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Introduction
Rick Kuhn

The boundaries among Henryk Grossman’s works on politics, economic history, economic theory and

the history of economic thought are arbitrary.1 From his first publications as a leader of Jewish workers
in the Austrian province of Galicia, around 1905, he was concerned to make the case for revolutionary
working-class action. His economic investigations were always linked to this end.

This collection contains five of his longer studies. All deal extensively with the history of economic
thought; their pivot is the work of Karl Marx. The first part of this introduction outlines Grossman’s life
and the content of his writings. The second part, “Insights,” focuses on several issues that recur in his
work: aspects of Marx’s theory that had been overlooked or misunderstood before Grossman and
mostly still are neglected or distorted, weakening efforts to analyze contemporary capitalism in order to
overthrow it.

Grossman and His Studies of Economic Theory
Born in Kraków to a bourgeois Jewish family in 1881, Grossman became active in the Polish Social
Democratic Party (PPSD) of Galicia—the Polish province of the Austro-Hungarian Empire—and the
Jewish workers’ movement around the turn of the century. As the class struggle in the Austro-
Hungarian Empire heated up, paralleling developments across the border in tsarist Russia that led to the
revolution of 1905–6, Grossman was a founding leader, the secretary and the main theoretician of the
Jewish Social Democratic Party (JSDP) of Galicia, established on May Day 1905. He was also involved
in smuggling literature for Rosa Luxemburg’s organization, the Social Democracy of the Kingdom of
Poland and Lithuania, into Russian-occupied Poland. Despite the hostility of the PPSD and the federal
Austrian Social Democratic Party, the JSDP grew rapidly, organized many Jewish workers into trade
unions for the first time, mobilized them in struggles against their exploitation as workers and their
oppression as (mainly Yiddish-speaking) Jews, undertook extensive educational and propaganda work
and published a weekly newspaper. The JSDP led Jews in strikes and street protests alongside workers
of other nationalities, particularly in the struggle for universal male suffrage. During this period
Grossman was still a university student. After completing his first degree, he moved from Kraków to
Vienna in late 1908 to continue his studies, particularly under the economic historian Carl Grünberg,
the most prominent socialist academic at a university in the Austro-Hungarian Empire, with whom
Grossman had already worked during the winter semester of 1906–7.

In his academic work before and during World War I, Grossman dealt with eighteenth-century
economic policies and ideas in the Habsburg Empire. His main research project was a study of the

empire’s trade policy for Galicia.2 After army training in 1915 and service on the eastern front,
Grossman held military, administrative and research posts during the war. The extent of these duties
apparently left time for other investigations. One result was a substantial article on the relationship
between the early theory of public policy (Polizeiwissenschaft, literally “police science”) and the origins of

official statistics in Austria.3

Poland and Sismondi
Unable to take up the offer of a senior post in the Austrian Statistical Commission in Vienna after the
war, as a result of the racist policies of the new, rump Austrian state, Grossman moved to Warsaw,



where he joined the Communist Workers Party of Poland in 1920. He worked for over two years at the
Polish Central Statistical Office, where he was in charge of the design of the first population census of
the new republic and published several articles related to his work, before being appointed to a full
professorship in economic policy at the Free University of Poland. Because of his political activity,
particularly in the illegal Communist Party’s front organizations, Grossman was arrested five times and
did prison stretches of up to eight months.

Before moving to Warsaw, Grossman delivered a paper to the Polish Academy of Science in Kraków
in June 1919. This was the first evidence of his work on Marxist crisis theory. Substantial manuscripts,
written in Warsaw, elaborated on these ideas and a breakthrough he achieved by extending Otto
Bauer’s model of capitalist growth beyond just a few cycles. In Poland, apart from an abstract of the
Kraków paper, he published statistical studies of the country in the past and present, a very brief defense
of Marx’s economic theory against critics, an introduction to his own translations of criticisms by Marx
of the German socialists’ draft Gotha Program, which included an account of the early Polish reception
of Marx, and a monograph, “Simonde de Sismondi and His Economic Theories: A New

Interpretation of His Thought.”4 The Sismondi study arose from a lecture to the Polish Society of
Economists in December 1923, was published the following year in French by the Free University in
Warsaw “with the cooperation” of the Institute for Social Research in Frankfurt, and remains an

important reference point in the literature on Sismondi’s economic works.5

Jean Charles Léonard Simonde de Sismondi was a Swiss political economist and a prolific and
pioneering historian, notably of France (in twenty-nine volumes), the Italian republics of the Middle
Ages (sixteen volumes), and southern European literature (four volumes). His first economic works
accepted the framework established by Adam Smith. But he became critical of capitalism and classical
political economy at its most sophisticated, in the work of David Ricardo. This was apparent in his two-
volume New Principles of Political Economy, published in 1819 and in a revised second edition in 1827, as

well as the two volumes of his Studies on Political Economy of 1837–38.6 Following the publication of the
New Principles, Sismondi engaged in controversies with Ricardo as well as Jean-Baptiste Say and John
Ramsay McCulloch, whom Marx identified as proponents of the first phase of “vulgar” political
economy, which abandoned the insights of their classical predecessors.

Sismondi’s work on the nature of capitalism was a reference point for Karl Marx and in two major
socialist controversies. The first was between Marxists, preeminently Vladimir Ilyich Lenin, and
Narodniks (populists), who invoked Sismondi, over the scope for the development of capitalism in
Russia. In the second, over the nature of imperialism before World War I, Rosa Luxemburg drew

critically on Sismondi.7 The issue, in both cases, was the underconsumptionist argument that crises
arose because, under capitalism, there is insufficient consistent demand to ensure the sale of all that has

been produced.8

Unlike most of his predecessors, including Marxists but not Marx himself, Grossman’s primary focus

was not on Sismondi’s underconsumptionism but on its deeper causes.9 Moreover, he wrote, “we do
not propose to give a systematic exposition of Sismondi’s ideas but just to draw out the essence of his

thought.”10 Grossman gave greater coherence to Sismondi’s rather fragmented and unsystematic

presentation, in accord with the logic of his arguments, and stressed his originality.11 This elucidation
highlighted Sismondi’s method and grasp of the contradiction between commodities’ use values—the
concrete, practical and unquantifiable ways in which commodities with specific material, technical
properties serve human purposes—and their exchange values—social aspects arising, in Marx’s more
precise formulation, from the amount of socially necessary abstract labor embodied in them. Abstract
labor is the common element of human labor—the expenditure of human energy, abstracting from its
specific, concrete forms—that is the basis for determining the ratios at which commodities are



exchanged for each other or money, under capitalism.12 Like Grossman’s 1919 lecture, his Sismondi
monograph dealt not only with these issues, explored at greater length below, but also the way
disequilibrium could be intensified as producers increased output to compensate for falling prices.

The monograph also identified the antecedents of Marx’s concept of the fetishism of commodities in
Sismondi’s work. In 1923 and 1924, Karl Korsch, Georg Lukács and Grossman pointed out how Marx
had accounted for both the material realities and the fetishized surface appearances of capitalism, for both

the logic of capital accumulation and the mystifications of bourgeois economics.13 “The real
contradiction of the economic system,” the then-Warsaw-based economist wrote, “appears in science in

the form of incoherent notions and definitions and futile quarrels about words.”14 Sismondi had
demonstrated how the fetishism of mainstream political economy, with its focus on exchange value to
the exclusion of use value, fundamentally flawed its analysis.

According to Sismondi the exchange-value-based system necessarily gives rise to disproportion
between production and needs and hence to crises, because production and consumption are

separate.15 Consequently, production is governed by individuals’ pursuit of “their private aims, [and]

loses sight of the general interest”;16 specifically capitalists adjust production to their pursuit of profit,
not demand. So demand does not tend to match supply, as mainstream classical political economists
believed. The problem is more profound than the concern about distribution and working-class poverty

that previous commentators had identified in Sismondi’s work.17 Crises of underconsumption can lead
to increased, rather than decreased output, intensifying the disequilibrium between production and
demand. Technological change also continuously disrupts the proportion between production and
demand, and gives rise to concentration of ownership, crises, pauperism, unemployment and unequal

distribution of wealth.18

Grossman pointed out how Sismondi had contributed to the development of a series of Marx’s

concepts: socially necessary labor time as the foundation of commodities’ values;19 the commodity
labor power (capacity to work), as distinct from the activity of labor, which solved the conundrum of

the creation of surplus value under conditions of equal exchange;20 capital as “permanent, self-

multiplying value”;21 and crises as a necessary feature of capitalism, arising from its contradictions
between forces and relations of production, use and exchange value, production and consumption,
capital and wage labor. His “inkling . . . that the bourgeois forms are only transitory” was also

distinctive.22 But while Marx praised and built on Sismondi’s theoretical insights, he was critical of the
Swiss economist’s policy proposals.

Sismondi, Grossman argued, had an ideal of a fundamentally different future economic system in
which, thanks to the elimination of competition and exchange value, the necessary proportions for
crisis-free growth could be maintained. This was Sismondi’s implicit “maximum program.” He explicitly
advocated a range of palliative measures to ameliorate or slow down the destructive effects of

capitalism: his “minimum program.”23 Sismondi was not an advocate of the abolition of private
property, the only means by which exchange value could be dispensed with, and was therefore not a
socialist. Nor, in the circumstances of the early nineteenth century, could he conceive of the working
class as the agent of radical social change.

The description of Sismondi as “the first economist to scientifically discover capitalism” was
overblown, particularly in light of Marx’s respect for the earlier scientific achievements of Smith and
Ricardo. But when, at the end of his monograph, Grossman qualified this depiction—Sismondi was the
“first economist to scientifically demonstrate that an economic system based on abstract exchange value
as the sole purpose of production and regulator of it necessarily leads to disruptions and to ‘insoluble



questions’”—his conclusion was and remains persuasive.24

Sismondi was a recurrent figure in Grossman’s research program. After leaving Poland in 1925, he
joined the Institute for Social Research in Frankfurt. In 1927 he was awarded his higher doctorate
(Habilitation) for a major study of Austrian trade policy in Galicia, completed in Vienna under the
supervision of Carl Grünberg (now the Institute’s director), and for a trial lecture on Sismondi and

classical political economy.25 Grossman’s principal and best-known work, on Marxist crisis theory
—The Law of Accumulation and Breakdown of the Capitalist System, published in 1929—drew attention to
Sismondi’s innovative stress on capitalism’s transitoriness, a point on which he elaborated in his 1943

study of the emergence of evolutionist thinking in economics.26

Unlike the 1924 monograph, The Law of Accumulation included criticisms of Sismondi’s unsatisfactory
underconsumptionist explanation of crises, which blamed capitalism’s proneness to economic crises on
its restricted internal market. So did two reviews and his entry on Sismondi in the Encyclopedia of the
Social Sciences in 1934. That entry and his account of the development of Marxism, discussed in the next
section, endorsed Lenin’s critique of Sismondi’s underconsumptionism, shared by Karl Kautsky and

Luxemburg, and referred to Sismondi’s hostility to democracy.27 The arguments in the monograph
were briefly recapitulated in the encyclopedia entry, which offered a broader overview of Sismondi’s
work, referring to his studies of French and medieval Italian history, as well as the way he and Madame

de Staël “paved the way” for the modern sociology of literature.28

In his 1941 study of dynamics in economics, Grossman highlighted Sismondi’s pioneering critique of
mainstream economists’ assumption of equilibrium. And he returned to Sismondi’s insights into
capitalism’s transitoriness and developmental tendencies in his 1943 study of the emergence of

evolutionist thinking in economics and his 1948 article on William Playfair.29

Frankfurt and Marxism after Marx
As a result of political repression, Grossman left Poland for a well-paid post at the Institute for Social
Research, associated with the University of Frankfurt at which he also taught. Germany was less
repressive than Poland. The Institute was funded by an endowment secured by Felix Weil, the radical
son of a very wealthy businessman, to conduct Marxist research. It was an excellent place to work. His
period in Frankfurt, between 1925 and 1933, was Grossman’s most productive, although his
publications while there built on arguments developed in manuscripts written in Warsaw. After
Grünberg’s retirement, his work was more publicly prominent than that of any other Institute member.

