital, an d  capital 
accum ulation  is sim ply  the capita lization  of surplus-value.

Realizing surp lus-value m eans the sale of goods but also 
the sale of such goods under conditions where the surplus- 
value they con tain  can  actually  be realized in the m arket. All 
businesses o p e ra tin g  at av e rag e  productiv ity  in society — whose 
to tal p roduction  therefore co rresponds with socially  necessary 
l a b o r — are  supposed  to realize the to ta l value an d  surplus- 
value p roduced  in their p lan ts, neither m ore n o r less, when 
their g o ods a re  sold. We saw  prev iously  th a t those enter­
prises which a re  above the av e rag e  in their productiv ity  will 
capture  a  p a r t  of the su rp lus-value produced in other enter­
prises, w hereas those op era tin g  a t a  lower th an  av erag e  p ro ­
ductivity  will no t realize a  p a r t  of the su rp lus-value produced 
in their p lan ts  b u t m ust su rren d e r it to other p lan ts which 
a re  technologically  ah ead  of them. Consequently, the reali­
zation  of su rp lus-va lue  m eans the sale of goods under con­
ditions in which all of the su rp lus-value produced  by  the 
w orkers in a  p lan t m an u fac tu rin g  com m odities is actually  
p a id  for b y  their pu rchasers.

As soon  as the stock of go o d s produced  in a  given period 
is sold, the cap ita list is reim bursed  with a  sum  of m oney 
which constitutes the counter-value of the constant capita l 
expended in achieving  this p roduction , th at is to say , the raw  
m ateria ls  used together with the fraction of the value of m a­
chines an d  g oods am ortized  by this production . He has a lso 
been re im bursed  with the counter-value of w ages which he 
ad v an ced  in o rd e r  to effect this production . In  addition , he 
is in possession  of the su rp lus-value produced by  his w orkers.

W hat hap p en s to this su rp lus-value? A p a rt  of it is unpro- 
d uctively  con su m ed  by  the capitalist, for the p o o r fellow has 
to live, h as  to keep his fam ily  alive together with his en­
tourage ; an d  every th ing  he spends for these pu rposes is com ­
pletely w ithdraw n  from  the process of p roduction .

A second p a r t  of the su rp lus-value is accum ulated  an d  is 
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utilized by  being  tran sfo rm ed  into capita l. Accum ulated surplus- 
v a lue  is, consequently , th a t entire p a r t  of surp lus-value which 
is not u n p ro d u ctiv ely  consum ed in  m eeting the p riva te  needs 
of the ru lin g  class, an d  which is transfo rm ed  into capital, 
either into su p p lem en tary  constan t cap ita l, th a t is to say , into 
a  su p p lem en tary  q u an tity  (m o re  exactly: a  v a lu e) of raw  
m ateria ls , m achines, bu ild ings; o r  into supp lem en tary  v a ri­
able cap ita l, th a t is to say , m eans for h irin g  m ore w orkers.

We now  u n d e rs ta n d  w hy the accum ulation  of capita l is the 
cap ita lizatio n  o f su rp lus-value, th at is to say , the tran sfo rm a­
tion of a  la rg e  p a rt  of su rp lu s-v a lu e  into supp lem entary  capi­
tal. A nd we a lso  u n d ers tan d  how the process of grow th in 
the o rg an ic  com position  of cap ita l represents an  unin terrupted  
succession of cap ita lization  processes, th at is to say , of the 
p rod u ctio n  of su rp lu s-v a lu e  b y  w orkers an d  its tran sfo rm atio n  
b y  the cap ita lists  into su p p lem en tary  bu ild ings, m achines, 
raw  m ate ria ls  a n d  w orkers.

It is consequently  inaccurate  to sa y  th at it is the capita list 
who creates em ploym ent, since it is the w o rk er who produced 
the su rp lus-va lue , which w as capita lized  b y  the capitalist, and  
used, a m o n g  o ther things, for h irin g  m ore w orkers. In  reality, 
the entire m ass  o f fixed w ealth we see in  the w orld, the whole 
m ass  of p lan ts, m achines, ro ad s , ra ilro a d s , po rts , h a n g a rs , 
etc., etc., all of this en o rm o u s m ass  of wealth is no th ing  but 
the m ate ria liza tio n  of a  m ass  of su rp lus-va lue  created by  the 
w orkers, of n o n reim b u rsed  la b o r  which w as transfo rm ed  in­
to p riv a te  p ro p erty , into cap ita l for the capita lists. It is, in 
other w ords, a  co lossal p ro o f of the continuous explo itation  
u n d e rg o n e  b y  the w o rk in g  c lass since the o rig in  of capita list 
society.

Do all cap ita lis ts  p ro g ress iv e ly  ad d  m achines, increase their 
constan t cap ita l a n d  the o rg an ic  com position  of their capital? 
N o, the increase  in the o rg an ic  com position  of capita l takes 
place a n tag o n is tically , b y  w ay  of a  com petitive struggle  g o v ­
erned  b y  th a t law  which the g rea t F lem ish p ain ter, Peter 
B reughel, p o r tra y ed  in an  eng rav in g : the big fish  eat the 
little.

The com petitive strugg le  is therefore accom panied  b y  a 
con tinuous concen tration  of cap ita l, b y  the displacem ent of 
a la rg e  n u m b er of businessm en b y  a  sm alle r num ber, and  
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by  the tran sfo rm atio n  of a certain  num ber of independent 
business people into technicians, m anagers, foremen, and  even 
sim ple su b o rd in a te  office personnel an d  workers.

Competition Leads to 
Concentration and Monopoly

The concentration  of capita l is ano ther perm anent law  of 
capitalist society an d  is accom panied  b y  the p ro le tarian iza­
tion of a p a r t  of the bourgeo is class, the ex p ro p ria tio n  of a 
certain  n um ber of b ourgeo is by  a  sm aller num ber of b o u r­
geois. T h a t is why the C om m unist M anifesto  of M arx and  
Engels em phasizes the fact th at capitalism , which claim s to 
defend p riv a te  property , is in  reality  a destroyer of this p ri­
vate p roperty , an d  carries out a constan t, perm anent expro ­
p ria tio n  of a g rea t num ber of p ro p rie to rs  by  a relatively sm all 
num ber of p ro p rie to rs . There a re  several industria l branches 
in which this concentration  is p a rticu la rly  strik ing: coal m ining 
h a d  h u n d red s  of com panies d u rin g  the nineteenth century in 
a coun try  like F rance  (there were a lm ost two h undred  in 
Belgium ); the au tom obile  in d u stry  h ad  a  h undred  o r m ore 
firm s a t the beg inn ing  of the century in countries like the 
United States an d  E ng land , w hereas to d ay  their num ber has  
been reduced to four, five o r  six such com panies a t most.

Of course, there a re  industries where this concentration  h as  
not been ca rried  so far, such as the textile industry , the food 
industry , etc. In  general, the g rea te r  the o rg an ic  com position 
of capita l in an  in dustria l b ran ch , the g reater is the concentra­
tion of cap ita l, an d  conversely, the sm aller the o rg an ic  com posi­
tion of cap ita l, the sm aller is the concentration  of capital. 
W hy? Because the sm aller the o rg an ic  com position  of capital, 
the less cap ita l is requ ired  at the beg inn ing  in o rd er to enter 
this b ran c h  an d  estab lish  a new venture. It is far easier to 
put together the m illion o r  two m illion d o lla rs  necessary for 
b u ild ing  a  new textile p lan t th an  to assem ble the hundreds 
of m illions needed to set up  even relatively  sm all steel works.

Capita lism  w as b o rn  of free com petition an d  is inconceivable 
w ithout com petition. But free com petition produces concen­
tra tion , an d  concentration  produces the opposite  of free com ­
petition, nam ely , m onopo ly . W here there a re  few producers, 
they can  read ily  reach  agreem ents, a t the expense of the con- 
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sum ers, in d iv id ing  up  m arke ts an d  preventing  an y  low ering 
of prices.

So in the sp an  of a  century, the w hole capita list dynam ic 
ap p e a rs  to h av e  changed  its natu re . F irs t we h av e  a  m ove­
ment proceed ing  in the direction of a  constan t fall in prices 
because of a  constan t rise in p roduction  an d  a  constan t m ul­
tip lication  of the nu m b er of enterprises. At a  certain  point, 
the sh a rp en in g  of com petition b rin g s  with it a  concentration  
of en terprises an d  a  reduction  in the num ber of enterprises. 
The rem a in in g  com panies a re  now able to reach  agreem ent 
on  p reven ting  further price reductions an d  such agreem ent 
can  o n ly  be ho n o red , of course, b y  lim iting production . The 
e ra  of m o n o p o ly  cap ita lism  thus displaces the e ra  of free 
com petitive cap ita lism  a t the b eg inn ing  of the las t q u a rte r  
of the nineteenth century.

N a tu ra lly , when we sp eak  of m o n o p o ly  capita lism , we m ust 
not in the least presum e a  cap ita lism  which h a s  completely 
e lim inated  com petition. There is no  such thing. We sim ply 
m ean  a cap ita lism  w hose b asic  b eh av io r h as  changed, that 
is to say , it no  lon g er strives fo r a  constan t low ering  of prices 
b y  m ean s o f a  co n stan t increase in p roduction ; it uses the 
technique of d iv id ing  up  the m arket, of setting up  m arket 
quo tas . But this process w inds up  in a  p a ra d o x . W hy do 
cap ita lists  w ho b e g a n  as  com petitors now tu rn  to concerted 
action  in o rd e r  to lim it this com petition an d  to lim it production  
as  well? The answ er is th at it is a  m ethod of increasing  their 
profits. T hey on ly  do  so if it b rin g s  them m ore profits. Limit­
ing  p ro d u ctio n  perm its in creasin g  prices, b rin g in g  g reater 
profits an d  consequently  increased  cap ita l accum ulation.

This new cap ita l can  no lon g er be invested in the sam e 
b ran c h , since this w ould m ean  an  increase in productive 
capac ity , resu lting  in increased  p roduction , an d  lead ing  to 
a  low ering o f prices. C apita lism  h a s  been cau g h t up in this 
co n trad ic tion  com m encing  with the last q u a rte r  of the nine­
teenth century. It then sudden ly  acquired  a  q u a lity  which only  
M arx  h a d  foreseen an d  which w as not g rasp ed  by  econom ists 
like R icardo  o r A dam  Sm ith; suddenly , the capita list m ode 
of p ro d u ctio n  took  on  a  m iss io n a ry  role. It began  to sp read  
th ro u g h o u t the w orld  b y  m eans of capital exports, which en­
ab led  cap ita list en terprises to be set up  in countries o r  sectors 
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where m onopolies h a d  not yet entrenched themselves.
The consequence of m onopo ly  in certain branches and  of 

the sp read  of m o nopo ly  capitalism  in certain  countries is that 
the capita list m ode of production  h as  been reproduced  in 
branches still free from  m on o p o ly  control an d  in countries 
which h a d  not yet become capitalist. This is how colonialism  
in all its varieties m an ag ed , tow ard  the beginning  of the 
twentieth century  to sp read  like a  pow der tra in  in the course 
of a  few decades, s ta rtin g  from  the sm all p a rt  of the w orld 
to which the capita list m ode of p roduction  w as limited, and  
eventually  em brac ing  the w hole w orld. Every coun try  on  the 
m ap  w as thus transfo rm ed  into a  sphere of influence an d  field 
of investm ent for capital.
Tendency of the Average 
Rate of Profit to Decline

We saw  prev io u sly  that the su rp lus-value produced by  the 
w orkers in each factory  rem ained  "locked" in the products, 
and  th at the question whether o r  not this su rp lus-value would 
be realized b y  the capita list facto ry  ow ner w as decided by  
m arket conditions, that is to say , by  the possib ility  for the 
factory to sell its p roducts a t a  price which w ould allow  all 
of this su rp lus-value to be realized. By ap p ly in g  the law of 
value developed earlier, we can  set up the following rule: all 
enterprises which a re  p ro d u cin g  a t the av erag e  level of p ro ­
ductivity will, ro u g h ly  speak ing , realize the surp lus-value 
produced by  their w orkers, th at is to say , they will sell their 
p roducts a t a price equal to the value of these products.

But this will no t be the case for two categories of enterprises: 
those o p e ra tin g  below an d  those op era tin g  above the av e r­
age level of productiv ity .

W hat is the ca tegory  of enterprises o pera ting  below the 
average  level of p roductiv ity? This is noth ing  but a generali­
zation of the lazy  shoem aker we m entioned previously . It is, 
for exam ple, a  steel mill which produces 5 00 ,000  tons of 
steel in 2.2 o r  2 .5  o r  3 m illion m an-hours, when the na tiona l 
average  for this p roduction  is 2 m illion m an-hours. It is 
therefore w asting  social labor-tim e. The su rp lus-value p ro ­
duced b y  the w orkers in this factory  will not be realized in 
its entirety by  the ow ners of this plan t; it will w ork  a t a  profit 
below the a v e rag e  rate  of profit for all enterprises in the 
country.
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But the to ta l m ass of su rp lus-va lue  produced  in society is a 
fixed m ass, dependent in the last an a ly sis  on the total num ber 
of lab o r  h o u rs  supplied  by  all w orkers engaged  in production . 
This m eans th at if there a re  a  certa in  num ber of enterprises 
which do n o t realize all the su rp lus-value produced by  their 
w orkers because the en terprises are  op e ra tin g  below the av er­
age level of p ro ductiv ity  an d  h av e  therefore wasted social 
labor-tim e, then there is an  unexpended balance  of surplus- 
v a lu e  av a ila b le  which is cap tu red  by  the p lan ts opera ting  
ab o v e  the av e ra g e  level of productiv ity . H av in g  economized 
on  social labor-tim e, the latter a re  rew arded  by  society.

This theoretical e x p la n a tio n  is a general dem onstra tion  of 
the m echan ism  determ ining  the m ovem ent of prices in capi­
talist society. H ow does this m echanism  opera te  in practice?

Let us sa y  the av e rag e  selling price of a locom otive is a 
m illion d o lla rs. W hat then will be the difference between a 
p lan t o p e ra tin g  below the av e ra g e  p roductiv ity  of lab o r  and  
one o p e ra tin g  ab o v e  it? The first will spend, let us say , 
$ 9 0 0 ,0 0 0  to p roduce  a  locom otive, an d  its profit will be 
$1 0 0 ,0 0 0 . On the o ther h an d , the p lan t p ro d u cin g  above the 
a v e rag e  level o f la b o r  productiv ity , will spend, let us say , 
$ 7 5 0 ,0 0 0  a n d  will m ak e  $ 2 5 0 ,0 0 0  profit, th at is 33 per cent 
on  its cu rren t p rodu ctio n , w hereas the a v e rag e  rate  of profit 
is 18 p er cent a n d  enterprises w o rk in g  a t this a v e rag e  social 
la b o r  p ro d u ctiv ity  p ro d u ced  locom otives at a  cost of $850,000, 
realiz ing  $ 1 5 0 ,0 0 0  in profit, th at is to say , 18 per c e n t.( l )

In  o ther w ords, cap ita list com petition fav o rs  those enter­
p rises which a re  technologically  ah ead ; these en terprises realize 
superpro fits  as  co m p ared  with the a v e rag e  profit. A verage 
profit is b as ica lly  an  a b s tra c t idea, exactly  like value. It is 
a n  ’ av e ra g e  a ro u n d  which the real profit rates of different 
b ran ch es  an d  en terprises fluctuate. C ap ita l flows tow ard  the 
b ran ch es  where there a re  superp ro fits  an d  flows aw ay  from  
those b ran ch es  in which profits a re  below the average. By 
v irtue  o f this ebb an d  flow of cap ita l from  one b ran ch  to 
an o th e r, the ra tes  of profit tend to ap p ro x im ate  this average, 
w ithout ever com pletely reach in g  it in an  absolu te  and  m e  
chan ica l way.

( 1 )  In  r e a l i ty ,  the  c a p i ta l is ts  d o  n o t f ig u re  th e ir  p r o l i t  r a te  o n  the  b a s is  
o f  c u r r e n t  p r o d u c t io n ,  b u t o n  th e ir  in v e s te d  c a p ita l ;  in  o r d e r  to  a v o id  c o m ­
p lic a te d  c a lc u la t io n s ,  we c a n  im a g in e  th a t  the  e n tir e  c a p i ta l  is a b s o rb e d  
in  the  p r o d u c t io n  o f  o n e  lo c o m o tiv e .
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This is the w ay then that equalization  of the rates of profit 
is effected. There is a very  sim ple w ay to determine this ab ­
stract av e rag e  rate  of profit: we take the total m ass of surplus- 
value produced by  all w orkers in a given year and  in a given 
country, an d  d raw  its ratio  to the to ta l m ass of capital in­
vestment in th at country.

W hat is the form ula  for the rate  of profit? It is the ratio  
between surp lus-value an d  to ta l capital. It is therefore c tf- 
Still ano ther fo rm ula  m ust be considered as well: £ ;
this is the rate o f  surplus- value, o r better still, the rate o f  
explo ita tion  o f  the w ork ing  class. It specifies the w ay in which 
the newly produced  value is divided between w orkers and  
capitalists. If, for instance, f  equals 100 per cent this m eans 
that the newly produced  va lue  is divided into two equal parts , 
one p a rt go in g  to the w orkers in the form  of w ages, the other 
going  to the bourgeo is class in the form  of profits, interest, 
dividends, etc.

When the explo itation  rate  of the w ork ing  class is 100 per 
cent, the 8 -hour w ork ing  d a y  then consists of two equal parts: 
4 h ours of la b o r  in which the w orkers produce the counter- 
value of their w ages, an d  4 h o u rs  in which they supp ly  g ra ­
tuitous lab o r, lab o r  which is not p a id  for by  the capitalists 
and  its p ro d u ct a p p ro p ria te d  by  the latter.

At first sight, it seem s th a t if the o rg an ic  com position of 
capita l •$- increases, the profit ra te  will decline, since
C becom es increasing ly  g rea te r relative to V, an d  5  is a 
p roduct of V  an d  not of C. But there is a  factor that can 
neutralize the effect of an  increase in the o rg an ic  com posi­
tion of capita l: it is precisely a n  increase in the surp lus-value 
rate.

If S over V, the su rp lus-value rate  increases, this m eans 
that in the fraction  both  the n u m era to r an d  denom inato r 
increase, an d  in this case the value of the fraction can  rem ain  
the sam e, u nder conditions where the two increases occur in 
a certain  p ro p o rtio n .

In o ther w ords, an  increase in the su rp lus-value rate can 
neutralize the effects of an  increase in the o rg an ic  com position 
of capital. Let us assum e th at the value of production  C -V *S 
goes from  100 O lO O l^ lO O S  to 2 0 0 C M 0 0 V - 100S. The o r­
ganic com position  of cap ita l will therefore go from  100 to 200 
per cent, the profit rate  will fall from  50 to 33 per cent. But 
if at the sam e time the su rp lus-va lue  goes from  100 to 150, 
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th at is to say , the su rp lu s  v a lu e  ra te  goes from  100 to 150 
per cent, then the profit rate  rem ains a t 50  per cent: the 
increase in the su rp lus-va lue  rate  neutralizes the effect of the 
increase in the o rg an ic  com position  of capital.

C an  these two m ovem ents occur in exactly  the necessary  
p ro p o rtio n s  for them  to neutralize each o ther?  Here we touch 
the b asic  w eakness, the Achilles heel of the cap ita list system. 
These two m ovem ents can n o t develop p ro p o rtio n a lly  over 
the long  run . There is no lim it w hatever to the increase in 
the o rg an ic  com position  of capita l. F o r V  there is a  theoreti­
cal lim it of zero, a ssu m in g  the a rr iv a l  of to ta l au tom ation . 
But can  a lso  increase in  an  unlim ited w ay, without an y  
lim it w hatever?  N o, for in o rd e r  to produce su rp lus-value it 
is n ecessary  to h av e  w o rk in g  w orkers, an d  this being the 
case, the fraction  of the w o rk d a y  in which the w orker rep ro ­
duces his ow n w age can n o t fall to zero. It can  be reduced 
from  8 h o u rs  to 7, from  7 h o u rs  to 6, from  6 h o u rs  to 5, 
from  5 h o u rs  to 4, from  4 h o u rs  to 3, from  3 h o u rs  to 2, 
from  2 h o u rs  to 1, from  1 h o u r to 50 m inutes. It w ould a l­
rea d y  be a fan tastic  p ro d u ctiv ity  which w ould perm it the 
w o rk er to p roduce  the counter-value of his entire wage in 
50  m inutes. But he could never reproduce the counter-value 
of his w age in zero m inutes an d  zero seconds. There is a 
res id u a l which cap ita list ex p lo itation  can  never suppress.

This m eans th a t in the lo n g  run  the fall in the average  
rate  of profit is inevitable, an d  I p e rso n a lly  believe, con­
t ra ry  to the idea  o f quite a few M arxists, th at this fall is also 
d em o n strab le  in statistics, th at is to say , th at the average  
rates of p rofit to d ay  in the b ig  cap ita list countries a re  m uch 
low er th an  they were 50, 100 o r  150 years ago .

Of course, if we exam ine sh o rte r periods, there a re  fluctua­
tions up an d  dow n; there a re  n um erous factors which come 
into p lay  (we will discuss them later, when dealing  with neo­
cap ita lism ). But for the long  run , the m ovem ent is very  clear, 
b o th  for interest rates an d  profit rates. We shou ld  point out, 
m oreover, th at a m o n g  all the developm ental tendencies of 
cap ita lism , this w as the one m ost c learly  perceived by  the 
theoretic ians of capita lism  them selves. R icardo speaks of it; 
Jo h n  S tu art Mill stresses it; Keynes is h igh ly  aw are of it. 
There w as a m axim  in E ng lan d  at the end of the nine­
teenth century  which w as p rac tica lly  a  p o p u la r  say ing : capi- 
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talism can w ithstand  an y th in g  except a fall in the average 
interest rate  to 2 per cent, because that would kill investment 
incentive.

This m axim  obv iously  contains a certain  kind  of e rro r in 
its reasoning . C alculations of percentages, of profit rates, have 
a real value, but it is still, after all, a relative one to a capi­
talist. W hat interests him  is not exclusively the percentage he 
makes on his capita l, but a lso  the total am oun t which he 
m akes. A nd if the 2 per cent applies not to $ 1 0 0 ,000  but to 
$100 m illion, it still represents $2 m illion, and  the capitalist 
would do an  awful lot of th inking  before he would sa y  that 
he preferred to let his cap ita l lie idle ra th er than  to accept 
the revolting profit of a mere $2 m illion a year.

In practice, we see therefore th at there is no total ha lt in 
investment activ ity  following a fall in the profit and  interest 
rates but ra th e r a slow ing down p ro p o rtio n a l to the fall in 
profit rate  in an  in dustria l b ranch . On the o ther hand , when 
there is m ore rap id  ex pansion  an d  a rising  tendency of the 
profit rate  in certain  in d u stria l b ranches o r in certain  periods, 
then investm ent activity  resum es, speeds up, the m ovem ent 
then seems to feed on itself, an d  the ex pansion  ap p ears  to 
have no lim its up to the time when the tendency reverses once 
more.