While The Law of Accumulation was very widely reviewed, there was a condemnatory consensus about
it among most left-wing commentators, because it contradicted the explanation of capitalist crises that
became the Stalinist dogma, while its emphasis on their inevitability was uncongenial to social
democrats. Despite explicit statements to the contrary in the book, Stalinists, most council communists,
as well as social democrats agreed that it expounded a mechanical theory of capitalist breakdown. This
libel is discussed in this introduction’s final section.30

Although politically restricted by his legal status in Germany, Grossman remained a revolutionary
Marxist; he was a fellow traveler of the German Communist Party and the Communist International.
His situation as an exiled Polish citizen and his job at the Institute for Social Research meant that he was
free to conduct research and write unconstrained by a party line or the priorities of a normal academic
post. He was insulated from the Stalinization of the German Communist Party and the International,
completed by the end of the 1920s, which accompanied the defeat of the revolution in Russia and the
rise of a new state-capitalist ruling class. Despite criticisms in Communist organs of his work on Marx’s
crisis theory, for its deviation from the Stalinist orthodoxy, Grossman continued to argue his position
both in periods when he supported the principal political positions of the Communist International and



when he did not.
After Grünberg was incapacitated by a stroke, Grossman took over his task of writing entries for

Elster’s Dictionary of Economics: a standard German reference work in three hefty volumes.31 It was in
this peculiar place that his distinctly Marxist biographical entries on prominent socialists, including
Lenin, socialist and communist parties, Bolshevism, the Second and Third Internationals, anarchism,
and Christian socialism, as well as his essay on Marxism after Marx, appeared. The editor, Ludwig
Elster, allowed Grossman, as an expert, scope to express his own political and economic views in a
forthright tone; the same was true of the item on “Socialist Ideas and Theories (National Socialism)”
written by a Nazi economist.32

Carl Grünberg had written the initial sections of the item on “Socialist Ideas and Theories (Socialism
and Communism)” for an earlier edition of the dictionary. In an additional part, “The Further
Development of Marxism to the Present,” also issued separately as “Fifty Years of Struggle over
Marxism, 1883–1932,” Grossman provided a valuable survey of historical materialism’s development
after Marx’s death. Published in 1932 and 1933, it examined major controversies over politics and
economics, and the application of Marxist analysis, in the context of the history of capital accumulation
and the labor movement. The final section summed up Grossman’s own key contributions, discussed in
the second part of this Introduction, and constituted an implicit reply to his critics.33

Only Karl Korsch’s article “Marxism and Philosophy,” which provided a shorter overview of the
history of Marxism from Georg Wilhelm Friedrich Hegel to 1923, was an obvious immediate
predecessor of Grossman’s study. There were earlier discussions of the history of socialist ideas and
Marxist organizations but none examined the development of Marxist thought, especially after Marx’s
death, more than superficially. Other works, the most outstanding of which was Lenin’s State and
Revolution, had dealt with particular controversies within Marxism.34

In his survey, Grossman condensed a huge literature by highlighting key works and arguments,
focusing particularly on issues in Marxist economics and of socialist strategy. He started by noting that
the appreciation of Capital’s full significance was very limited for decades.

After the Anti-Socialist Law lapsed in 1890 and the Social Democratic Party of Germany, the largest
socialist organization in the world, could operate openly, the influence and sophistication of Marxist
analysis grew rapidly. But the rise of revisionism in the party challenged the revolutionary core of
Marxist politics and the validity of Marx’s labor theory of value. Following Luxemburg, Grossman
pointed out that Kautsky, then the foremost Marxist theorist in the world, who made some telling
criticisms of Eduard Bernstein’s revisionism, himself fundamentally revised Marxist politics. Marx’s
understanding of the state was only reconstructed by Lenin over twenty-five years later.35

Like Lenin, Grossman explained the rise of revisionism as the result of the emergence of a thin layer
in the working classes of developed capitalist countries, an “aristocracy of labor”, that gained material

benefits from the imperialist exploitation of the colonial world.36 This was a weak argument. To the
extent that imperialism improved the living standards of well-paid workers, because of more buoyant
labor markets and access to cheap raw materials and foodstuffs, it did so for the rest of the working class
in the imperialist heartlands too. Better wages in developed capitalist countries have also frequently
been associated with higher degrees of exploitation, because workers in them are better educated and
use more efficient technologies, machinery and equipment. Workers with superior technology can
produce more of the same commodity in a given time than those with inferior technology and therefore
spend a smaller proportion of their working days making the value equivalent of their wages and a larger
proportion making profits. Furthermore, the successes of better paid and organized workers in fighting
for their wages and conditions have often provided a model for the struggles of other workers.37

More compellingly, Grossman associated revisionism with a period of capitalist expansion, during
which the working class was able to extract concessions from the ruling class, and the rise of a layer of



full-time labor-movement officials, particularly in the trade unions.38 While essential to the functioning
of workers’ key defense organizations and capable of leading important struggles, full-time union
officials are not, by definition, workers themselves. They are employed by their unions, not a boss, and
generally have better pay, superior conditions and greater autonomy than the unions’ ordinary
members. Their day-to-day activity does not involve creating profits for employers through their labor
but rather organizing workers and making deals with employers. They are wary of militant action, let
alone revolutionary struggles, that might risk the organizations on which they depend for their
livelihoods.

Grossman did not devote much space to the application of historical materialist methods outside the
areas of politics and economics. But he mentioned studies by Kautsky and “brilliant” writings by Franz
Mehring and Georgi Plekhanov on philosophy, history and literary criticism. He also highlighted the
work of Karl Korsch and, in particular, Georg Lukács’s “fine and valuable book” History and Class
Consciousness. The absence of Antonio Gramsci from Grossman’s survey may seem surprising to
contemporary Marxists. But very few of the Italian Communist leader’s works appeared in languages
other than Italian during his lifetime. Gramsci’s prison notebooks were still being written in 1932. It
was years after World War II before his major works appeared in translation.

In the period before World War I, international tensions and domestic class struggles intensified, as
economic conditions changed and capital went onto the offensive. Against this background, Marxists
started to devote more attention to the issue of imperialism. There was another gap in Grossman’s
survey here: the theory of permanent revolution, developed by Parvus and Leon Trotsky and tacitly

embraced by Lenin and the Bolshevik Party in 1917.39 It explained how socialist revolution was
possible in a relatively backward country like Russia, because it was part of the international capitalist
system and exhibited some particularly modern features, like a combative working class and advanced
industry, even though the vast majority of the population was composed of peasants working with
relatively primitive technologies. A socialist revolution in Russia could therefore occur but could only

survive if it spread to more developed countries.40 Grossman did refer to and reject this theory’s basic
content in his dictionary item on Bolshevism, where he acknowledged that it had been a component of
“Leninism” but falsely suggested that, at the end of his life, Lenin had endorsed the notion of socialism in

one country, which was advocated by Nikolai Bukharin and Stalin.41 Contrary to the survey’s assertion
that the Russian Communists did not associate the possibility of revolution with a specific level of
capitalist development, the theory of permanent revolution identified the system of global capitalism’s
maturity as a crucial precondition for socialist revolution.

The theory of permanent revolution was a much more profound argument than Bukharin’s no doubt
useful insight that in less advanced countries ruling class power was often more fragile. Grossman
unnecessarily criticized Bukharin’s contention, in the mistaken belief that it was incompatible with his
own understanding of the Russian Revolution as a symptom and the start of capitalist breakdown, which
made developed countries vulnerable to revolution. He also misleadingly denied that Bukharin’s insight
was also Lenin’s and was silent about the vicious repressiveness of Stalin’s regime. In this way,
Grossman was able to avoid alienating the Stalinist leadership of the Communist movement more than
necessary in defending his own position. He was aided by Stalin’s own contortions on precisely the

question of the implications of uneven capitalist development.42 When he wrote this essay, Grossman
was still a largely uncritical supporter of the Communist International, now thoroughly dominated by
Stalin and his subordinates, and of the German Communist Party, which toed the line from Moscow.

Like very many other Communists of the time, who remained committed, in principle, to working-
class self-emancipation, the essence of Marxism, Grossman did not recognize the defeat of the Russian

Revolution, which was a massive setback for the international working class, in practice.43 He was



impressed by what he saw on a visit to the Soviet Union as the leader of an academic delegation in 1932.
He did not, however, simply reproduce the Stalinist falsification of the history of the Russian
revolutionary movement. His survey acknowledged contributions to the workers’ movement by
socialists and Communists whose positive role the Russian regime now simply denied, notably Parvus,
Grigory Zinoviev, Bukharin, Herman Gorter and even its principal hate figure, Trotsky. Emphasizing
the impact that the Russian Revolution had on Marxist theory, Grossman referred to Bukharin’s specific
version of the revolutionary argument that the development of capitalism in the womb of feudalism
could not be the pattern for the transition to socialism. The survey also noted the contribution of David
Riazanov, who had a close association with Carl Grünberg and the Institute for Social Research, to the
history of Marxism and his leadership of the Marx-Engels Institute in Moscow, even though he had been
arrested as an anti-Soviet conspirator and dismissed from that post in 1931.