The Fundamental Contradiction in the 
Capitalist System and the Periodic 
Crises of Overproduction

C apitalism  h a s  the tendency to extend p roduction  w ithout 
limits, to extend its a re n a  of activity  over the whole world, 
to view all h u m an  beings as potential custom ers. (P a ren ­
thetically, there is a  pretty  con trad iction  w orth stressing, one 
which M arx  a lre a d y  m entioned: each capita list a lw ays likes 
to see o ther cap ita lists  increase the w ages of their w orkers, 
because the w ages of those w orkers a re  p u rch asin g  power for 
the goods of the cap ita list in question. But he cannot allow 
the w ages of his own w orkers to increase, for this w ould ob­
viously reduce his own p ro fit.)

The w orld is consequently  structu red  in a m ost e x tra o rd in a ry  
way, h av in g  becom e an  econom ic unit with an  interdependence 
of its different p a rts  which is extrem ely sensitive. You know 
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all the cliches which h ave  been used  to depict this: if som eone 
sneezes on  the New Y ork Stock Exchange, 10 ,000 peasan ts 
a re  ru ined  in M alaya.

C ap ita lism  produces an  e x tra o rd in a ry  interdependence in 
incom es an d  a  unification  in tastes for all h u m an  beings. M an 
h as  su dden ly  becom e conscious of the w ealth of h u m an  pos­
sibilities, w hereas in p recap ita list society, he w as enclosed in 
the n a rro w  n a tu ra l possibilities of a single region. In the 
M iddle Ages, p ineapples were not eaten in E urope, only  locally  
g ro w n  fruits, bu t to d ay  we eat fruits which m ay  h ave  been 
p ro d u ced  anyw here in the w orld  an d  a re  even beginn ing  to 
eat fruits from  C hina an d  In d ia  which we were not accustom ed 
to ea tin g  p r io r  to the second w orld  w ar.

There a re  consequently  m u tu a l links being  estab lished  am o n g  
p ro d u cts  an d  am o n g  men. E xpressed  in o ther term s, there is 
a  p ro g ress ive  socia liza tion  o f  a ll econom ic life, which is be­
com ing a  single assem blage, a  single fabric. But this whole 
m ovem ent of interdependence is s im ply  centered in an  insane 
w ay  a ro u n d  p riv a te  p ro p erty , p riv a te  a p p ro p ria tio n , by  a 
sm all n u m b er of cap ita lists  w hose p riva te  interests, m oreover, 
collide m ore an d  m ore with the interests of the billions of 
h u m an  beings included in this assem blage.

It is in the econom ic crises th at the con trad iction  between 
the p ro g ress iv e  socialization  of p roduction  an d  the p rivate  
a p p ro p r ia tio n  which serves as  its d riv in g  pow er an d  its sup­
p ort, b rea k s  o u t in the m ost e x tra o rd in a ry  way. F o r cap i­
talist econom ic crises a re  incredible phenom ena  like noth ing  
ever seen before. They a re  not crises of scarcity, like all pre­
cap ita lis t crises; they a re  crises of overproduction . The un­
em ployed  die of h u n g er not because there is too little to eat 
b u t because there is rela tively  too g rea t a supp ly  of foodstuffs.

At first s ig h t the th ing  seems incom prehensible. How can  
a n y o n e  die because there is a  su rp lu s  of food, because there 
is a su rp lu s  of g o o d s?  But the m echanism  of the capitalist 
system  m ak es this seem ing p a ra d o x  u nders tandab le . Goods 
which do not find b u y ers  not on ly  do not realize their surplus- 
v a lu e  but they do  not even retu rn  their invested capital. The 
s lum p in sales therefore forces businessm en to suspend their 
o p era tio n s . T hey a re  therefore forced to lay  off their w orkers. 
A nd since the laid-off w orkers h av e  no reserves, since they 
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can subsist on ly  when they are  selling their labor-pow er, un­
em ploym ent obv iously  condem ns them to the starkest poverty 
and precisely because the relative abundance  of goods has 
resulted in a  slum p in sales.

The factor of periodic econom ic crises is inherent in the 
capitalist system  an d  rem ains unsurm ountab le . We shall see 
further on th at this rem ains equally  true in the neo-capitalist 
regime in which we are  now living, even if these crises are  
now called "recessions." Crises a re  the clearest m anifestation 
of the fundam ental contradiction  in the system  an d  a periodic 
rem inder th a t it is condem ned to die sooner o r  later. But it 
will never die au tom atically . It will a lw ays be necessary to 
give it a  conscious little push  to effect its demise, an d  it is 
our job , the jo b  of the w orking-class m ovem ent, to do the 
pushing.
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HI. Neo- Capitalism

The Origins of Neo-Capitalism

The g rea t econom ic crisis of 1929 first changed  the attitude 
o f the b ourgeo isie  an d  its ideologists tow ard  the state; sub­
sequently  it chan g ed  the attitude of this sam e bourgeoisie  to­
w ard  the future of its own system .

Som e y ears  ag o  a no to rio u s  tria l took  place in the United 
States, the tria l of A lger Hiss, who h ad  been an  assistan t in 
the State D epartm ent d u rin g  the w ar. At H iss's trial, one of 
his m ost intim ate  friends, a jo u rn a lis t  for the Luce pub lica­
tions n am ed  W hittaker C ham bers, w as the key witness in his 
conviction  for perju ry , ac tu a lly  as a Com m unist who had  
allegedly  stolen docum ents from  the State D epartm ent and  
p assed  them o n  to the Soviet U nion. This C ham bers, who was 
som ew hat neurotic, h a d  been a C om m unist d u rin g  the first 
ten y ea rs  of his ad u lt life an d  w ound up as religious editor 
of the weekly m agazine Time. He wrote a lengthy confes­
sio n a l u n d er the title Witness. In this book  there is a p assag e  
sta tin g  a p p ro x im ate ly  the follow ing concern ing  the 1929- 
1939 period: "In E urope  the w orkers a re  socialist an d  the 
bourg eo is ie  a re  conservatives; in Am erica, the m iddle classes 
a re  conservatives, the w orkers a re  dem ocrats, an d  the b o u r­
geoisie a re  com m unists."

It is o b v io u sly  a b su rd  to present things in this o u trageous 
w ay. But there can  be no d oub t that the year 1929 an d  the 
period  follow ing the g rea t crisis of 1929-1932 was a tra u ­
m atic experience for the A m erican bourgeoisie  which h ad  been 
the on ly  one in the whole w orldw ide capita list class to be 
im bued with a complete, blind  confidence in the future of the 
"free enterprise" system . It suffered a terrible shock du rin g  
this 1929-1932 crisis, a period  which w as in general the 
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equivalent for A m erican society, so far as becom ing conscious 
of the social question an d  questioning  the capitalist system 
are  concerned, to the period  E urope went th ro u g h  at the 
birth of the socialist w orkers' m ovem ent, the period  from  
1865 to 1890 in the p ast century.

F o r the bourgeoisie, this questioning  of the system  took 
vario u s  form s on  the w orld  scale. It took  the form  of an  a t­
tempt to consolidate  capitalism  by  m eans of fascism  an d  other 
a u th o rita r ian  experim ents in certain  Western, Central and  
Southern E u ro p ean  countries. It took a less violent form  in 
the United States, an d  it is this Am erican society of the years 
1932-1940 which foreshadow s w hat is called neo-capitalism  
today.

Why is it that it w as not an  extended an d  generalized fascist 
experience which g ave  neo-capitalism  its fundam ental c h a rac ­
teristic but ra th e r the experim ent of an  "idyllic detente" in 
social tensions? The fascist system  w as a  regim e o / extrem e 
social, econom ic an d  political crisis, of extrem e tensions in 
class rela tionships, which, in the final an a ly sis , w as determ ined 
by a long  period  of econom ic stag n a tio n , in which the m arg in  
for d iscussion an d  nego tia tion  between the w ork ing  class and  
the bourgeoisie  w as v irtu a lly  reduced to zero. The capitalist 
system h a d  become incom patib le  with a n y  residue of a m ore 
o r less independent w orking-class m ovem ent.

In the h isto ry  of capita lism  we can  d istinguish  between its 
periodic crises which recur every  5, 7, o r  10 years an d  its 
cycles of a  longer period, which were first discussed by  the 
Russian econom ist K ondra tie f an d  which m ay  be called long­
term cycles of 25 to 30 years. A long-term  cycle characterized  
by  high g row th  rates is often followed b y  a  long-term  cycle 
characterized  by  a  low er grow th  rate. It seems o b v ious to me 
that the period  of 1913 to 1940 w as one of these long-term  
cycles of s ta g n a tio n  in cap ita list p roduction , d u rin g  which all 
the successive cycles from  the crisis of 1913 to th at of 1920, 
from  the crisis of 1920 to that of 1929, were m ark ed  by  p a r ­
ticu larly  severe depressions because of the fact that the long­
term trend  w as one of stag n a tio n .

The long-term  cycle which b eg an  with the second w orld 
war, an d  in which we still rem ain  — let us call it the 1940- 
1965 o r 1940-1970 cycle— has, on  the c o n tra ry , been ch a r­
acterized by  ex p an sio n , an d  because of this expansion , the 
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m arg in  for nego tia tion  an d  discussion  between the bourgeoisie 
a n d  the w ork in g  class h a s  been en larged . The possib ility  has 
thus been created  for streng then ing  the system  on the basis  
of g ran tin g  concessions to the w orkers, a  po licy which is be­
in g  p racticed  on an  in te rn atio n al scale in Western E urope and  
N o rth  A m erica an d  m ay  even be extended to several countries 
in S outhern  E urope  in the n ea r future. This neo-capitalist 
po licy is b ased  on  ra th e r close co llab o ra tio n  between an  ex­
pan siv e  b ourgeo isie  an d  the conservative forces of the lab o r  
m ovem ent a n d  is fun d am en ta lly  susta ined  b y  a  rising  trend 
in the s ta n d a rd  of liv ing  of the w orkers.

N evertheless, in the b a c k g ro u n d  of this whole developm ent 
rem ain s  the question  m ark  p laced  over the system , the doubts 
re g a rd in g  the future of the cap ita list system , an d  on  th at level 
there is no lon g er an y  doubt. In all the decisive layers of 
the bourgeo isie , the deepest conviction reigns th at the au to m ­
atism  of the econom y of an d  by itself, the "m arket m echanism " 
can n o t in su re  the su rv iv a l of the system , th at it is no longer 
possib le to rely  on  the au to m atic  in ternal functioning of capi­
talist econom y, an d  th at a conscious an d  ex p an d in g  inter­
vention, m ore an d  m ore reg u la r  an d  system atic in character, 
is necessary  in o rd er to sav e  this system .

To the extent th at the b ourgeo isie  itself is no longer confi­
dent th a t the au to m atic  m echanics of cap ita list econom y will 
su sta in  its rule, an o th e r force m ust intervene for an y  long­
term  sa lv a tio n  of the system , a n d  this force is the state. N eo­
cap ita lism  is a  cap ita lism  whose preem inent characteristic  is 
the g row th  of intervention  b y  the state into econom ic life. F rom  
this poin t of view as  well, the cu rren t neo-capitalist experience 
in W estern E u ro p e  is on ly  an  ex tension of the Roosevelt ex­
perience in the U nited States.

To u n d e rs ta n d  the o rig in s  of presen t-day  neo-capitalism , 
how ever, we m ust a lso  take  a  second factor into account to 
e xp la in  the g ro w in g  in tervention  in  econom ic life by  the state, 
an d  th a t is the co ld  war. M ore genera lly  this can  be viewed 
as the challenge which the to ta lity  of an ticap ita list forces have 
hu rled  a t w orld  capita lism . This clim ate of challenge m akes 
the perspective of an o th e r serious econom ic crisis of the 1929- 
1933 type com pletely in to lerable  to capita lism . Im agine w hat 
w ould h ap p en  in G erm any  if there were five m illion unem- 
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ployed in West G erm any while a scarcity  of lab o r  existed in 
East G erm any. It is easy  to see how intolerable this w ould 
be from a political point of view, an d  this is w hy state inter­
vention into the econom ic life of the capitalist countries is 
above all anticyclic, or, if you prefer, anticrisis  in character.