Exile and Fundamental Flaws of Bourgeois Economics
Soon after Hitler became the German chancellor in January 1933, most members of the Institute went
into exile and most had settled in New York by October 1934. Grossman, however, moved to Paris.
The Communist movement’s blindness to the significance of the Nazis’ rise and the German
bourgeoisie’s gift of power to them jolted Grossman into a much more critical attitude toward the
leadership of the Communist International for several years. The Communists’ equation of social
democracy and Nazism prevented an effective response to Hitler that could have united workers who
were social democrats, Communists, or just trade unionists. Grossman recommended Trotsky’s
discussion of the “German catastrophe” to Paul Mattick and in Paris associated with the former
Communists Jacob Walcher and Paul Frölich who led the Socialist Workers’ Party of Germany (SAP),
originally a split from the Social Democratic Party.

In France, Grossman wrote a critique of Franz Borkenau’s study of the emergence of the scientific
worldview. This very substantial review article, along with the work of Boris Hessen and unlike
Borkenau’s fundamentally flawed position, was a pioneering Marxist account of the emergence of

modern science.44

In early 1936, as international tensions mounted in Europe, Grossman moved to London. There,
Russia’s ambiguous backing for the Republican side in the Spanish Civil War seems to have prompted
him to return to essentially uncritical support for Stalin’s main domestic and foreign policies. This
paralleled the SAP’s endorsement of the Comintern’s Popular Front tactic of alliances with
“progressive” bourgeois parties and, eventually, “democratic imperialist” powers.

While Grossman was in London, Max Horkheimer, who had succeeded Grünberg as the Institute’s
director, suggested that he turn the discussion of methodology in The Law of Accumulation into an article
for a 1937 issue of the Institute’s journal. Grossman responded with a proposal for a more original piece

to mark the seventieth anniversary of the publication of the first volume of Marx’s Capital,45 just as the

JSDP’s newspaper had celebrated the book’s fortieth birthday.46 The new essay would challenge the
notion, shared by non-Marxists and most Marxists alike, that Marx had perfected classical political
economy, arguing instead that he had revolutionized the work of his predecessors. It would identify
elements that distinguished Marx’s theory from those of the classical political economists and their
bourgeois successors. In addition to new investigations, particularly of contemporary economics,
Grossman could also draw on his previous publications, back to 1919 at the latest; research done by
1926; and courses he had taught: in 1928, “Exercises on the Question of the Relationship between Marx

and Ricardo,” and in 1930, “Marx as a Historian of Political Economy.”47 The essay included arguments

previously intended for a sequel to The Law of Accumulation and Breakdown.48

Horkheimer liked the proposal. Hardly surprising, given that Grossman was building on and



radicalizing themes in his own recently published article “On the Problem of Truth” and an earlier

letter, which in turn drew on Grossman’s exposition of Marx’s method.49 These two Institute
members did not exercise a major influence on one another but did have friendly and fruitful exchanges
until the late 1930s.

Grossman had completed a long draft of his examination of the relationship between Marx and his
predecessors by May 1937. He considered issuing it as a book, rather than an article, and expanded its

scope.50 Work on the project continued after he rejoined Horkheimer and the Institute in New York,
in October 1937. Eventually entitled Marx, Classical Political Economy and the Problem of
Dynamics (henceforth referred to as Marx and Dynamics), its publication, to which the Institute had
made a commitment, was delayed by the process of revision, including reductions of its length by a fifth
and then a further quarter, and practical developments beyond the Institute’s control. Even before the
Nazi occupation of Paris, where it had previously been published, in 1940, the Institute’s journal
consistently failed to appear on time. The repeated postponements of the study’s publication
contributed to rising tensions between Grossman and the Institute, in the persons of Horkheimer and
his administrative lieutenant and lifelong friend, the economist Friedrich Pollock. In 1941 relations
became poisonous.

The rift had theoretical, political and financial aspects. By 1939, Horkheimer and Theodor Adorno,
adopted as his closest collaborator, had truncated Marx’s “critique of political economy,” validating only
its negative aspect and rejecting its constructive side, the application of Marxist categories to the

empirical analysis of capitalism, which they designated as “positivism,” i.e., wrong.51

This was accompanied by rejection of the core of Marxist politics, recognition that the working class
was capable of emancipating humanity, to which Grossman was still committed; a distaste for left-wing
engagement; and an even more pronounced pursuit of the apolitical, academic respectability that

Horkheimer had cultivated since arriving in the United States.52 In contradiction with his views about
the working class, Grossman was again favorably disposed not only to the Stalinist regime in Russia but
also its foreign policies, while Horkheimer’s circle recognized the reality of the violently oppressive
police state there. And he resented pay cuts imposed by Horkheimer and Pollock on members of the
Institute as a result of a crisis in its finances. Through brutal behavior, notably toward his fellow and
more talented economist, Pollock also attempted to drive those regarded as peripheral to Horkheimer’s
higher theoretical ends off the payroll altogether.

Fed up with postponements in the study’s publication as a monograph, Grossman eventually
threatened to issue it as a book in English, prefaced by a statement about the Institute’s two-year

sabotage of its appearance, if it was not available by Christmas 1941.53 Leo Löwenthal, who looked
after the practicalities of the Institute’s publications, complained that Grossman’s inaccurate referencing
held it up because stencils had to be retyped. As indicated in the translation below, several such errors
were not picked up at that stage and it has still not been possible to identify a couple of Grossman’s

references to Marx.54 Finally a mere eighty duplicated copies of the monograph were issued, dated
1941. Since then, it has been republished twice by the German new left and translated into Italian,

French, Danish and English (three times).55

Earlier Marxist Critiques of Marginalist Economics
The fundamental assumptions and propositions of mainstream economics are, in the main, internally
consistent and, where they are not, its usefulness as a class ideology and hence sponsorship by the
capitalist class and states has ensured that theoretical doubts, conundrums and inconveniences have been

concealed from broad public attention.56 As part of the struggle against capitalism, Marx undertook a



critique of its proponents’ economic theories, which provided justifications for the existing order, and
counterposed an alternative analysis. Henryk Grossman’s study was conducted in this belligerent spirit
of class warfare, not one of polite academic debate, identifying the flaws in bourgeois economics,
notably the then- and still-dominant marginalist theory, and the superiority of Marxism.

Earlier Marxists had undertaken critiques of marginalist economics.57 Friedrich Engels began the job
with a very brief comment on William Stanley Jevons’s theory, accurately concluding, “Vulgar

Economy everywhere!”58 Conrad Schmidt devoted somewhat greater attention to the theory, in the
Austrian variants of Carl Menger and Eugen Böhm-Bawerk. He condemned its subjectivist,
psychological approach, its untenable assumption that individual judgments of utility could be
aggregated, and its focus on consumption to the exclusion of production. Later Marxists have likewise
rejected the methodological individualism of marginalist theory, which is particularly apparent in its
foundation on subjective assessments of utility. While judging marginalist economics unsatisfactory for
its understanding of values and prices, Schmidt thought the approach offered insights into the behavior

of consumers faced with already established prices.59 By referring to the choices individuals make about
the amounts of different goods they purchase, marginalist economics has subsequently been able to
dispense with the assumption that utility can be measured. Moreover, Schmidt’s objection that the
theory ignored production itself ignored the marginalist theory of the firm.

Henry Hyndman, the founder and leader of the Social Democratic Federation in England, while
dogmatic and sometimes theoretically crude, did pay attention to the spread of marginalist theory. He
made telling points against Jevons’s individualist perspective, its continuity with earlier vulgar
economics and incompatibility with Marx’s labor theory of value. As Grossman did decades later,
Hyndman also noted that demand no longer drove supply. Like Schmidt, however, he mistakenly

regarded the theory as incapable of explaining supply in its own terms.60

In response to Bernstein’s vague and eclectic suggestions that there was merit in both Marxist and
marginalist theory and in the spirit of Engels’s assessment, Kautsky insisted that it was impossible to

construct a satisfactory economic theory on the basis of two quite different theories of value.61

Furthermore, comparing Bernstein with the Fabians, he argued that
the English, however, prefer not to break with settled forms but rather merely to change their content, remaining socialists even after
becoming liberals and simply calling socialism what others call liberalism.

Bernstein has undergone a similar development. But Marxism is not as vague a concept as “socialism.” It is, rather, a quite definite
concept that is incompatible with any bourgeois social outlook. If a declaration of incapacity to refute bourgeois criticism of Marxism,
capitulating to bourgeois economics, is to be made, while nevertheless wanting to remain a Marxist or, as Bernstein expresses it,

wanting to show that in the end Marx is right against Marx, then Marxism’s bones must first be broken.62

Rudolf Hilferding and Bukharin also judged marginalism and Marx’s labor theory of value
incompatible. Others regarded a coherent theory of value as dispensable. Otto Bauer followed Schmidt
in thinking that marginalist economics shed light on demand and advocated Bernstein’s eclectic
approach; Kei Shibata argued that Marx’s value theory could be an optional extra; and Oskar Lange

rejected it while endorsing Marx’s analysis of economic institutions.63

In his reply to Böhm-Bawerk’s attempt to discredit Marx’s economic ideas, Hilferding noted that
marginalist theory’s individualist approach made it ahistorical and that its characterization of labor as
economically significant because it was a subjective “disutility” was inadequate, in addition to objections

already raised by Schmidt.64 In a later article, Hilferding drew attention to the marginalists’ adherence
to the quantity theory of money (that the total amount of money determines the value of each unit of

money), which Marx had criticized.65 Some other Marxists polemicized against marginalist economics

without quite grasping its logic.66

The Bolshevik leader and theoretician Bukharin wrote the most systematic critique of contemporary



bourgeois economics to appear between Marx’s death and the post–World War II period. Following
Marxist predecessors, he pointed out the weakness of the “subjectivist” approach of marginalist
economics, that is, its methodological individualism: the assumption that social phenomena can be
reduced to interactions of discrete individuals. He also criticized its ahistorical assumption that the
fundamental features of modern capitalist society were eternal and its assessment of economic processes

from the point of view of consumption (rather than production).67 Less persuasively, Bukharin
contrasted the Austrian variant, which he asserted was that of rentier capitalists, with John Bates Clark’s
American school, supposedly associated with the “progressive” bourgeoisie engaged in production. As
these intellectual currents shared fundamental features, were hardly counterposed even when they
emerged, and served the same broad interests of the capitalist class, such a distinction in terms of class
affiliation was untenable.

Later, Maurice Dobb highlighted mainstream economists’ unrealistic assumptions that individuals’
preferences are independent of each other, the market and social relations, and are “fairly permanent

and consistent.”68 Dobb, like Grossman, stressed conceptual continuity between the “revolutionary”
marginalists, with their mathematical appurtenances, and their immediate vulgar economic
predecessors.