A Permanent Technological Revolution
Let us dwell a m om ent upon  this phenom enon of long-term  

expansion . W ithout this the specific neo-capitalism  we have 
witnessed in W estern E urope for 15 years is incom prehensible.

This long-term  cycle sta rted  in the United States with the 
second w orld w ar. In o rd er to un d ers tan d  the causes of this 
phenom enon we m ust rem em ber that in m ost of the other 
exp an d in g  cycles in the h isto ry  of capita lism  we find the sam e 
com m on element repeated: technological revolutions. It is 
no accident th at a cyclical expansion  of the sam e kind  p re­
ceded the period  of s tag n a tio n  an d  crisis of 1913-1940. The 
end of the nineteenth century w as an  extrem ely peaceful period  
in the h isto ry  of capita lism , d u rin g  which there were no w ars, 
o r p ractically  none, except for co lonial w ars, an d  d u rin g  which 
a whole series of technological researches an d  discoveries 
from  the p rev ious p hase  b egan  to find their application . In 
the current period  of ex p an sio n , we are  witnessing an  accel­
erated technical p ro g ress , a genuine technological revolution, 
for which the expression  "second in d u stria l revolution" o r  
"third in d u stria l revolution" h a rd ly  seems adequate . We find 
ourselves, in fact, before an  a lm ost u n in terrup ted  tra n sfo rm a ­
tion of the techniques of production . This phenom enon is v ir­
tually  a by-p roduct of the p erm anen t a rm s  race, of the cold 
w ar in which we h ave  been involved  since the end of the 
second w orld  w ar.

In fact, if you carefully  exam ine the o rig in  of 99  per cent 
of the technological changes applied  to production , you will 
see that they a re  m ilitary ; you will see that these changes are  
by-products of new techniques which first found their app lica­
tion in the m ilita ry  sphere. It is on ly  later, after a longer o r 
shorter time lag , th at they come into the public dom ain  to a 
certain extent an d  a re  applied  in the sphere of civilian p ro ­
duction.

So true is this fact that the advocates for a French  s trik ing  
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force (n u clea r force) a re  u sing  it as a  m ajo r a rg u m en t today . 
They ex p la in  th at if this strik in g  force is not developed, the 
techniques which will determ ine an  im p o rtan t p a rt of indus­
tria l p roductive  processes in 15 o r 20  years will no t be know n 
in F ran ce , for they will all be the by-products of nuclear tech­
n iques a n d  their allied techniques on  the in dustria l level.

Here I do not wish to debate this thesis which I consider 
unaccep tab le  in o ther respects; I sim ply  wish to underline 
th a t it confirm s, even in a som ew hat "extremist" fash ion , that 
m ost of the technological revolu tions which we a re  und erg o ­
ing  in the in d u str ia l d o m ain  an d  in productive  technique gen­
e ra lly  a re  by-p ro d u cts  of technical revolu tions in the mili­
ta ry  sphere.

To the degree th at we a re  invo lved  in a  p erm anen t cold 
w ar, which is ch aracterized  b y  a  p erm anen t search  for tech­
nical ch an g es  in the sphere of arm am ents , we have  a  new 
factor here, a  so-to-speak, ex tra-econom ic source, which feeds 
co n tinuous changes into p roductive  technique. In the past, 
when this au to n o m y  in technological research  did not exist, 
when it w as essentia lly  a p ro d u ct of ind u stria l com panies, 
there w as a m a jo r  factor which determ ined the cyclical p ro g ­
ress of this research . The ind u stria lis t w ould say: we m ust 
slow up in n o v atio n s  now, because we h ave  extrem ely costly 
in sta lla tio n s  which m ust first be am ortized. T hey m ust be­
com e p ro fitab le , their in sta lla tio n  costs m ust be covered, be­
fore we can  s ta r t o u t on  an o th e r phase  of technological change.

This is so true that econom ists like Schum peter, for ex­
am ple , h av e  used this cyclical rhy thm  in technical revolu­
tions as  the b asic  ex p lan a tio n  for successive long-term  cycles 
of ex pansion , o r  for long-term  cycles of stag n a tio n .

T o d ay  this econom ic m otive does not act in the sam e way. 
On the m ilita ry  level, no reaso n s a re  va lid  for pu tting  an 
end to the research  for new w eapons. On the co n tra ry , the 
om nipresen t d a n g e r exists that the enem y will be the first to 
find a new w eapon. There is consequently  a real stim ulus 
for perm an en t research , un in te rru p ted  an d  p ractically  without 
an y  econom ic consideration  (a t least for the United States), so 
th at the river flows on  with v irtu a lly  no obstruction . This 
m eans th at we a re  p assin g  th ro u g h  an  e ra  of a lm ost unin­
terrupted  technological tran sfo rm atio n  in the sphere of pro- 
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duction. You have  only  to recall w hat has  been produced 
during  the last 10-15 years, s ta rtin g  with the release of nu­
clear energy  an d  proceeding th rough  au tom ation , the devel­
opm ent of electronic com puters, m iniaturization , the laser and  
a whole series of phenom ena in o rd er to g ra sp  this tran sfo r­
m ation, this un in terrup ted  technological revolution.

The term "continuous technological revolution" is now just 
an o th er w ay  of say in g  th at the renew al period  of fixed capi­
tal h as  been shortened. This explains the w orldwide ex p an ­
s ion of capita lism . Like every long-term  expansion  in the 
capitalist system , the limits of the present ex pansion  are  de­
term ined by the am o u n t of fixed investments.

The rap id  renew al of fixed cap ita l a lso  explains the reduc­
tion in length of the b asic  econom ic cycle. This cycle is n o r­
m ally  determ ined by  the age of the fixed capital.

To the extent that this fixed capita l is now renewed at a 
m ore rap id  rate, the length of the cycle is a lso  narrow ed. 
We no lo n g er h av e  crises every seven o r  10 years but in­
stead  h av e  recessions every  four to five years. We have en­
tered a far m ore rap id  series of cycles of fa r  shorte r d u ratio n  
th an  those which occurred  p r io r  to the second w orld war.

Finally , to conclude this ex am in a tio n  of the conditions un­
der which to d ay 's  neo-capitalism  is developing, there is a 
ra th e r im p o rtan t change tak in g  place on a w orld scale in 
the conditions u nder which capita lism  exists an d  is developing.

On the one h an d , there is an  enlargem ent of the so-called 
socialist cam p, an d  on the o ther, the colonial revolu tion . And 
while the balance, so far as  a  w idening of the "socialist camp" 
is concerned, effectively represents a loss from  the point of 
view of w orld  capita lism  — loss of raw  m ateria ls , investm ent 
opportun ities for cap ita l, m arkets, an d  on  all o ther levels — 
the balance, so far as the colonial revolu tion  is concerned, 
p a ra d o x ic a l as this m ay  seem, h a s  not as  yet resulted in a 
su b stan tia l loss to the cap ita list w orld. On the co n tra ry , one 
of the concom itan t factors ex p la in in g  the scale of economic 
ex p an sio n  of the im peria list countries o ccu rrin g  in this phase, 
is the fact that, in so far as  the co lonial revolu tion  rem ains in 
the fram ew ork  of the cap ita list w orld m arke t (except where 
it g ives b irth  to o ther so-called socialist states), it serves as 
a stim ulus to the p roduction  an d  export of in dustria l equip- 
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ment, the p roducts of h eav y  in d u stry  in the im peria list 
countries.

This m eans th at the in dustria liza tion  of the underdeveloped 
countries, neo-colonialism , the developm ent of a  new b o u r­
geoisie in the co lon ial countries, all constitute fu rther supports , 
together with the technological revolu tion , for the long-term  
ex p an sio n  trend  in  the a d v an ced  capita list countries. Since 
these fu n d am en ta lly  h av e  the sam e effects, they a lso  lead  to 
a  grow th  in p roduction  for h eav y  in d u stry  an d  for the indus­
tries en g ag ed  in m echan ical construction  in the m anufacture  
of m ach inery . A p a r t  of this m ach in ery  serves for the accel­
era ted  renew al of fixed cap ita l in the ad v an ced  cap ita list coun­
tries; a n o th e r p a r t  serves for the in d ustria liza tion , the mech­
an iza tio n  of the newly independent co lonial countries.

By a p p ro a c h in g  the subject in this w ay, we are  able to g rasp  
the deeper m ean in g  of the neo-capitalist phase  which we are  
now w itnessing, w hich is th a t of a  long-term  expansion  of 
cap ita lism , a  perio d  which I believe is lim ited in time, just 
like s im ila r perio d s  in the past. I do not in the least believe 
th a t this perio d  of ex p an sio n  will last forever an d  th at capi­
talism  h a s  now found the p h ilo so p h er’s stone which will allow 
it to av o id  not on ly  its cyclical crises but a lso  its long-term  
cycles of successive rela tive ex p an sio n  an d  s tagnation . But 
it is this p h ase  of e x p an sio n  which now confronts the w orking- 
c lass m ovem ent of W estern E u rope  with its specific problem s.

Let us now  tu rn  to the fundam enta l characteristics of this 
g o v e rn m en ta l in tervention  into cap ita list econom y.

The Importance of Armament Expenditures
The first objective phenom enon  which is a trem endous fac­

to r in facilitating  the g ro w in g  gov ern m en ta l in tervention in 
the econom ic life of the cap ita list countries is precisely this 
perm anence of the cold w ar an d  this perm anence in the a r ­
m am ents race. To sa y  perm anence of the cold w ar, p e rm a­
nence in the a rm am en ts  race, perm anence of an  extrem ely 
h igh  m ilita ry  budget, is a lso  to say  state contro l of an  im­
p o rta n t p a r t  of the n a tio n a l incom e. If we com pare  the econo­
mies of all the b ig  ad v an ced  capita list countries of to d ay  
with those of all the capita list countries p r io r  to the first w orld 
w ar, we im m ediately  see the extrem ely im p o rtan t struc tu ra l 
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change which h as  taken place an d  which is independent of 
every theoretical consideration  an d  research. It is a conse­
quence of the rise in the m ilita ry  budget. W hereas p rio r  to 
1914 the to ta l state budget took  5 per cent, 6 per cent, 4 per 
cent, 7 per cent of the na tio n a l incom e, the budgets of capitalist 
states to d ay  represent 15 per cent, 20 per cent, 25 per cent 
o r even in som e cases 30 per cent of this income.

If for the m om ent we d isreg a rd  all considerations of inter­
ventionism , the very  fact alone of this increase in perm anent 
a rm am en t expenses signifies that the state is a lread y  contro l­
ling an  im p o rtan t p a rt  of the na tio n a l income.

I have stated that this cold w ar m ay  rem ain  perm anen t for 
a long  period . T hat is m y perso n a l conviction. It is p e rm a­
nent because the class con trad ictions between the two cam ps 
confronting  each o ther on a w orld scale are  perm anent. Be­
cause there is no logical reason  for assum ing , whether for the 
short o r  lo n g  run , that the in te rnational bourgeoisie  will 
v o lu n ta rily  d isa rm  in the face of its g lo b al enemies o r  that 
the Soviet U nion an d  the United States will reach an  agree­
ment which m ight perm it a  rap id  reduction in these arm am ent 
expenses by  one-half o r  tw o-thirds o r  three-fourths.

We therefore s ta rt from  the poin t that perm anen t m ilitary  
expenses will tend to rise in am o u n t an d  im portance relative 
to the n a tio n a l incom e, o r to become stabilized, that is to 
say , increase to the extent that the n a tio n a l incom e will ex­
p an d  d u rin g  this phase. A nd it is the very  fact of this ex­
p an sio n  in m ilita ry  expenses which creates the im portan t 
role p layed  by  governm en t in econom ic life.

You m ay  know  the article by  Pierre N aville  published  in 
the N o u velle  R evue  M arxiste  several years ago . In it he re­
p rinted a set of figures presented by  the d irector of the [French] 
budget in 1956, show ing the p ractical im portance of mili­
ta ry  expenses for a whole series of in d u stria l branches. There 
are  m an y  in d u stria l b ranches, ran k in g  very  high in im por­
tance an d  a m o n g  the leaders in technological developm ent, 
which a re  w ork ing  m ain ly  on contracts  with the state an d  
which w ould be condem ned to an  ea rly  demise if these state 
contracts d isap p eared : aeronau tics, electronics, n a v a l con­
struction, telecom m unications and  even the engineering  p ro ­
fession, an d  of course, the nuc lear industry .
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In the U nited States the situa tion  is sim ilar; bu t to the de­
gree th at these lead ing  b ran ch es  a re  m ore h igh ly  developed 
an d  th at A m erican  econom y is on  a la rg e r scale, these b ranches 
constitute the econom ic ax is  for w hole g eo g rap h ic  regions. It 
can  be sa id  that C alifo rn ia , which is the state underg o in g  
the g rea test ex p an sio n , is larg e ly  living off the A m erican 
m ilita ry  budget. If the co u n try  h a d  to d isa rm  an d  rem ain  
capita list, it w ould  be a  c a ta s tro p h e  for the state of C aliforn ia , 
where the m issle industry , m ilita ry  a v ia tio n  industry  and  
electronic in d u stry  a re  all concentrated. It is unnecessary  to 
d raw  a picture to illustra te  the political effects of this special 
s itu a tio n  on  the a ttitude of C a lifo rn ia 's  b ourgeo is  politicians: 
you will h a rd ly  find them a t the h ead  of the struggle  for dis­
a rm am ent!

A second phenom enon  of this e x p an d in g  p h ase  which at 
first s ight a p p e a rs  to be in con trad iction  with the first is the 
increase  in w hat m ight be called social expenditures, that is, 
every th ing  tied m ore o r  less closely to social insurance. These 
o u tlay s  h ave  been co n stan tly  increasing  in governm ental bud­
gets g enerally , an d  constitute a significant p a rt of the na tio n a l 
incom e over the past 25-30  years.

How Crises are "Amortized” in a Recession
This g row th  in social w elfare expenditures is the result of 

several concom itan t phenom ena.
There is, first of all, the p ressu re  of the w orking-class m ove­

m ent, which h as  a lw ay s a im ed at am elio ra tin g  one of the 
m ost distinct charac te ristics of the p ro le ta rian  condition: in­
security. Since the va lue  of labor-pow er only  ro u g h ly  covers 
the needs of its cu rren t upkeep, every  in te rrup tion  in the sale 
of this lab o r-p o w er — th at is to say , every  accident which in­
terferes with the w o rk e r 's  n o rm a l job: unem ploym ent, sickness, 
d isab ility , old  age — casts the p ro le ta rian  into the depths of 
poverty . In the b eg inn ing  of the capita list system , there w as 
on ly  "charity," p riv a te  o r public, to which the jobless w orkers 
could tu rn  in distress, with only  insignificant m ateria l re­
su lts an d  at the price of a  terrible blow to his hu m an  d ig­
nity. Little by  little, the w orking-class m ovem ent h as  im posed 
the principle of socia l insurance, first v o lu n ta ry , then com ­
pu lso ry , ag a in s t these blow s of fate: health  insurance, unem- 
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ploym ent com pensation, old-age insurance. And the struggle 
has finally  w ound up with the principle of social security, 
which w ould theoretically  cover the wage an d  sa la ry  earner 
ag a in st all losses of current earn ings.

Then there is a certain  interest on  the p a rt of the state. The 
institutions receiving the g rea t am oun ts used for financing 
this social security  p ro g ra m  often have large am ounts of 
liquid funds. They can invest these funds in governm ent ob­
ligations, m ake loans to the state (short-term  obligations, as 
a rule). The N azi regim e applied  this technique an d  it sub­
sequently sp read  to m ost of the capita list countries.

The ever m oun ting  size of these social security  funds has, 
m oreover, b ro u g h t ab o u t a  special situation , posing  a theoreti­
cal an d  p ractical problem  to the w orking-class movement. 
The latter p ro p erly  considers that all funds p a id  into the 
social security  fund —either by  the em ployers, o r  by  the state, 
o r by  w ithhold ings from  the w ages of the w orkers them­
selves—sim ply  constitutes a p a rt  of wages, an  "indirect wage," 
o r  "deferred wage." This is the only  reaso n ab le  poin t of view, 
an d  one h arm onizing , m oreover, with the M arxist theory  of 
value, since every th ing  received by  the w orker in exchange for 
his labor-pow er should  in effect be considered the price of that 
labor-pow er, regard less of whether it is p a id  him  im m ediately 
(direct w age), o r  later (deferred w age). F o r this reason , "parity 
m anagem ent" (union-em ployer, o r  union-state) of social se­
curity  funds m ust be considered  as a  v io la tio n  of a  w orker's  
right. Since these funds belong on ly  to the w orkers, an y  u n ­
w arran ted  interference in their m an ag em en t by  social g ro u p s 
o ther th an  the trade  u n ions m ust be rejected. The w orkers 
shou ld  no m ore allow  "parity  m anagem ent" of their wages 
th an  the cap ita lists  perm it "parity  m anagem ent" of their b an k  
accounts.

But the m oun ting  size of these p aym ents into social security 
h as  m an ag ed  to create a  certain  "tension" between direct wages 
and  deferred wages, since the latter som etim es reach  40  per 
cent of the to tal wage. M any trade-un ion  centers a re  opposed  
to further increases in "deferred wages" an d  w ant to concen­
trate on  h a v in g  every  new g a in  in the form  of an  im m ediate 
g a in  in direct p aym ents to the w orker. It m ust be understood, 
however, th at u ndernea th  the fact of the "deferred wage" an d  
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of social security  lies the princip le of class solidarity. A ctually, 
the funds for sickness, accidents, etc., a re  not based  on  the 
princip le  of "indiv idual return," (each  one eventually  receiving 
every th ing  he o r  the em ployer o r  the state h as  p a id  in for 
h is account), bu t on  the insurance  principle. Those who do 
not h av e  accidents p a y  so th a t those who do m ay  be fully 
covered. The und erly in g  princip le  in this practice is that of 
class so lidarity , i.e., the interest of the w orkers in av o id in g  
the creation o f  a sub-proletariat, which w ould not only  u nder­
m ine the m ilitancy  of the lab o r in g  m asses (each  ind iv idua l 
fearin g  to be d riven  into this su b -p ro leta ria t sooner o r  la te r) 
but w ould  a lso  represent a  d a n g e r of com petition for jobs 
an d  its th rea t to w ages. U nder these conditions, instead  of 
co m p la in in g  a b o u t the "excessive" scale of the deferred wage, 
we sh o u ld  dem onstra te  its p itifu l inadequacy, for it b rin g s  
ab o u t a  terrib le  d ro p  in the s ta n d a rd  of liv ing  of m ost old 
w orkers, even in  the m ost p ro sp e ro u s  cap ita list countries.

The effective answ er to the p rob lem  of the "tension" between 
direct a n d  indirect w ages is the dem an d  to replace the princi­
ple of a  so lid a rity  lim ited solely to the lab o r in g  class b y  the 
princip le  of a  so lid a rity  widened to include all citizens, the 
tra n sfo rm a tio n  of social security  into na tio n a l services (of 
health , full em ploym ent, o ld  ag e) f in a n ced  b y  a  p rogressive  
ta x  on  incom es. O nly in this w ay  can  the "deferred wage" 
w ind up  as  a  genuinely  im p o rta n t increase in w ages an d  a 
genuine red istribu tion  o f  the na tio n a l incom e  in fav o r of the 
w age earn ers .

It m ust be recognized fully th at up to now this h as  not been 
accom plished  on  a  g rea t scale u nder the capita list system , 
a n d  it is even necessary  to pose the question  of whether this 
can  be realized w ithout p ro v o k in g  a  cap ita list reaction of 
such ch a rac te r  th at we w ould  soon  find ourselves in a period  
of rev o lu tio n a ry  crisis. In poin t of fact, the m ost interesting 
experiences with social security , such as the one in troduced  
in F ran ce  after 1944 an d  m ore p a rticu la rly , the N atio n a l 
H ealth  Service in G reat B rita in  after 1945, were financed to 
a  fa r  g rea te r  extent by  ta xin g  the w orkers them selves (m ain ly  
by increasing  indirect taxes a n d  by increased  tax a tio n  of even 
m odest w ages, as  in Belgium for ex am p le) than  by tax a tio n  of 
the bourgeoisie . T hat is w hy we have  never seen a  genuine and  
rad ica l red istribu tion  of the n a tio n a l incom e by  tax a tio n  in 
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the capita list system; it rem ains one of the g rea t "myths" of 
reform ism .

There is an o th er aspect to this g row ing  im portance of "de­
ferred wages," of social in surance, to the na tio n a l income of 
industrialized capita list countries: it is their anticyclical char­
acteristic. Here we find an o th er reason  why the bourgeois 
state, neo-capitalism , is interested in increasing  the volum e 
of these "deferred wages." It is because it p lay s  the role of a 
shock -ab so rb in g  cushion in p reventing  too sudden and  too 
violent a d ro p  in the na tio n a l incom e in the event of a crisis.

F o rm erly  when a w orker lost his job , his incom e fell to zero. 
When a  fourth  of the lab o r force in a coun try  w as unem ­
ployed, the incom e of w age ea rn e rs  an d  sa la ried  w orkers au to ­
m atically  decreased by  a fourth. The terrible consequences 
of this d ro p  in incom e, this d ro p  in "total dem and," for cap i­
talist econom y in general h as  frequently  been described. It 
gave the capita list crisis the ap p earan ce  of a chain  reaction, 
which kept on g o in g  with terrify ing  logic an d  inevitability.

Let us assum e th at the crisis b reak s  out in a sector p ro d u ­
cing m achines an d  that this sector is com pelled to close its 
plan ts an d  d ischarge its w orkers. The loss of incom e by the 
latter rad ica lly  reduces their pu rchases of consum er goods. 
Because of this, there is very  soon  an  overp ro d u ctio n  in the 
sector m ak in g  consum er goods, which, in its tu rn , is soon 
com pelled to close its p lan ts  an d  dism iss som e of its person­
nel. A gain , therefore, there will be a further d ro p  in the sales 
of consum er goods, an d  an  increase in inventories. At the 
sam e time, the p lan ts  m an u fac tu rin g  consum er goods, being 
h a rd  hit, will reduce o r cancel their o rd ers  for m achines, which 
will b r in g  a b o u t the shutdow n of m ore firm s engaged in 
heavy  industry , consequently , the dism issal of an o th e r g ro u p  
of w orkers, followed by  a new d ro p  in b u y in g  power for 
consum er goods, with a n o th e r consequent sh a rp en in g  of the 
crisis in the light industria l sector, which will in its tu rn  create 
new layoffs, etc.

But once a system  of effective unem ploym ent insu rance has 
been instituted, these cum ula tive  effects o f  the crisis are d a m p ­
ened: the g rea te r  the unem ploym ent com pensation , the s tro n g ­
er will be the dam p en in g  effect on the crisis.