Dynamics
Participation in one of Eugen Böhm-Bawerk’s seminar courses at the University of Vienna before World
War I underpinned Grossman’s ability to deal not only with the earlier history of economics but also
with marginalist theory. Böhm-Bawerk was the preeminent member of the second generation of the
Austrian school of marginalist economics. Grossman did not recapitulate the arguments of earlier
Marxist critics of mainstream economic theory at any length. Instead he grounded the contrast between

its static approach—from the physiocrats69 Smith and Ricardo through to the present—and Marx’s
ability to grasp capitalist dynamics in the contradiction between use value and value, and specifically the
“dual character of labor.” Marx had written to Engels that this was one of the two “best points” in

Capital.70

Bourgeois economists’ need to demonstrate that capitalism is rational and self-regulating resulted in
the assumption that economies were characterized by a tendency to equilibrium. This approach was
necessarily static and, as Grossman put it, “The concept of ‘self-regulation’ serves to divert attention
away from the actually prevailing chaos of the destruction of capital, the bankruptcy of entrepreneurs
and factories, mass unemployment, insufficient capital investment, currency disturbances and arbitrary

redistributions of property.”71 Disturbances came from outside, according to mainstream economics
back to Smith: war, crop failure, state intervention. Later attempts to attribute crises to monetary
problems, by Knut Wicksell and subsequently Friedrich Hayek, Irving Fisher and Ralph George
Hawtrey, were also static. Efforts to account for them in terms of technological change, disproportion
among sectors, lengths of construction periods or the durability of production goods (the accelerator
principle) were empirical observations divorced from theory.

Vulgar bourgeois economics had abandoned the labor theory of value and attempted to explain
exchange value, understood as price, in terms of utility. Vilfredo Pareto solved the problem that it is
impossible to measure the utility of commodities directly. He derived demand curves from the
comparisons people make in their choices among different goods (commodities) in order to maximize
their well-being. But for this “ordinal” approach to work, Grossman pointed out in one of the first
Marxist critiques of the more sophisticated version of marginalist theory that emerged during the 1930s
and 1940s, further unreal assumptions had to be made: the infinite divisibility of goods, unlimited
substitutability between them (ignoring the material character of commodities as use values), and



perfect knowledge. He also noted the importation, without justification, of theoretical physics’s
conceptual and mathematical apparatus, including the distinction between statics and dynamics, into

marginalist economics.72 Pareto’s equilibrium equations were only possible because he, like his
predecessors, excluded the dynamic factor of the production process and dealt only with exchange.

Equilibrium theory entails “the assumption of the simultaneous rhythm of all economic processes.”73

Economic processes, however, involve not just the circulation of commodities but also their production
as use values. The duration of the periods of production and even the circulation of different
commodities vary. Their coincidence, if it occurs at all, can only be accidental. Yet vulgar economics
simply assumes such coincidence or the simultaneity of transactions. It cannot theoretically incorporate
time and therefore history.

New York and Modes of Production
A long, early draft of what became Marx and Dynamics had included a discussion of whether Marx was

the first to introduce a historical perspective into economics.74 Material cut from that draft, extended
and developed, was incorporated into “The Evolutionist Revolt against Classical Political
Economics,” published in two parts by the Chicago-based Journal of Political Economy in 1943.
Although he had already withdrawn from many of the Institute’s activities, Grossman sent a draft of
“The Evolutionist Revolt” to Horkheimer in early 1942. The director’s comments were extremely
hostile, reflecting his abandonment of Marxism. Grossman made only minor changes in response to

them.75

The study demolished the misconception that Marx, under Hegel’s influence, was the first to argue
that the basic structure of economies had changed over the long term. Marx’s originality lay elsewhere.
Grossman examined the French works of Marie-
Jean-Antoine-Nicolas de Condorcet (1743–94), Henri Saint-Simon (1760–1825) and Simonde de
Sismondi (1773–1842); the English writings of James Stuart (1712–80) and Richard Jones (1790–
1855); and Marx’s treatment of modes of production. In this way, he showed “how dynamic or

evolutionary thinking actually entered the field of economics.”76

The most influential works of classical political economy, including those of Smith and Ricardo, the
study explained, did not recognize that economic development took the form of successive modes of
production. But from the late eighteenth century there were theorists outside the mainstream, in both
France and England, whose views were shaped by the political revolutions in America and France and
the industrial revolution in England. They made generalizations on the basis of contemporary and
historical evidence. Jones went further, using these to criticize mainstream economic theories and
formulate new positions. The concept of distinct stages of economic development, widely accepted by
the middle of the nineteenth century, was most precisely formulated in Marx’s analysis and then

disappeared from economic orthodoxy.77

In contrast to the earlier evolutionists, Marx shared Hegel’s dialectical concept of the development of
the “cultural whole”—the totality of modern bourgeois society—as the object of his analysis. But Marx,
like Sismondi and Jones, saw development as “a succession of objective economic stages of different
economic structures.” For Hegel the essence of development was “the progress within man’s
consciousness of an idea of freedom.” Without using the expressions, Grossman therefore distinguished
between the materialism of the evolutionist political economists and Hegel’s idealism by distinguishing
two meanings of “development”: material evolution (in the work of the political economists he
discussed) and development of the “notion” or “concept” (in Hegel’s system). Unlike the evolutionist
political economists, Hegel also believed that historical change had come to a halt with the

“consolidation of middle-class society.”78



Horkheimer’s assessment that it was “a most rotten piece of work”79 has not been endorsed by later
appreciations of “The Evolutionist Revolt.” The study was republished twice during the early 1990s, in a

collection on Marx and in another on early political economists.80

A Missing Link in the History of Economic Thought and Return to Germany
“W. Playfair, the Earliest Theorist of Capitalist Development” was a supplement to the project
embodied in Marx and Dynamics and then “The Evolutionist Revolt.” The essay on pioneering economic

evolutionists had only quoted a single empirical observation by Playfair in a footnote.81 In a letter to his
friends Christina Stead and Bill Blake, Grossman wrote:

My “Playfair” is with Guterman for translation. I think that the paper itself is better than the “content.” The point is: Sismondi went to
England, to collect materials for his book on the basis of higher development of Engl. capitalism. So the English Capitalism influenced
through Sismondi French economic literature. This must astonish, why this higher developed engl. capitalism did not influence english
economic literature? Now, I found the missing link, the direct trace in english literature. If [Harold] Laski could help publish in an

English quarterly, would be better, than here in Journal of Polit. Economy. If you wish, I will send you a copy of MSS.82

The article was written during early 1947 and appeared in the English journal Economic History Review

the following year.83 Playfair had anticipated Sismondi’s observations about the concentration of
capital, polarization between a few in the wealthy upper class and more and more people who are poor,
while the middle classes declined. He also linked the issues of growth and imperialism. Economic
development transforms poor agricultural into rich industrial countries. But industrial nations have
more capital than can be profitably invested at home. Moral and economic stagnation results, unless
governments promote, most importantly, the “export of commodities and of capital” but also
“decentralization of capital, further various forms of unproductive expenditure and waste.” In Playfair’s
analysis of capitalism’s underlying tendency to stagnate and its countertendencies, Grossman identified

the first application of a methodology later employed by Ricardo, John Stuart Mill and Marx.84 In the
final two sentences of the last publication he saw into print, Grossman recapitulated an insight that
underpinned many of his own contributions to the understanding of capitalism: that Marx had an
original and accurate explanation, based on the long-term rise in the organic composition of capital (the
ratio between living labor and means of production in the production process), of the system’s

proneness to crises and generation of poverty, which are discussed further in the second part, below.85

The translation of Grossman’s article on Playfair into English was less polished than that on the early
evolutionists and its material could have been better organized. The closest it came to discussion of the
relationship between Playfair’s insights and working-class strategy was to mention that socialization of
production under capitalism presaged socialism. But, observing that when John Atkinson Hobson early
in the twentieth century again raised the issue of the relationship between exports and stagnation, he
stimulated a whole new literature, Grossman no doubt had Lenin’s Imperialism: The Highest Stage of

Capitalism particularly in mind.86

In addition to the Playfair article, after his estrangement from the Institute, Grossman also wrote a
substantial study of René Descartes, only published in 2009. It was an extension of his review article on

the rise of the scientific worldview.87

Although the Institute continued to pay his salary, its value severely eroded by wartime inflation,
Grossman’s work was now hardly of interest to Horkheimer, except as a possible source of
embarrassment. They made a deal. Grossman accepted a lump-sum payment from the Institute to
finance his return to Germany and in return agreed to terminate their relationship. He took up a
professorial chair at the University of Leipzig, the oldest in the Soviet Occupation Zone, in early 1949.
The university authorities recruited him and others exiled from Germany in the west to replace staff
who had embraced national socialism and to raise the institution’s prestige. The Stalinist authorities



soon had second thoughts about this policy. But as he died on November 24, 1950, Grossman did not
suffer from the wave of persecution of these unreliable elements.

Enthused by the task of contributing to “the construction of socialism,” Grossman joined the Socialist
Unity (that is, Communist) Party, participated in the intellectual and administrative life of the university
and started to teach again. His health already weakened, particularly by Parkinson’s disease, he did not
undertake any new research projects but probably worked on ones already underway, including the
Descartes study. He sought to have several of his essays of the late 1920s and early 1930s, now
essentially inaccessible in Germany, republished together as a book. The contents would have
contradicted the prevalent Stalinist orthodoxy in economics: none of Grossman’s work was ever
republished in East Germany. It only found a new audience when new left publishers in West Germany
reissued The Law of Accumulation and other studies between 1967 and 1971, followed by translations into
Italian, French and Spanish during the 1970s. English translations have taken longer.

Insights
In many of his works, including those in the present volume, Grossman contributed to interlocking
controversies among Marxists over method, the contradiction between the use value and value sides of
capitalist production, economic crisis and the revolutionary potential of the working class. His recovery
and development of Marx’s analyses in these areas paralleled and were influenced by Lukács’s
contributions to philosophy and Lenin’s to political theory and practice. They are discussed in the
following sections.

Method
The sorting of the myriad aspects of the reality that impinges on us according to their importance in
influencing other aspects is intrinsic to scientific research. To understand falling bodies and develop the

theory of gravity, for example, physicists “exclude the accidental and external influences of air”88 as a
first step in their explanations. Such thought experiments, involving initial abstraction away from less
significant factors, are also a feature of economics as a science. But not all abstractions are accurate.
Although Sismondi sometimes engaged in an antitheoretical, empiricist rhetoric, Grossman pointed out
that one of his most important criticisms of the classical political economy of Smith and Ricardo was that
they abstracted from “the essential elements that characterize capitalist society.” Contrary to the prevalent
and superficial readings of his work, the Swiss economist’s practice was far from empiricist. He
developed François Quesnay’s abstract model of reproduction, excluded survivals of previous modes of
production and concentrated on crucial relations that the mainstream economists did not include,

particularly the nature of the capital–wage labor relationship.89

The “process of successive approximation”—stripping away less important and relevant features,
which clutter our perception, by making simplifying assumptions to identify fundamental relations, and
then successively lifting those assumptions so that the abstract insights are embedded in an account
closer to concrete reality—structured Marx’s Capital. The model in the first volume abstracted, for
example, from differences among the turnover times in the production of various commodities;
competition among capitals; changes in the values of commodities; credit; changes in the value of
money; systematic deviation of prices from values; differences in the organic compositions of capital
among industries; and the concrete forms—industrial profit, commercial profit, interest, ground rent
—taken by surplus value. In the course of the discussions in the second and third volumes, these and
other aspects of empirical capitalism were introduced progressively to generate more complex models,

incrementally closer to the reality we perceive.90 A failure to grasp Marx’s method and the
reproduction schemas in the second volume of Capital invalidated Rosa Luxemburg’s



underconsumptionist explanation of economic crises.91

Use Value and Value
Ricardo and, before him, Adam Smith mentioned use value only to go on to ignore it and construct
theories of abstract exchange value. Sismondi’s critique of Smith and Ricardo highlighted the

contradiction between the use value and exchange value aspects of commodities.92 In mainstream
economics, the neglect of use value became even more pronounced in the response to left Ricardians’
employment of classical theory to justify socialist conclusions. Grossman quoted a very early text by
Marx on the implications of an exclusive focus on exchange value: “By denying the importance of gross
revenue, i.e., the volume of production and consumption [which Grossman identified as “the mass of
use values necessary for the maintenance of the working nation”] apart from the value-surplus—and
hence denying the importance of life itself, political economy’s abstraction reaches the peak of

infamy.”93 Marx’s transformation of Ricardo’s economic categories was like his transformation of
Hegel’s dialectic. An important feature of Marx’s reconfiguration was the systematic exploration,
drawing on Sismondi, of the dual character of economic processes, including their material aspects, as

opposed to Ricardo’s one-sided concentration on them as abstract value processes.94 This provided a
means of grasping the real relations behind the veil of appearances and the reasons for these misleading
appearances: “The point is not to eliminate the mystifying factor and substitute another but rather to
demonstrate the necessary connection between the two and to explain what is deceptive in the
phenomena of value. Because capitalism has a dual reality—mystifying and nonmystifying sides—and
binds them together in a concrete unity, any theory that reflects this reality must likewise be a unity of

opposites.”95

A fundamental aspect of capitalism, the dual character of commodities and labor, their use value and
value sides, was not simply discussed in the first part of the first volume of Capital and then set aside, as
many Marxist economists have assumed. The distinction between the use value (labor as an activity) and
the value (labor power, a commodity) aspects of human labor was crucial in revealing the basis of
surplus value, profits and exploitation. Capitalist processes of production are at once labor processes, in
which specific kinds of concrete labor are applied, and value-creating (valorization) processes, in which
quantities of socially necessary abstract labor are embodied into commodities.

Marx’s method of successive approximation meant that, in Capital, the distinction between use value
and value, gained at the highest level of abstraction, permeated the increasingly concrete analyses,

progressively approaching the complex real world.96 Capital and the organic composition of capital, for
example, also have a dual character. The organic composition of capital is the ratio between the value of
human labor power and other inputs into production processes “insofar as it is determined by” “the
relation between the mass of the means of production employed on the one hand, and the mass of
labour necessary for their employment on the other,” that is, the relation between the means of

production as use values and living labor, “and mirrors the changes in the latter.”97 The contradiction
between the unlimited productive potential of the development of production forces and the constraints
on output imposed by capitalist relations of production also expresses that between the use value and

value aspects of economic processes under capitalism.98

The neglect of use value or its confusion with exchange value has remained a feature of mainstream
economics. Much of Marx’s critique of vulgar economics therefore also applies to its current,
sophisticated and sophistical third, marginalist phase, preoccupied with psychology (the subjective
theory of value) and mathematical technique, and popularly known as “economics.”

There has been a long-running controversy over Marx’s explanation of the way in which the values of



commodities are transformed into “prices of production” as rates of profit equalize across industries
with different organic compositions of capital. The neo-Ricardian Ladislaus Bortkiewicz identified a
problem in Marx’s failure to assume that economic processes occur simultaneously, as in equilibrium

models, and “solved” it by means of systems of equations based on precisely this assumption.99 Paul
Sweezy’s very influential The Theory of Capitalist Development popularized this “solution” among English-

reading Marxists.100 The acceptance of Bortkiewicz’s solution to the “transformation problem”
embedded the fundamentally static equilibrium approach of mainstream bourgeois economics into many
Marxist economists’ thinking. Subsequently, on the basis of a simultaneous equilibrium analysis, most

cogently articulated by Nobuo Okishio,101 not only non-Marxist economists but many Marxists also
concluded that Marx’s law of the tendency for the rate of profit to fall, the crux of his account of
economic crises, was false. This refutation only holds if Marx’s own “temporalist” approach, which
eschews the implausible marginalist assumption of the simultaneous determination of the prices of

inputs and outputs, is disregarded.102

In contrast with the static framework of both classical political economy and its vulgar descendents,
both of which assume that capitalism has a tendency to equilibrium, the dual nature of commodities,
especially as applied to the commodity labor power, allowed Marx to grasp capitalism as a dynamic
system. The recovery of Marx’s critique of the way classical political economists and their vulgar
successors assumed “the simultaneous rhythm of all economic processes” allowed Grossman to expose
many previous (and subsequent) Marxists’ capitulation to bourgeois economics. They neglected the use
value, therefore the time aspect of economic relations, and reverted to pre-Marxist equilibrium
analysis. Between the 1980s and 2010s, the temporal single-system interpretation, in the process of
resolving the “transformation problem,” recapitulated the account Grossman provided of Marx’s
approach to capturing the dynamics of capitalism and his objections to the static methodology of vulgar

Marxists.103

Crisis and Breakdown
Grossman subjected the crisis theories of mainstream economists and most of his Marxist predecessors
to sustained criticism in the course of identifying two complementary theories of crisis in Marx’s work.
The first, which most commentators on Grossman’s work have ignored, explained capitalism’s dynamic
instability. The second, based on Marx’s law of the tendency for the rate of profit to fall, accounted for
capitalism’s breakdown logic and the cyclical nature of crises. Both were grounded in the contradictions
between the capitalist production process as a labor process, creating use values, and as a process
generating new values, in the form of surplus value. These theories were counterposed to explanations
of crises and/or capitalism’s tendency to break down in terms of underconsumption and value
disproportion alone.

Heinrich Cunow, in 1898, offered an underconsumptionist explanation of capitalism’s breakdown
tendency: workers were not paid enough to buy all that they produced and export markets would only
be able to absorb this excess for a limited period, until capitalism pervaded the whole world. At that
point there would be no scope for exports to noncapitalist areas and the system would break down. Karl
Kautsky, between 1901 and 1911, and Louis Boudin, in his widely read English-language work of 1907,
also expounded this argument. Rosa Luxemburg, in 1913, provided a more systematic grounding for
the underconsumptionist theory of capitalist breakdown than these earlier Marxist efforts. She drew
explicitly on the work of Sismondi and argued that imperialism resulted from the pursuit of
noncapitalist markets, which were essential for capitalism’s survival. Luxemburg recognized that,
contrary to Eduard Bernstein and his reformist successors, the theory of breakdown was a key element
of Marx’s analysis of capitalism and the case for socialism. As she was a consistent revolutionary, who



sought like Cunow to justify a theory of breakdown with inadequate arguments, her position provided

Grossman with a useful foil in making the case for Marx’s explanation.104

The reproduction schemas in the second volume of Capital were inadequate, according to Luxemburg,
because they did not show the necessary shortfall between the growth of output and its “realization,” i.e.
sale. Workers and capitalists could not buy the products embodying newly created surplus value. Those
commodities had to be realized through sale to noncapitalist “third persons” at home or abroad. But the
schemas, constructed at a high level of abstraction, were designed to illuminate the process of capitalist
circulation, not the much more concrete issue of realization. The incorporation of foreign trade and
investment would have undermined their provisional assumption that prices were the same as values,

which was still crucial for the analysis the schemas embodied.105 On the other hand, incorporating
them into the analysis at a more concrete level presents no difficulties.

Luxemburg’s approach could not account for cyclical crises and failed as a theory of breakdown
because it did not accept that the logic of capital accumulation is “production for the sake of
production,” that is, profit making, rather than satisfying the final demand of individuals. In addition to
their own personal consumption, if it is profitable to invest, capitalists in different sectors will expend
newly created surplus value on expanding their capacity (by buying additional means of production and
employing new workers who purchase additional means of consumption, produced in other sectors). In

that way, all the commodities embodying surplus value can potentially find a market.106

Employing a model derived from Marx’s reproduction schemas, Mikhail Tugan-Baranovsky, when a
“legal Marxist” in tsarist Russia, claimed capitalist expansion could continue indefinitely, limited only by
the rate of technological change. Crises, he argued, are the result of disproportional expansion in
different industries. Tugan-Baranovsky reproduced the harmonious conclusions of Jean-Baptiste Say, the
father of vulgar political economy, who contended that supply creates its own demand. “Neo-
harmonist” Marxists, such as Hilferding, Bauer and Karl Renner, embraced this approach, including the
focus, shared with mainstream economics, on the value proportions that are conditions for sustained
growth and economic stability and the rejection of Marx’s theory of breakdown. Their theories of
disproportionality were unsatisfactory because they ignored the transformation of values into prices of
production. From their analysis they drew the reformist conclusion that if proportional investment was
imposed by the state, economic crises could be avoided. While Communists like Bukharin were
committed revolutionaries, their theories of disproportionality drawn from Hilferding’s shared its

flaws.107

The contradiction between use value and value in the process of production pervaded the whole of
Marx’s economic theory, including his treatments of crises. In contrast to neo-harmonist, value-fixated
accounts of the proportions required for stable capitalist growth, his inclusion of material use value
conditions resulted in a radical theory of disproportionality with much more stringent and, in the real

world, implausible conditions for capitalist equilibrium.108

Before September 1933, Grossman wrote that he had begun to work on a book on crisis under simple
reproduction, which he described as his “life’s work.” He still referred to it as “my chief contribution to

Marxist theory” in 1947.109 While nothing like a book manuscript has survived, his published works
contain elements of the argument, which built on his earlier, more general recovery of Marx’s theory of
radical disproportionality.

In the second volume of Capital, Marx dropped the preliminary assumption of equal “production
times” (the periods required for the production of commodities) of all capitals and also introduced the
complication of “circulation time” (the period commodities spend in the sphere of circulation before
they are sold). Together production and circulation time constitute “turnover time.” Differences in
turnover time are conditioned by the technical (that is, use value) characteristics of production



processes and the commodities they create. Even in the model of simple reproduction (that is, without
growth) in the second volume of Capital, which abstracts from the credit system among other aspects of
the real world, crises are inevitable because of the use value distinction between fixed capital (embodied
in commodities like machines, which function in multiple cycles of the labor process) and circulating
capital (commodities like raw materials or wage goods, which are used up in one cycle). In some years,
more fixed capital will have to be replaced than in others. But the model assumes a consistent level of

output each year.110 Unevenness in the accumulation of fixed capital will tend to become cyclical,
clumped together during some periods, generating booms, and thinning out during others, resulting in
slumps.