Let us return  to the descrip tion  of the beginning  of the 
crisis. The sector m an u fac tu rin g  m ach inery  experiences an 
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o v erp ro d u c tio n  an d  has to lay  off som e of its personnel. But 
when the unem ploym ent com pensation  am ounts to let us say  
60  per cent of his wages, this layoff no longer m eans a total 
loss of incom e to the unem ployed, but on ly  a  reduction of 
40  per cent in his incgm e. Ten per cent unem ploym ent in a 
co u n try  no lo n g er m eans an  o v era ll d ro p  in dem and  of 10 
per cent bu t on ly  of four per cent; 25 per cent unem ploym ent 
now m eans no m ore th an  a 10 per cent d ro p  in income. And 
the cum ulative effect of this reduction (which is figured in 
academ ic econom ic science by  ap p ly in g  a m ultiplier to this 
reduction  in d em an d ) will be co rresp o n d in g ly  reduced; the 
crisis will not hit the consum er go o d s sector so forcefully; the 
latter will therefore lay  off fa r  fewer w orkers; it will be able 
to continue som e of its o rd ers  for m achines, etc. In brief, the 
crisis does not sp read  out in the form  of a sp ira l; it is "stop­
ped" m idw ay. T hen it begins to be resolved.

W hat we now call a "recession" is n o th ing  but a classical 
cap ita list crisis which h as  been aba ted , p a rticu la rly  by  m eans 
of social in su rance.

In m y Treatise on M arxist E conom ics, I cite d a ta  on the 
last A m erican  recessions which em pirically  confirm  this theo­
retical an a ly s is . In fact, acco rd in g  to these figures, it ap p ears  
th at the recessions of 1953 an d  1957 b eg an  with extreme 
sh a rp n ess  an d  h a d  an  am plitude co m p arab le  in every respect 
to the severest crises of cap ita lism  in the p a s t (1 9 2 9  and  
1938). But c o n tra ry  to these pre-second w orld  w ar crises, 
the recession of 1953 an d  of 1957 stopped ex p an d in g  after 
a  certa in  nu m b er of m onths, were consequently  stopped half­
w ay, then b eg an  to recede. We now u n d ers tan d  one of the 
fundam enta l causes for this tran sfo rm atio n  of crises into re­
cessions.

F rom  the stan d p o in t of the d istribu tion  of the n a tio n a l in­
com e between cap ita l an d  lab o r, the m oun ting  size of the 
m ilita ry  budget h as  an  opposite  effect to the sim ila r increase 
in "deferred wages," since in every case a p a rt of the "deferred 
wage" a lw ays stem s from  su p p lem entary  paym ents by the bo u r­
geoisie. But from  the s tan d p o in t of its anticyclical effects, the 
m ou n tin g  size of the m ilita ry  budget (o f public expenses gen­
era lly )  an d  the m oun ting  size of social in su rance  p lay  identi­
cal roles in "abating" the violence of crises, an d  gives neo­
cap ita lism  one of its special aspects.



A ggregate dem and  can  be divided into two categories: the 
dem and for consum er goods an d  the dem and for producer 
goods (m achines an d  equipm ent). The expansion  in social 
security funds m akes it possible to av o id  an  extreme drop  
in expenditures (in  dem an d ) for consum er goods after the 
ou tb reak  of a  crisis. The expansion  in public expenditures 
(especially in m ilita ry  expenditures), m akes it possible to 
avo id  an  extrem e d ro p  in expenditures (in  dem an d ) for p ro ­
ducer goods. Thus, these distinctive tra its  of neo-capitalism  
operate in both sectors, not in suppressing  the contradictions 
of capitalism  — crises b reak  out ju st as they did before, capi­
talism  h as  not found a m eans of insu ring  a  m ore o r less 
h a rm o n io u s an d  un in terrupted  grow th — but in reducing  their 
am plitude an d  seriousness, at least tem porarily .

The fram ew ork  for this process m ust be a long-term  period  
of accelerated grow th but at the cost of perm anen t inflation.

The Tendency to Permanent Inflation

One of the consequences of all the phenom ena we have just 
discussed, all of them anticyclic in their effect, is w hat m ay  be 
called a  tendency to p erm anen t inflation. This h as  become 
an  obvious m anifesta tion  in the capita list w orld since 1940, 
since the beg inn ing  o r eve of the second w orld w ar.

The fundam enta l cause of this p erm anen t inflation is the 
im portance of the m ilita ry  sector, of the a rm am en t sector, 
in the econom y of m ost capita list countries. The p roduction  
of a rm am en ts  has  this special characteristic: it creates p u r­
chasing  pow er in exactly  the sam e w ay  that production  of 
consum er g o o d s o r  p roduction  of p ro d u cer g oods does — 
wages a re  p a id  in p lan ts m ak in g  tan k s  o r  rockets, ju st as 
they are  p a id  in p lan ts  m an u fac tu rin g  m achines o r  textiles, 
an d  the cap ita list ow ners of these p lan ts pocket a  profit just 
like the capita list ow ners of steel mills o r textile p lan ts — but 
in exchange for this supp lem entary  b u y in g  pow er, there is 
no co rresp o n d in g  su p p lem entary  m erchandise  placed on the 
m arket. P arallel with the creation  of b u y ing  pow er in the two 
fundam ental sectors of classical econom y, the consum er goods 
sector an d  the p ro d u cer go o d s sector, is the ap p earan ce  of 
a m ass  of m erchand ise  on  the m arke t place, which is capable  
of ab so rb in g  this p u rch asin g  power. In con trast, the creation 
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of p u rch as in g  pow er in the a rm am en t sector h as  no com pen­
sa to ry  increase in the m ass  of m erchandise, either consum er 
g o o d s o r  p ro d u ce r goods, whose sale can  be a b so rb ed  by  the 
p u rch as in g  pow er thus created.

The on ly  condition  in which m ilita ry  expenses w ould not 
be in fla tio n a ry  w ould be if they were com pletely p a id  by 
taxes, an d  th a t in p ro p o rtio n s  which w ould perm it a  con­
tin u a tio n  of exactly  the sam e ra tio  between the b uy ing  power 
of w orkers an d  cap ita lists  on  the one h a n d  an d  between the 
va lu e  of consum er g oods an d  p ro d u cer go o d s on the o th e r .( l ) 
This situ a tio n  does not exist anyw here, not even in those 
countries w here the tax  bite is greatest. In  the United States, 
in p a rticu la r, to ta l m ilita ry  expenses a re  not a t all covered 
b y  tax a tio n , b y  a  reduction  in the supp lem entary  b uy ing  
pow er, so th a t there is a  co rresp o n d in g  tendency tow ard  per­
m anen t in flation .

There is a lso  a  phenom enon  of a  s tru c tu ra l na tu re  in capi­
talist econom y in the perio d  o f m o n o p o ly  which h as  the sam e 
effect, nam ely , the r ig id ity  of prices so fa r  a s  an y  decline is 
concerned.

The fact th a t the g rea t m onopolistic  trusts  v irtu a lly  o r  com ­
pletely co n tro l a  whole series of m arkets, p a rticu la rly  the p ro ­
ducer g o o d s  a n d  h a rd  consum er go o d s m arkets, show s up 
in an  absence of price com petition in the classical m eaning  
of the term . W henever su p p ly  is less th an  dem and, prices 
increase, w hereas w hen su p p ly  exceeds dem and, prices do 
not fall b u t rem ain  stab le  o r  fall on ly  slightly. This is a 
phenom enon  w hich h a s  been noted  in h eav y  in d u stry  an d  in 
the d u rab le  consum er g oods m arke ts over p rac tica lly  25 
years. It is m o reo v er a  phenom enon  tendentially  linked to 
the long-term  cycle p rev io u sly  discussed, for it m ust be frank ly  
acknow ledged th a t we can n o t predict changes in the prices 
of d u rab le  consum er g o o d s after the close of this long-term  
perio d  of e x pansion .

It can n o t be excluded th at when the au tom obile  industry  
will increase its excess p roductive capacity , this will wind up

( 1 )  T h e  f o rm u la  is n o t  q u ite  e x a c t. F o r  th e  s a k e  o f  s im p lif ic a tio n , we 
a re  n o t  ta k in g  in to  a c c o u n t  th a t  f ra c t io n  o f  the  p u r c h a s in g  p o w e r  o f  the  
c a p i ta l i s t s  w h ic h  is d e s tin e d  ( 1 )  fo r  the  c o n s u m p tio n  o f  the  c a p i ta l is ts  
th e m se lv e s ,  a n d  ( 2 )  fo r  the  c o n s u m p tio n  o f  the  s u p p le m e n ta r y  w o rk e rs  
w h o  a r e  h ir e d  a s  a  c o n se q u e n c e  o f  c a p i ta l is t  in v e s tm e n ts .



with a new competitive struggle over prices an d  with spectacu­
la r  declines. It is possible to defend the thesis that the fam ous 
autom obile crisis predicted for the second half of this decade 
(1965 , 1966, 1967), could be abso rb ed  relatively easily  in 
Western E urope, if the selling price of sm all cars w as lowered 
b y  one half. If the d ay  cam e th at a Citroen 4CV o r a 2CV 
would sell for 2 00 ,000  o r 2 5 0 ,0 0 0  old francs, there would 
then be such an  increase in dem and  that this excess capacity  
would m ost likely d isap p ea r in a n o rm a l w ay. This does not 
a p p e ar possib le within the fram ew ork  of present agreem ents, 
but if we view the m atter in term s of a long  period  of five o r 
six years of cut-throat com petition, som ething  entirely p os­
sible in the E u ro p ean  au tom obile  industry , then the eventu­
a lity  canno t be excluded.

Let us im m ediately  ad d  that there is a  m ore likely eventu­
ality, one in which excess productive  capacity  is suppressed
by  the shu tting  down an d  d isap p earan ce  of a  whole set of 
firms, in which case the d isap p ea ran ce  of this excess capacity  
will prevent a n y  im p o rtan t d ro p  in prices. T hat is the no rm al 
reaction  to such a  situation  in the system  of m o n opo ly  capi­
talism . The o ther reaction  m ust not be com pletely excluded, 
b ut up to this time we h ave  not witnessed it in an y  sphere. 
In the oil industry , for exam ple, the phenom enon of potential 
overp ro d u ctio n  h as  existed for six years, bu t the low ering of 
prices perm itted by  the big trusts, which o perate  a t profit rates
of 100 per cent an d  150 per cent, is a  d ro p  in the bucket:
the price reductions am o u n t to 5 o r  6 per cent, w hereas the 
trusts  could  reduce the price on  g aso line by  50 per cent if 
they w anted to.

"Economic Planning"
The o ther side of the neo-capitalist coin has  to do with the 

b o d y  of phenom ena  which h a s  been sum m ed up  in the term s 
"m anaged econom y," "economic p ro g ram m in g ,"  o r  still fur­
ther "indicative p lanning ." It is an o th er form  of conscious in­
tervention in the econom y, c o n tra ry  to the classical spirit of 
capita lism , but it is an  in tervention which is characterized  by 
the fact th at it is no longer m ain ly  a  governm enta l act but 
is m ore an  act of co llab o ra tio n , of in tegration , between g o v ern ­
m ent on  one side an d  capita list g ro u p s  on  the other.



How can  we exp la in  this general tendency to "indicative 
p lann ing ,"  to "economic p ro g ram m in g ,"  o r  to a  "m anaged 
econom y"?

We m ust s ta r t  from  a  rea l need of big capita l, a  need which 
derives from  precisely the phenom enon which we described 
in the first p a rt  of o u r  discussion . We spoke there of an  accel­
e ra tio n  in the rh y thm  of the renew al of m echanical in sta lla ­
tions; o r  a m ore  o r  less perm an en t technological revolution. 
But when we sp eak  of an  acceleration  in the rhy thm  of renew al 
of fixed cap ita l we can  only  be referring  to the necessity of 
am o rtiz in g  con tinuously  ex p a n d in g  investm ent expenses in 
periods of time which co n tinuously  become shorter. C ertainly 
this am o rtiza tio n  m ust be p lan n ed  an d  calculated  in the m ost 
accu ra te  w ay  possible, so as to preserve the econom y from 
short-term  fluctuations, which con tain  the d an g e r of creating 
incredible d iso rd e r in en terprises o p e ra tin g  with m illions of 
d o lla rs. This fu n d am en ta l fact is the cause of capita list eco­
nom ic p ro g ra m m in g  for its d rive to w ard  a  m an ag ed  econom y.