The analysis can be extended by considering different kinds of fixed capitals as use values with
different average life spans to account for cycles of different periodicities. Hence there are cycles of
investment in normal, productive fixed capital and longer cycles of investment in larger-scale fixed

capital, infrastructure and buildings.111 The existence of credit in the real world can even out fixed
capital investments in different industries and enterprises, geographically, at a given time. It does not
even out and may intensify fluctuations in fixed capital investment over time.

Furthermore, simple reproduction in value terms is not necessarily simple reproduction in terms of
use values. Changed weather conditions in agriculture and large losses in output due to unforeseen
circumstances in any industry can lead to a decline in the number of commodities produced, while the
living labor and the value of the means of production used to produce them and therefore their total
value, are unchanged. Such a development will disrupt simple reproduction in other industries to which

it provides inputs.112

When the scale of reproduction expands and there is technological change, as Grossman argued much
earlier, the situation becomes even more complicated. Even if new investment is proportional across
sectors, in value terms the growth in the number of commodities produced by different sectors will

vary according to the use value characteristics of their output.113 So, for example, “No one who finds
two tractors sufficient for the cultivation of their land will buy four simply because their price has fallen
by half. Demand for tractors is, all other things being equal, not dependent on their price alone but is

rather determined by the area to be cultivated, that is, quantitatively.”114 If technological change
occurs, problems of disproportion will arise even when investment is not increased or increases in the
same value proportions in different industries. Should technological progress leap ahead in the steel
compared to the car industry, the quantity of steel will rise more rapidly than the number of cars. So
even though the car industry may have the capacity, in value terms, to purchase the same proportion of
the steel industry’s output as previously, its technical requirements for steel will not have kept up with
the expanded production of steel. The previous equilibrium, on the basis of the previous value
proportionalities, will be disrupted.

The material characteristics of the technology used in production also mean that there is a minimum
amount of accumulated value that has to be invested in specific sectors. This, too, is an obstacle to

simultaneous proportional expansion of production.115 For example, surplus value accumulated over a
year or less may be sufficient to expand a clothing factory by an additional number of cutting and sewing
machines. But a steel mill may have to accumulate over several years before it can invest in a new
furnace and related equipment.

The contradiction between use value and value also underpinned Marx’s theory of capitalist
breakdown, another important aspect of his account of periodic crises. A tendency to breakdown was,
according to Marx, inherent in the capitalist mode of production, but this has been denied by many
Marxist economists for generations.

It was a great historical contribution of Rosa Luxemburg that she, in a conscious opposition to the distortions of these “neo-
harmonists,” adhered to the basic lesson of Capital and sought to reinforce it with the proof that the continued development of



capitalism encounters absolute economic limits.

Frankly, Luxemburg’s effort failed.116

Two circumstances facilitated Grossman’s “reconstruction of Marx’s theory of crisis and breakdown”:
recovering Marx’s method of abstraction and successive approximation, which structured Capital, and

the investigations associated with his theory of radical disproportionality.117 Extrapolating Bauer’s
reproduction schema, designed to refute Luxemburg’s defense of the idea that capitalism tended to
break down, demonstrated the effects of the breakdown mechanism that Marx had identified but that

had subsequently been neglected.118 Bauer’s model broke down in the thirty-fifth cycle because of this

mechanism: the tendency for the rate of profit to fall.119

The dual character of economic processes is apparent in this tendency, which results from the long-

term rise in the organic composition of capital.120 For there is an “inverse movement of the mass of use
values and values as a consequence of the increase in the labor’s productive power. The richer a society,
the greater the development of the labor’s productive power, the larger the volume of useful things
which can be made in a given labor time. At the same time, however, the value of these things becomes

smaller.”121

Capitalism spectacularly expands the number of use values produced while reducing the value of
individual commodities, by channeling a progressively higher proportion of investment into new
technologies embodied in constant capital as opposed to the purchase of living labor power. The ratio
between the cost of constant capital used and the wages bill increases. Driven by competition among
capitalists, this rising organic composition of capital expresses the progressive nature of capitalism,
which increases the productivity of labor because workers using more sophisticated equipment produce
more commodities in a given time. But it is only living labor that creates new, surplus value. The rate of
profit, the ratio between the newly created value embodied in surplus value (profits) and capitalists’
total outlays, falls. The requirements for the accumulation of constant capital encroach on the surplus
value available for the consumption of the capitalists and/or workers. Eventually there is insufficient
surplus value to maintain any given rate of accumulation: the model breaks down. The onset of the

breakdown is accelerated as the absolute value of individual new items of constant capital grows.122

This analysis captures a long-term tendency of the capitalist system. To approach the real-world
pattern of growth more closely, Marx continued his investigation by identifying countertendencies, also
inherent in capitalism and shaped by the dual nature of capitalist production, that slow or temporarily
reverse the tendency for the rate of profit to fall. These included the cheapening of both means of
production and the items workers consume, a consequence of the increased productivity of labor;
reduced turnover time; increases in the variety of use values, including through foreign trade; the
transfer of surplus value from less to more developed territories through unequal exchange and profits
from capital exports; and economic crises themselves, which devalue means of production, sold off
cheap or left idle by bankrupt businesses. The effects of the countertendencies mean that capitalism’s
tendency to break down takes the form of recurrent economic crises. While exploitation, the rate of
surplus value, rises and (up to a point) the mass of surplus value does increase, neither this nor the other
countertendencies is sufficient to fully offset the effect of the rising organic composition of capital on the
rate of profit in the long term. This is confirmed by empirical studies. Capitalism’s tendency toward
breakdown and inherent crises, grounded in the distinctively capitalist dual nature of the production

process, are expressions of the contradiction between the forces and relations of production.123

Revolutionary Politics and Conclusion
A myth that Grossman had a mechanical theory of capitalism’s collapse and the transition to socialism



was fabricated by Stalinist and social-democratic reviewers of his Law of Accumulation. It was often
associated with the implied or explicit accusation that Grossman was a proponent of political passivity.
The myth was imported into the English literature by Paul Sweezy. His acolytes have continued to

peddle it.124 No act of esoteric divination was or is necessary to establish the nature of Grossman’s
commitment to political activity culminating in workers’ revolution or that he did not mechanically
apply his model of capital accumulation derived from Bauer’s schema. His positions were apparent in his
political affiliations and clearly expressed not only in unpublished responses to critics but also in his
readily accessible publications, including The Law of Accumulation.

As a young revolutionary leader, Grossman emphasized the centrality of class struggle to both the
formation of working-class consciousness and revolution. Decades later he expressed the relationship
between capitalism’s tendency to break down and the working class as an active revolutionary subject in
Lukácsian/Hegelian terms. Marx “follows Hegel, for whom history has both an objective and a
subjective meaning, the history of human activity (historia rerum gestarum) and human activity itself (res

gestas).”125 Consequently, “the point of breakdown theory is that the revolutionary action of the
proletariat only receives its most powerful impetus from the objective convulsion of the established
system and, at the same time, only this creates the circumstances necessary to successfully wrestle down

the ruling class’s resistance.”126 For
the working class’s struggle over everyday demands is thus bound up with its struggle over the final goal. The final goal for which the
working class fights is not, therefore, an ideal that is brought into the working class by speculative means, “from outside,” whose
realization, independent from the struggles of the present, is reserved for the distant future. Rather, as the law of breakdown
presented here shows, it is a result that arises from everyday, immediate class struggles, whose realization is accelerated by these

struggles.127

In Capital, Marx commented on the importance of knowledge about the laws of economic
development: society “can neither clear by bold leaps, nor remove by legal enactments, the obstacles
offered by the successive phases of its normal development. But it can shorten and lessen the birth-

pangs.”128 It is clear from Grossman’s survey of the history of Marxism that events other than a purely
economic crisis may trigger an “objective convulsion.” He stressed that, in the context of inter-
imperialist rivalry leading to war, “the proletariat has the task of transforming war between peoples into
civil war, with a view to the conquest of power and, for this reason, of preparing strategically and
organizationally for revolution.”129

The overthrow of capitalism by the working class is not possible at all times. In several publications,
Grossman referred to Lenin’s analysis of the circumstances in which revolution becomes a possibility. A
revolutionary situation arises when the subordinate classes are suffering increased hardship, no longer
want to tolerate the old order and are effectively organized to act, while the ruling classes are

objectively unable to rule as before.130 Luxemburg, also a proponent of capitalism’s tendency to break
down, had argued in the same spirit that the revolutionary position is not to passively wait for capitalism

to collapse.131 This position was counterposed to both faith in an act of revolutionary will by a
minority, voluntaristic putschism, and reliance on subjectless history running its course. In suitable
objective circumstances, Grossman was confident, the working class can become a historical subject
capable of the revolutionary overthrow of capitalism.

No economic system, no matter how weakened, collapses by itself in automatic fashion. It must be overthrown. . . . “Historical
necessity” does not operate automatically but requires the active participation of the working class in the historical process. . . .

The main result of Marx’s doctrine is the clarification of the historical role of the proletariat as the carrier of the transformative
principle and the creator of the socialist society. . . . In changing the historical object, the subject changes himself. Thus the education of
the working class to its historical mission must be achieved not by theories brought from outside but by the everyday practice of the

class struggle.132

Although hardly modest, Grossman’s decision to conclude his 1932 survey with a third person



summary of his own work on Marxist crisis theory and its relationship with Marxist politics, along with
a refutation of arguments made against it, entailed a sober assessment of his contribution to

Marxism.133 Grossman vindicated Marx’s sustained attention to the use value and value aspects of
economic processes, which underpinned his reaffirmation of Marx’s theories of economic crisis and
capitalist breakdown and his powerful critique of bourgeois economics’ equilibrium theories. His
arguments are of immediate relevance. They provide a basis for decontaminating Marxism of a range of
alien, bourgeois assumptions, which undermine its coherence, and they support important practical
conclusions, particularly about responses to recurrent economic crises and the working class as a
potentially self-conscious historical subject.