T o d a y 's  cap ita lism  of the g rea t m onopolies assem bles tens 
of m illions of d o lla rs  in investm ents which h ave  to be a m o r­
tized speedily. It can  no lo n g er afford to ru n  the risk of sub­
stan tia l periodic  fluctuations. It consequently  requires a  g u a r ­
antee th a t its am o rtiza tio n  costs will be covered an d  assu rance  
th a t its revenue will continue, a t least for a v e rag e  periods of 
time co rre sp o n d in g  m ore o r less to the am o rtiza tio n  period  
of its fixed cap ita l, periods which now extend between four 
a n d  five years.

M oreover, the phenom enon h as  em erged directly from  with­
in the cap ita lis t en terprise  itself, in which the ever increasing  
com plexity  of the p roductive  process im plies increasingly  pre­
cise p la n n in g  efforts in o rd er for it to function as a whole. 
C ap ita list p ro g ra m m in g  is, in the last ana lysis, no th ing  but 
the extension, o r  m ore exactly , the co o rd in a tio n  on a n a tiona l 
level of w hat h as  a lre a d y  been h ap p en in g  on the level of 
the la rg e  cap ita list en terprise  o r capita list g ro u p in g s  such 
as the trust o r  cartel em brac ing  a g ro u p  of com panies.

W hat is the fundam enta l characteristic  of this indicative 
p lan n in g ?  It is essentially  different in na tu re  from  socialist 
p lann ing . It is no t m a in ly  concerned with setting up a set 
o f  objectives in p roduction  fig u res  a n d  insuring  the attain- 
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m ent o f  these goals. Its m ajo r concern is with coordinating  
the investm ent p lans a lread y  d raw n  up by  p rivate  firms and 
with effecting this necessary coord ina tion  by  proposing , at 
the very  m ost, certain  objectives considered to have p rio rity  
on the governm ental level. These are, of course, objectives 
co rrespond ing  to the general interest of the bourgeois class.

In a coun try  like Belgium o r Great Britain, the operation  
has been effected in a pretty  crude w ay; in France, where every­
th ing  happens on a much m ore refined intellectual level, and  a 
g rea t deal of cam ouflage is used, the class na tu re  of the mech­
anism  is less obvious. It is nonetheless identical with that of 
the econom ic p ro g ra m m in g  of the other capitalist countries. 
In essence, the activity  of "p lanning  com m issions," of "plan­
n ing  bureaus," of "p ro g ram m in g  bureaus," consists of con­
su lting  representatives of v a rio u s  em ployer g ro u p s, exam in­
ing  their investm ent projects an d  m arke t forecasts, an d  
"harm onizing" the forecasts of the different sectors with each 
other, an d  en d eav o rin g  to av o id  bottlenecks an d  duplications.

Gilbert M athieu published  three good  articles on  this sub­
ject in Le M onde  (M arch 2, 3 an d  6, 1962), in which he 
pointed out that as  ag a in s t 280  trade unionists who have  
participa ted  in the w ork of the different p lan n in g  com m is­
sions an d  subcom m issions, there were 1,280 co m p an y  heads 
o r  representatives of em ployer associations. "In practice, Mr. 
F ran co is  P erroux believes, the French  p lan  is often set up 
an d  put into op e ra tio n  u nder the p rep o n d eran t influence of 
the b ig  com panies an d  financial institutions." A nd Le Brun, 
a lth o u g h  one of the m ost m odera te  trade-union  leaders, as­
serts th at F rench  p lan n in g  "is essentially  a rra n g e d  between 
the h igher agen ts of cap ita l an d  the h igher civil servants, 
the form er n o rm ally  h a v in g  g rea te r weight th an  the latter."

This confron tation  an d  co o rd in a tio n  o f the decisions of 
firm s is, m oreover, v e ry  useful for capita list en trepreneurs; 
it constitutes a  k ind  of sou n d in g  out of the m ark e t on a  n a ­
tional scale an d  over a  long  term , som ething  very  difficult to 
achieve with present techniques. But the b asis  for all these 
studies, all these calcu lations, still rem ains the figures a d ­
vanced  a s  forecasts by  the em ployers.

There a re  consequently  two characteristic  fundam ental a s ­
pects to this k ind  of p ro g ra m m in g  o r "indicative p lanning."

On the one h an d , it is n a rro w ly  centered on the interests 
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of the em ployers which a re  the in itial element in the calcu la­
tion. And when we sa y  em ployers, we do not m ean all em­
ployers, bu t ra th e r the d o m in an t layers of the bourgeo is class, 
th a t is to say , the m onopolies an d  trusts. To the degree that 
a conflict of interest between very  powerful m onopolies m ay  
som etim es a rise  (rem em ber the 1962 conflict in Am erica be­
tween the steel p ro d u ce r trusts an d  the steel consum er trusts 
reg a rd in g  steel prices), the governm ent p lay s  a  certain  role 
as a rb i tra to r  between cap ita list g ro u p s. It is, in som e re­
spects, an  ad m in istra tiv e  council of the b ourgeo is  class acting 
in beha lf o f all s tockholders, of all m em bers of the b o u r­
geois c lass, b u t in the interest of the do m in an t g ro u p  ra th e r  
th an  in the interests of d em ocracy  an d  the la rg e r  num ber.

On the o ther h a n d , there is an  uncerta in ty  ly ing  a t the base 
of all of these calcu lations, an  uncerta in ty  a ris in g  from  the 
fact th at the p ro g ra m m in g  is based  p urely  on  forecasts and  
from  the a d d itio n a l fact th at the governm ent h as  no m eans 
for c a rry in g  out such p ro g ra m m in g . As a  m atter of fact, 
neither do the p riv a te  interests h av e  an y  w ay  of assu rin g  
the fulfillment of their forecasts.

In  1956-60, the "p rogram m ers" of the C om m unaute  EurO- 
peenne du C h a rb o n  et de l'A cier [E u ro p ean  C oal an d  Steel 
C om m unity] a s  well as  those of the Belgian M inistry  of Eco­
nom ic Affairs, twice m issed the m ark  b a d ly  in their forecasts 
of coal co nsum ption  for W estern E urope an d  especially  for 
Belgium . The first time, p r io r  to an d  d u rin g  the crisis in sup­
plies caused  b y  the Suez events, they forecast a  substan tia l 
increase in co nsum ption  for 1960 a n d  a  consequent increase 
in coal p roduction , with Belgian p roduction  g o ing  from  30 
m illion tons of coal a n n u a lly  to 40  m illion tons. In reality , 
it fell from  30 to 20  m illion tons d u rin g  1960; the "p ro g ram ­
mers" h a d  consequently  com m itted a com pound  e rro r  of ra th er 
significant p ro p o rtio n s . But no sooner w as this one on record  
when they m ad e  a n o th e r in the opposite  direction. While this 
d ro p  in coal co nsum ption  w as occurring , they predicted that 
the trend  w ould  continue an d  declared  that it w as a lso  neces­
s a ry  to continue closing coal mines. H ow ever, the c o n tra ry  
took  place between 1960 an d  1963: Belgian consum ption  of 
coal went from  20 to 25 m illion tons a  year, with the result 
th a t after h a v in g  cut dow n Belgian p roductive capacity  in 
coal b y  one-th ird , there w as an  acute scarcity  in coal, par- 
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ticu larly  d u rin g  the w inter of 1962-1963, and  it was necessary 
to im port coal post-haste, even from  Vietnam!

This exam ple gives us a v ivid picture of the technique which 
the "program m ers" m ust resort to ninety per cent of the time 
when m ak in g  their calcu lations for industria l sectors. It is 
sim ply  a  projection  into the future of the present trend, cor­
rected a t best by  a  factor expressing  the elasticity in dem and, 
which in turn  is based  on forecasts of general rates of ex­
pansion .

The State Guaranty of Profit
A nother aspect of this "m anaged  economy," which gives it 

a p a rticu la rly  d an g ero u s ch arac te r vis-a-vis the working- 
class m ovem ent, is the idea th at "social p rogram m ing" o r 
"income policies" is implicit in the idea of "economic p ro g ra m ­
m ing." It is im possible to gu a ran tee  the trusts ' stab ility  in 
their expenses an d  incom es for a  five-year period, the time 
n ecessary  for am ortiz ing  their new equipm ent, w ithout sim ul­
taneously  g u aran tee in g  the s tab ility  of their w age expendi­
tures. It is im possible to "plan costs" if "labor costs" cannot 
be "planned" at the sam e time, that is to say , if wage increases 
canno t be an tic ipated  an d  contained.

The em ployers an d  governm ents have  tried to im pose such 
a tendency on  the trade  unions in all the countries of Western 
E urope. The attem pts a re  reflected in p ro lo n g a tio n  of the 
term  of contracts; in leg islation  which m akes w ork stoppages 
m ore difficult o r  o u tlaw ing  w ildcat strikes; an d  in a whole 
p ro p a g a n d a  u p ro a r  in fav o r of "income policies" which are  
ap p a re n tly  the "only gu a ran ty "  ag a in s t the "threat of inflation."

This idea th at we m ust orien t tow ard  "income policies," that 
the rates of w age increases can  be calcu lated  exactly, an d  that 
we m ust in this w ay  av o id  the incidental costs of strikes' 
"which b rin g  no retu rn  to anyone , neither to the w orker n o r 
to the nation"; this idea is a lso  becom ing w idespread  in France. 
Im plicit in it is the idea of deeply in teg rating  the trade  unions 
into the cap ita list system . F ro m  this angle, trad e  unionism  
basica lly  ceases to be a  w eapon  of s truggle  of the w orkers 
for ch a ng ing  the d istribu tion  of the n a tio n a l income. It be­
com es a  g u a ra n to r  of "social peace," a  g u a ra n to r  to the em­
p loyers of stab ility  d u rin g  a  con tinuous an d  unin terrup ted  
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process of w ork  an d  the rep roduction  of capital, a  g u a ra n to r  
for the am o rtiza tio n  of fixed cap ita l d u rin g  the entire period  
of its renew al.

O bviously  this is a  tra p  for the w orkers an d  the w orkers 
m ovem ent. There a re  m an y  reaso n s w hy this is so an d  I 
c anno t dwell on  them. But one b asic  reaso n  flows from  the 
v e ry  n a tu re  of cap ita list econom y, of m ark e t econom y gen­
era lly , an d  Mr. M asse, the present d irector of the French  
p lan , adm itted  it in a  recent speech he m ade  in Brussels.

U nder the cap ita list system , the w age is the price of labor- 
power. This price varies  a ro u n d  the va lue  of this labor-pow er 
in acco rd an ce  with the law s of su p p ly  an d  dem and. W hat, 
then, is the n o rm a l developm ent in the re la tionsh ip  of forces, 
in the p lay  of su p p ly  a n d  d em an d  for lab o r, d u rin g  the eco­
nom ic cycle in  cap ita list econom y? D uring the period  of re­
cession a n d  recovery , there is unem ploym ent, which adversely  
influences w ages, an d  the w orkers consequently  find the s tru g ­
gle for su b s tan tia l w age increases a  very  difficult one.

A nd w hat is the p h ase  in the cycle which is m ost fav o rab le  
to the s trugg le  for w age increases? It is ev idently  the phase 
in which there is full em ploym ent an d  even a  scarcity  of lab o r, 
th at is to say , the final b o o m  phase, the con junctu ral peak  
o r  "boiling point."

This is the p h ase  in which the strike for w age increases is 
easiest an d  in which the em ployers h ave  the greatest tendency 
to g ra n t  w age increases even w ithout strikes, u nder the p res­
sure  of la b o r  scarcity . But every  capita list technician of con­
junctu res will tell you  th a t it is precisely d u rin g  this phase, 
from  the p o in t of view of "stability," of rem aining  within the 
lim its required b y  the capita list rate o f  p ro fit  (fo r that is a l­
w ays a t the bottom  of this k ind  of re a so n in g !), th at it is 
m ost "dangerous" to call strikes a n d  get w age increases. F o r 
if you increase  to ta l dem an d  when there is full em ploym ent 
of all the "factors in production ," then the supp lem en tary  de­
m an d  au to m atica lly  becom es in fla tionary .

In o ther w ords, the entire logic of a  m an ag ed  econom y is 
precisely to av o id  strikes an d  attem pted im provem ents during  
the o n ly  p h a se  o f  the cycle in which the relationship o f  class 
forces fa v o r s  the w o rk in g  class. This is the only  phase of the 
cycle, this p h ase  where the dem and  for la b o r  g rea tly  exceeds 
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the supply, in  which wages can  stage an  u p w ard  leap and  
reverse the u n fav o rab le  tendency in the distribution  of the 
n a tio n a l incom e between wages an d  profits a t the expense of 
wages.

This m eans that the "managem ent" is aim ed at preventing 
so-called in fla tio n a ry  increases in wages d u rin g  this particu lar 
phase  o f the cycle an d  sim ply  w inds up b y  reducing the 
o verall ra te  of increase in wages for the whole cycle. A cycle 
is then secured in which the relative portion  of wages in the 
na tio n a l incom e will h ave  a  p erm anen t tendency to fall. It 
a lread y  h as  the tendency to fall d u rin g  the period  of economic 
rev ival, since th at is a  period  of increased profit rate by  defi­
nition (otherw ise there w ould be no rev ival!); an d  if the w ork­
ers a re  prevented from  correcting  this tendency d u rin g  the 
peak  period, it m eans th at the trend  tow ard  a  deterioration  
in the d istribu tion  of the na tio n a l incom e will be perpetuated.

There is, m oreover, a  p ractical dem onstra tion  of the con­
sequences of a  com pletely rig id  policy on incom es under state 
control with un ion  co llab o ra tio n ; it h as  been practiced in 
H olland  since 1945 an d  the results a re  a  m atter of record. 
There h as  been a  m ark ed  decline in the ra tio  of w ages to 
na tio n a l incom e, which is m atched  now here else in Europe, 
not even in  West G erm any.

M oreover, there a re  two decisive a rgum ents on  a purely  
"technical" level a g a in s t the p rop o n en ts  of an  "incomes policy."

1. If you  dem an d  on  "conjunctural" g ro u n d s that increases 
in w ages sh ou ld  not exceed increases in p roductiv ity  d u rin g  
periods of full em ploym ent, why d o n 't  you  dem and  even 
grea te r w age increases in periods of unem ploym ent?  On a 
con junctu ra l basis , such increases would be justified a t th at 
time since they w ould stim ulate  the econom y by  increasing  
to ta l dem and  . . .

2. How can  a n  "incomes policy" be practiced with the slight­
est effectiveness if incom es from  w ages a re  the on ly  incom es 
which a re  rea lly  know n? Does not every  "incomes policy” 
dem and  as  a  prerequisite w o rk e rs ’ contro l o f  production, 
opening  up  o f  co m p a n y  books, an d  the abo lition  o f  b ank ing  
secrets, if for no o ther reaso n  th at to estab lish  the exact in­
come of the capita lists, an d  the exact  increases in productiv ity?

Besides, this does not a t all m ean that we m ust accept the 
technical a rg u m en ts  of the b ourgeo is econom ists. It is abso- 
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lutely w ro n g  to sa y  th at increasing  w ages beyond  the increase 
in p roductiv ity  is au to m atica lly  in fla tionary  in periods of 
full em ploym ent. This is true o n ly  to the degree that the profit 
rate is left stable an d  intact. If we were to reduce the profit rate 
th an k s to a  ty ran n ica l in tervention ag a in s t p riva te  property , 
as  the C om m u n ist M anifesto  puts it, then there w ould be no 
inflation w hatever; we w ould sim ply  take b u y ing  pow er from  
the cap ita lists  an d  give it to the w orkers. The on ly  objection 
th at can  be ra ised  is th at this ru n s  the risk  of slow ing down 
investm ent. But we can  tu rn  capita list technique ag a in s t its 
own a u th o rs  by  telling them th a t it is no t such a b a d  thing 
to reduce investm ent when there is a  period  of full em ploy­
m ent an d  a  boom  a t its "boiling p o in f ; th at on  the con tra ry , 
this reduction  in  investm ents is a lread y  on the w ay at the 
v e ry  m om ent, an d  th at from  the s tandpo in t of anticyclical 
policy, it is m ore intelligent to reduce profits an d  increase 
w ages. This w ould perm it the dem and  from  w age w orkers, 
from  consum ers, to come to the relief of investm ent in the 
interest of m ain ta in in g  the conjuncture a t a  high  level, a 
conjuncture  which is threatened by  the inevitable tendency for 
p roductive investm ents to fall off a t a  certain  state.

We can  d raw  the follow ing conclusion from  all this: state 
intervention  in econom ic life, m an ag ed  econom y, economic 
p ro g ra m m in g , indicative p lan n in g , a re  not the least bit neu­
tra l from  the social p o in t of view. They a re  instrum ents of 
in tervention  into the econom y which lie in the h an d s of the 
b o u rg eo is  c lass o r  of the ru lin g  g ro u p s in the bourgeo is 
class, an d  a re  in no sense a rb itra to rs  between the bourgeoisie 
an d  the p ro le ta ria t. The on ly  rea l a rb itra tio n  which the capi­
talist governm en ts c a rry  on is an  a rb itra tio n  between different 
cap ita list g ro u p s  w ithin the capita list class.

The rea l n a tu re  of neo-capitalism , of the grow ing  interven­
tion of governm ent in econom ic life, can  be sum m arized  in 
this fo rm ula: m ore an d  m ore, a  capita list system  left to its 
own econom ic au tom atism  runs the risk of perish ing  rap id ly , 
an d  increasing ly  the state becom es the g u a ra n to r  o f  capitalist 
profit, the g u a ra n to r  of the profit of the ru ling  m onopolistic 
layers of the bourgeoisie. It gu a ran tees  this in the m easure 
th a t it reduces the am plitude of cyclical fluctuations. It g u a r­
antees this by  state orders, m ilita ry  o r p a ram ilita ry , of in ­
c reasing  im portance. It g u a ran tees  this a lso  by a d  hoc tech- 
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niques which m ake their ap p earan ce  precisely within the 
fram ew ork  of the m an ag ed  econom y. The "quasi-contracts" 
in F rance  illustrate this. They a re  explicit guaran tees of profit 
to correct certain  disequilibrium s in developm ent, either re­
g ional in ch arac te r o r between branches of industry. The state 
tells the capitalists: "If you invest your capita l in such and  
such region, o r in such an d  such b ranch , we will g u aran tee 
you six per cent o r  seven per cent on yo u r capita l regard less 
of developm ents, even if y o u r ju n k  p roves unsaleable , even 
if you fail." This is the suprem e an d  clearest form  of the state 
g u a ra n ty  of m o nopo ly  profit bu t it is not the invention of 
the French  p lan n in g  technicians, since M essrs. Schacht, Funk  
a n d  G oering h a d  p reviously  applied  it within the fram ew ork 
of the N azi a rm am en t econom y an d  its four-year rearm am en t 
p lan .

In the final an a ly sis, this state g u aran tee  of profits, like all 
of the genuinely  effective anticyclical techniques in the capitalist 
system , represents a  red istribution  of the n a tio n a l incom e in 
fav o r of the lead in g  m onopolistic g ro u p s th ro u g h  the agency 
of the state. It is effected by  the d istribution  of subsidies, by 
tax  reductions an d  by  g ran tin g  credits a t reduced interest 
rates. All of these techniques culm inate in a  rise in the rate 
of profit, an d , given the fram ew ork  of a  n o rm a lly  function­
ing  capita list econom y, especially  in its phase  of long-term  
expansion , this rise in the profit rate  o b v iously  stim ulates 
investm ent an d  w orks out accord ing  to the expectations of 
the au th o rs  of these projects.

Either one stan d s sq u are ly  inside the fram ew ork  of the 
capita list system  on  a  com pletely logical an d  consistent basis, 
an d  consequently  accepts the fact that the only  w ay to g u a r ­
antee a  constan t increase in investm ents an d  the industria l 
up su rg e  based  on such increases in p riv a te  investm ents is 
th ro u g h  increasing  the rate  of profit;

Or one refuses, takes a socialist position, rejecting the ro ad  
of increasing  the rate  of profit, an d  advocates the only  alter­
native ro ad , which is the developm ent of a powerful public 
sector in ind u stry , a longside the p riva te  sector. This is the 
ro a d  out of the capita list fram ew ork  an d  its logic, an d  passes 
over to the a re n a  of w hat we call s truc tu ra l anticapita list 
reform s.

In the h isto ry  o f the Belgian w orking-class m ovem ent in 
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recent years, we have  experienced this conflict in orien tation  
which aw aits F ran ce  in the com ing years, ju st as soon as it 
experiences the first rise in unem ploym ent.

Som e socialist leaders whose p erso n al honesty  I d on 't w ant 
to question  h av e  v irtu a lly  sa id , an d  in as b ru ta l an d  cynical 
a  m an n er as  I put it ju st a  m om ent ago: "If you w ant to 
reab so rb  unem ploym ent in a  sh o rt period  w ithin the existing 
system , there is no o ther w ay  to do it th an  by  increasing  the 
rate  of profit." They d id not ad d , though  it goes without say ­
ing, th at this im plies a  red istribu tion  of the n a tio n a l incom e 
at the expense of the w age earners. In o ther w ords, unless 
you a re  out to deceive people, you canno t serm onize for a 
m ore rap id  econom ic ex pansion , which u nder capitalism  im­
plies an  increase in p riv a te  investm ents; an d  sim ultaneously  
dem an d  a red istribu tion  of the n a tio n a l incom e in fav o r of 
the w age earner. In the fram ew ork  of the capita list system, 
these two objectives a re  ab so lu te ly  incom patible, a t least for 
the sh o rt an d  m iddle ran g e  period.

The w ork ing-class m ovem ent is therefore confronted with a 
fundam enta l choice between a  policy of reform  in the neo­
capitalist structures, which im plies an  in teg ration  of the trade 
un ions in the cap ita list system  so that they a re  transfo rm ed  
in to  g en d arm es fo r the m ain tenance of social peace d u rin g  
the am o rtiza tio n  p h ase  of fixed capita l, an d  a  basica lly  anti­
capita list policy, with a p ro g ra m  of short-term  anticapita list 
s tru c tu ra l reform s.

The fundam enta l g o a l of these reform s w ould be to take 
aw ay  the levers of co m m an d  in the econom y from  the finan­
cial g ro u p s, trusts  an d  m onopolies an d  place them in the 
h a n d s  of the n a tion , to create a  public sector of decisive weight 
in credit, in d u stry  an d  tra n sp o rta tio n , an d  to base all of this 
on w orkers' control. This w ould m ark  the ap p earan ce  of dual 
pow er a t the c o m p an y  level an d  in the whole econom y and  
w ould rap id ly  cu lm inate in a d ua lity  of political power be­
tween the w orking  class an d  the capita list rulers.

This s tage in tu rn  could usher in the conquest of pow er by 
the w orkers an d  the estab lishm ent of a w orking-class govern ­
ment which could proceed to the construction of a socialist 
dem ocracy  free of e x p lo itation  an d  all its evils.
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