Structure and Conventions
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modified to comply with this book’s citation and stylistic conventions, and to correct minor errors in
Grossman’s quotations and mistakes in his references. Where they exist, published English translations
are used in quotations and references. Other things being equal, editions available free on websites such
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Simonde de Sismondi and His Economic Theories

(A New Interpretation of His Thought)134

Translated from the French by Ian Birchall

This year we have the opportunity to commemorate several great economists, for it is the centenary of
the death of [David] Ricardo, the fortieth anniversary of Karl Marx’s death, the two hundredth
anniversary of the birth of Adam Smith and the hundred and fiftieth of that of Simonde de Sismondi.
Today I propose to draw your attention to the last of these. Compared with the numerous studies

devoted to the physiocrats and the classical English economists,135 those dealing with Sismondi are
relatively few in number. And although a host of excellent authors in more or less recent times, such as
Adolphe Blanqui, [Julius] Kautz, [Hugo] Eisenhart, Charles Périn, [John Kells] Ingram, Ludwig Elster,
Luigi Cossa, [Alfred Victor] Espinas, [Heinrich] Herkner, [Albert] Aftalion, [Joseph] Rambaud, Hector
Denis and Charles Rist, have attempted to expound Sismondi’s ideas, those studies we do possess have

not succeeded, in my view, in giving sufficient attention to his theoretical thinking.136 In fact, while

they pay ample homage to this honorary professor of the University of Wilno137 and draw out his
importance as the creator of new social policy, he is relegated to secondary status as a theoretician. It is
precisely on this last point that I differ from generally accepted opinions. To set them right I will try to
characterize in turn Sismondi’s method, his theory and his social policy.

1. Sismondi’s Method
As far as method was concerned, it previously seemed that Sismondi’s viewpoint had been clearly
established. It was generally claimed that Sismondi was an opponent of the abstract and deductive
method and that his merit consisted solely in the fact that he had spoken out critically against the
abstract and deductive method of the classical school and in particular of Ricardo, juxtaposing it to the
method of historical and descriptive induction. According to Denis, “Sismondi’s basic criticism of the

[classical] school is for its abstract and deductive method.”138 Charles Rist in turn makes a very similar
judgment. “Sismondi’s disagreement was not upon the theoretical principles of political economy. So far as
these were concerned, he declared himself a disciple of Adam Smith. He merely disagreed with the
method, the object and hence the practical conclusions of the classical school.” “Ricardo . . . is accused of
having introduced the abstract method into the science … his spirit shrank from admitting those
abstractions which Ricardo and his disciples demanded from him. Political economy, he thought, . . .
was to be based on experience, upon history and observation. Human conditions were to be studied in
detail.” According to Rist, Sismondi’s critique is directed against generalization. “It also prepared the
way for that conception of political economy upon the discovery of which the German historical school so

prided itself at a later date.”139

Admittedly one can find in Sismondi many more passages similar to those noted by Rist. But we can
see that the latter has stuck to a literal reading of Sismondi and has not grasped the spirit, that he has not
seized the very essence of his method. Having asserted that Sismondi is an opponent of the abstract
method, a few lines later he criticizes him for a certain inconsistency, because “Sismondi himself was
forced to have recourse to it. It is true that he used it with considerable awkwardness and his failure to



construct or to discuss abstract theories perhaps explains his preference for the other method.”140

If there is an inconsistency, I venture to say that it is not in Sismondi but rather in Rist’s standpoint
and his rather scholastic logic. According to Rist, Sismondi’s methodological merit entails the critique of
the abstract method and the application of the historical and descriptive method. But then Rist goes on
to say that Sismondi “was forced to have recourse” to the abstract method.

Is it true that in Sismondi we are faced with contradictions and that these are a sign that he “creates . .

. confusion” and has a “hesitating mind”—as Rist assures us?141 To concede this would make our job a
lot easier, all the more so since Sismondi is a powerful individual whose enormous influence on the
development of economic thought, as well as on several great thinkers such as John Stuart Mill, [Pierre-
Joseph] Proudhon, Karl Marx, Émile Laveley and so on, becomes more obvious with every passing day,

as Hector Denis has quite rightly noted.142

If it were solely a matter of showing the need for an inductive, historical descriptive method,
Sismondi’s achievement in this respect would be quite dubious. In Germany [Johann Gottlieb] Fichte, it
is true, applied an abstract constructive method to his “rational state,” that is, the state as it ought to be.
But where it was a question of economic relations, “real states existing at present,” he demanded an
explanation of “how everything that is came to be as it is,” and it was for history to respond to this
question, “since indeed all historical research of deep penetration neither can nor should be anything
else than a genetic answer to the causal question: how has the present state of things arisen and what are

the reasons that the world formed itself into what we find before us?”143 In France it is Charles Ganilh
who should take the credit, albeit problematic, for having opposed the abstract method. This
economist, four years before the appearance of Sismondi’s book, published a program for a statistical
and descriptive method. In his work he criticizes Adam Smith and the physiocrats for using an
“ambitious method” that, as a result of “their predilection for rational and speculative theories” and “by
means of hypotheses, conjectures and analogies,” aims to construct “general laws” by a means that “is
independent of facts and experience.” Political economy is “a practical science.” Now “Adam Smith’s
system of unlimited freedom” is “a speculative theory.” “When one looks carefully at Smith’s admirable
work, one finds there only assertions which do not fit the facts, conjectures with no basis in reality and
unfounded hypotheses.” To this method Ganilh contrasts the descriptive method and sees the solution in

the progress of statistics.144 It seems that he was inspired by the famous statistical treatise of Patrick
Colquhoun (1814), which showed the distribution of wealth among the various classes in the population

of England.145 “Thus it seems to me that from the table of the present wealth of a people . . . one can
progress not only to knowledge of the causes of this people’s wealth but even to the establishment of the

principles that create modern wealth and to the true theory of political economy.”146 He defines the
relationship between statistics and economics as follows: “The former accumulates the materials and the
latter builds the edifice of the science.” If the speculative theories that he criticizes “reasoned before
having observed the facts . . . asserted instead of calculating,” the method advocated by Ganilh leads in
short to a rigorous theory, “to mathematical certainty.” He briefly indicates the path to be followed. “We
observe facts that can be subjected to observation and calculation and that, as a result, give economic
science the right to lay claim to the same precision as the physical and mathematical sciences.”

Thus it was not Sismondi who was the first to juxtapose a scientific ideal based on the statistical-
descriptive method to the abstract and deductive method of the classical economists. However, I will
not spend time discussing once more the banal question as to whether political economy should use
induction or deduction. Half a century before Ricardo, James Steuart, to the great advantage of the

science, applied the two methods jointly to economic research.147 To employ induction and deduction
simultaneously is in no way peculiar to economics but is practiced in all the sciences and indeed in every
nonscientific operation of thought, for it is quite simply the very nature of our mind to move from the



particular to the general and from the general to the particular. And that is why I consider that reducing
the problem of method in political economy to the question of induction versus deduction is to deny any
specific method of study in economics. And this is also why I think Wilhelm Hasbach has overstated
Steuart’s merit, as far as method is concerned, when he claims that “Steuart had no predecessor and
until John Stuart Mill no successor who, with such clarity of thought, although it was in a less clear

language, expounded the methodological foundations of our science.”148 And Hasbach concludes from this

that Steuart “is the greatest economist of the eighteenth century.”149

I have no intention whatsoever of belittling the value of Steuart. I should simply like to show that
apart from the question of the involvement of induction and deduction in the field of knowledge and
from ways of gaining knowledge as well as our mind’s instruments of investigation—in short, all that
we understand under the name of Denkmethode [method of thought]—the problem of method also has
another aspect, not in relation to the properties of our minds but rather depending on the type of
phenomena being studied: Forschungsmethode [method of research]. While the former problem
concerning knowledge itself is common to all sciences and is not specific to economics as such, the latter
appears differently in each science, for in each science—and hence in political economy—it is necessary
to create specific methods appropriate to the character of the phenomena being studied. “Every discipline,” says
Luigi Cossa, “has its own method, appropriate to its object, role and purpose, which distinguishes it

from the others.”150 If, having set aside the question of induction and deduction, we ask what
constitutes this specific research method of the classical English school, applied in particular to the
character of economic phenomena, we will find it very difficult to give an answer. [François] Quesnay’s
Formula for an Economic Table (1758) was founded on the constructive basis, which was such a specifically
economic method, effectively applied, although it was not justified theoretically. In respect of method,
in relation to the problems of the totality of production and of social reproduction, the classical English

school represents a retreat, a lowering of the level achieved by the brilliant creator of physiocracy.151

This detrimental influence of the English school becomes visible in Jean-Baptiste Say, who in his Treatise
of 1803 criticizes the physiocrats for founding “a principle upon some gratuitous assumption. . . .
Political economy has only become a science since it has been confined to the results of inductive

investigation.”152 This was a return to naïve empiricism and Sismondi takes up anew the
methodological problem of the physiocrats, which entails the fact that the latter, in the study of
economic phenomena, reject mere empiricism and use the constructive method. Sismondi develops this
method in an original fashion and does so with all the expertise required of a theoretician. Sismondi’s
historical achievement in methodology is to have imagined and constructed this method and shown the
necessity of applying it, not of having supposedly applied the descriptive-
historical method of induction. For, as we will soon see, not only is Sismondi not hostile to abstract
analysis but he uses it on a greater scale than the classical thinkers whom he criticizes, to such an extent
that [Adolphe] Blanqui complains of his use of this abstraction, to which, it is claimed, Sismondi was
opposed: “The principal defect in the method of M. de Sismondi lies in generalizing too much, like

Ricardo himself, his most illustrious opponent.”153 The very fact that Sismondi’s method has been
evaluated in such diverse fashions should arouse our attention and encourage us to clarify the matter. So
let us look at it more closely.

How does Sismondi proceed to analyze the phenomenon that interests him most and that, in his
opinion, is “the fundamental question of political economy”—namely, the problem of the “balance
between consumption and production”? Empirically there was the phenomenon of crises in the form of
a glut on the market with goods that did not find buyers at a price that would make a profit possible.
Ricardo saw the phenomenon itself as transitory and saw the cause as lying in an erroneous commercial
or fiscal policy. In a discussion with Sismondi he “attributed this result . . . to constraints imposed on



the circulation of goods, and to tariffs.”154

At this time the effects of ruinous English competition were making themselves felt very powerfully in
France. But instead of having recourse to the theoretical indication of the errors of free competition,
first of all solutions were proposed in the form of tariff protection, as was done for example by [Jean-

Antoine] Chaptal.155

What position does Sismondi take on this occasion? Does he follow the path traced out by Ricardo?
Does he analyze “only what is”—empirical facts: the influence of taxes, of duties and of import bans on
the quantity of production and exports? Does he undertake descriptive and comparative studies of the
quantity of production and consumption in the countries affected by the crisis, before and after the
outbreak of the crisis? Does he perhaps study the decline in demand, imports and exports as a result of
changes in fashion, warfare, or foreign competition? Does he try to examine the influence of the banks
and of credit, or of paper money; the influence of the actual distribution of wealth, the total amount of
wages, profits and so on? Not at all; instead of all that Sismondi rejects the world of empirical phenomena in
the specific conditions of time and place and confines himself to a methodological fiction, taking his
proof and his analysis into the world of a constructed abstract example. In fact he was perfectly well aware
that the very object of his analysis was in no way empirical. We can study the level of wages, profits,
prices, the quantity of production, or the number of workers employed empirically. But the problem of
the economic equilibrium of production and consumption in a capitalist society cannot be studied under the
microscope of descriptive analysis and, even if it were done by establishing as conscientiously as possible
the effective state of overproduction, we would make no contribution whatsoever to demonstrating the
extent to which this imbalance results necessarily from the very essence of the capitalist system. The
object in contention in the analysis is therefore itself entirely abstract. “The question I had raised was so
obscure, so abstract that I laid myself open to the most absurd interpretations. . . . However, I have
never believed that I must forego the defense of what to me appeared to be the truth, because that truth

was abstract, difficult to grasp.”156

While he was in Geneva in 1823 Ricardo continued orally the polemic with Sismondi that the latter
had begun in 1820 against [John Ramsay] McCulloch. Once again, empirical facts were put on one side.
“But a spoken discourse cannot do justice to a question which calls for a difficult reconciliation of

practical arguments with, in some way, metaphysical considerations.”157 We know what that means. In his
1824 treatise against Ricardo, where he reports the oral discussions he had with the latter, Sismondi,
basing himself on certain arbitrary a priori principles (metaphysical considerations), constructs an
abstract arithmetical example (calculations), and the polemic concerning the central problem of political
economy was developed on this fictitious level.

While Ricardo, as a supporter of total freedom of exchange between nations, attributes crisis to
“constraints imposed on the circulation of goods” and the empiricists, like Chaptal, seek salvation in the
defense of the internal market through tariff protection, Sismondi excludes in advance from his argument the
factor of the commercial policy of governments. The defense of the internal market and free export to foreign
markets can undoubtedly get rid of excessive production but the problem is only provisionally resolved
by this means and only for one particular country at the expense of another country. “In that system
nations are rivals to each other; industrial prosperity in one causes the ruin of industry in the others.”
The export solution is likewise not viable for all nations. “If all adopt this system at the same time, if all
consign each year a greater amount of exports to foreign markets . . . their competition, that will

embrace the world market, will be injurious to everyone.”158 “The immediate result of this universal
battle can only be the impossibility of continuing it”—and all of them in turn would have to get rid of

their excess.159 Overproduction would then be revealed in its full extent. “What can be done if one

will not be able to sell abroad anymore?” And then “the illusions of foreign trade” will disappear.160 If



therefore we take into consideration not a single state but “the world market,” “for it there is no
export.” Starting from these thoughts, Sismondi continues the methodological construction of

Quesnay’s Table161 and admits that the economic process of the world has already reached the stage
where external markets no longer exist and that is why he takes as the starting point of his theoretical
analysis an isolated nation, without external markets, “by either looking at the entire world market, or by
postulating that every nation exists in isolation from every other.” Elsewhere he expresses this thought
even more clearly: “National expenditure must absorb . . . total national production. In order to follow this
reasoning with greater certainty, and to simplify the problems, we have, till now, completely abstracted

from foreign trade, and we assume an isolated nation; humanity is that isolated nation.”162

It is only in such an isolated economic mechanism, without external markets, that Sismondi studies
how the increase of production operates and in particular examines whether, as Ricardo and Say claim,
an isolated nation, by increasing its production, thereby creates new consumers. If in fact there must be a
balance, “it must be proven that it creates them itself when it increases its production.” “To study this
social mechanism,” in order to analyze this equilibrium, Sismondi constructs the hypothetical
arithmetical example that has already been mentioned, supposing, on the one hand, “a cultivator who,
on a given area of land,” employs a given number of agricultural workers and, on the other, an industrial
capitalist employing a specific number of workers. “This is a hypothesis and an analysis presenting the

least difficulty, and will force us to deal with the least detail.”163

It is only in a system thus isolated and simplified that Sismondi, after having established a certain
specific productivity of labor and a specific wage, studies the relations of supply and demand.
Subsequently multiplying one of the elements, namely, the productivity of labor, and modifying the
sum of wages by a fixed percentage, he studies afresh the influence of these changes on the relation of
production to consumption.

Can there be anything more abstract than this method? How then has it been possible to claim that
Sismondi is a representative innovator of the descriptive and inductive method? Here there is a
misunderstanding resulting from the fact that people have not grasped the very basis of Sismondi’s
critique of the classical school. In his essay against McCulloch, Sismondi says, it is true, of the English
school that it “loses itself in abstractions” and that it becomes, “to some degree, an occult science.” He
requires of science “that it finally deals with reality.” We must “be watchful against all generalisations of

our ideas that make us lose facts from sight.”164 Seven years later in the second edition of his work he
denounces Adam Smith’s disciples who “have thrown themselves even more into abstractions.” “In their
hands the science has become so speculative that it seems to separate itself from all practice. . . . Our
mind is loath to accept the abstractions they require of us.” However, Sismondi rejects this abstraction,
not because it is abstract but because it is an abstraction that does not fit reality, because it does not take
account of the essential elements that characterize capitalist society. The simplification of reality must have
its limits. “The abstraction we are asked to make . . . is by far too strong: . . . this is not simplification,
this is misleading us by hiding from our view all the successive operations by which we can distinguish
truth from error.” Sismondi criticizes Ricardo for having taken the state of equilibrium between
independent producers as the basis of his proofs and of having, consequently, neglected such an
important point as wage labor. “We will look at society in its actual organization, with workers without
property, whose wages are fixed by competition, and whose master may dismiss them at the moment
when he has no more need for their labor; for it is precisely this social arrangement to which our objections

apply.”165

Thus Sismondi is not opposed to abstraction in general but only to abstraction that sets aside essential
elements of reality. Undoubtedly Sismondi too used the inductive, historical-descriptive method. But he
applied it in order to establish facts that were to be the starting point of his argument. He observed, for
example, with the help of an empirical analysis, the struggle of large workshops against small ones, the



concentration of large assets under the same management and the increase of material wealth in

contemporary society, parallel to the deep poverty and pauperism of the working classes.166 But these

“rebellious facts” merely enable him to formulate the problem.167 He seeks the explanation of the
phenomenon precisely by means of the abstract construction of a fictitious model with clearly
established foundations, which enables him to draw from it conclusions that are rigorous even if, for the
time being, hypothetical.

But Sismondi’s methodological foundations are not limited to this. If science has the aim of
reproducing realities in the mind and if, for this very reason, he indicts Say so vigorously for having said
nothing about wage labor, he nonetheless recognizes, on the other hand, that not every empirical
phenomenon belongs to the domain of the reality that he wants to explain scientifically. The task that he
has taken on entails discovering the laws that govern the capitalist mechanism, that is, a mechanism
based on free wage labor and the monopoly ownership by the capitalists of the necessary instruments of
labor. Now, the empirical world showed that alongside these elements of the system there were
independent artisans and land-owning peasants. Should these survivals of former economic formations,
as elements of “empirical reality,” be for Sismondi the object of the analysis of the capitalist system?

As a historian, Sismondi is well aware of the historical variety of successive forms of the organization
of labor, as well as their essential functional specificities. As crises and the ills that they entail came into
existence to the extent that wage labor—that is, economic organization based on the payment of wages
—was constituted, he draws the far-reaching methodological conclusion that forms of independent
labor (artisans, peasants) are absolutely irrelevant to him as a subject of his studies of the essence of

capitalism.168 But precisely these forms constituted the major part of the empirical reality of his time,
while the system of wage labor he proposed to study was still only a new phenomenon, in its initial
phase, although its pernicious influence had already made itself felt and had led to disastrous
disturbances. The process of the expropriation of the artisan and the peasant, recently begun, was
evolving rapidly. “We incline to separate completely any type of property from all types of labor. . . .

This social organization is so new that it is not even halfway instituted.”169

Now, if there exists “the universal tendency of wealth to separate the action of capitals from that of
hands,” it can be imagined that in its subsequent development this tendency will reach its final objective,

that is, a complete separation of property from labor170; in other words it will lead to a social system
composed exclusively of capitalists and workers. This will be a “purely” capitalist system, that is, the
system that Sismondi wants to study. He therefore acknowledges that this process is in fact completed
and mentally he cleanses the capitalist system of all infiltrations, of all survivals of earlier systems. In fact it
is only in a system stripped of elements foreign to it that the laws and properties that characterize it can
appear—for example, free competition, the antinomy of the interests of the entrepreneur and the
worker as well as their struggle over the division of the social product and so on. “To examine this
battle . . . it will be easier to abstract from all those workers who are at the same time capitalists, and

[from] all capitalists who are at the same time workers.”171 Sismondi thus arrives at the methodological
premise of an economic system based exclusively on wage labor, considered as a universally established
system composed of capitalists and workers, excluding all third parties such as officials, soldiers,
merchants and people practicing liberal professions, etc.

The result of our analysis is clear. In the central problem, which for Sismondi is the most important
one—that of the equilibrium of the economic mechanism, meaning the equilibrium of production and
consumption—he takes as the object of his theoretical analysis and as the basis of his proof not empirical

reality but a fictitious model of capitalist society based on arbitrarily assumed foundations.172

In his arithmetical schema of annual production, Sismondi lists three branches of this production:

1. production of foodstuffs, represented by sacks of corn;



2. production of industrial articles absolutely essential for life; and
3. production of industrial luxury items.

He subsequently assumes in all branches of production a specific degree of productivity of labor, equal
to the value of twelve sacks of corn a year per worker, and at the same time a specific standard of living
for the workers, in other words the wage received, equal to ten sacks of corn, of which three sacks are
consumed in kind by the workers and the seven others are consumed in the form of absolutely essential
industrial articles. He then establishes that the whole surplus production of each worker beyond his
wage—in other words, in this case, the value of two sacks of corn—accrues to the agricultural and
industrial employers, and each of them shares his indispensable consumption in the same ratio: three
sacks of corn in kind and seven in the form of indispensable industrial articles. It is only the remaining
excess of their profit that they consume in the form of luxury industrial articles.

It is only after having simplified the problem by rigorously defining the data on which he is basing
himself that Sismondi embarks on his subject properly speaking, namely, to study the influence of each
element in particular: the number of workers and their productivity, the needs of society remaining
immutable. Given the productivity of ten agricultural workers, the problem to be resolved will entail the
quantitative determination of the number of workers in both branches of industry. If on the other hand,
given the number of workers, the productivity of labor increases and overproduction appears, then the
problem is reduced to the question either of limiting the number of workers or of reducing the increase
in the productivity of labor.

As we can see, Sismondi’s schema is only a refined form of Quesnay’s Table; the refinement entails the
fact that instead of Quesnay’s three classes, corresponding to the situation in the middle of the
eighteenth century—productive class, class of owners, and sterile class—Sismondi introduces a division
more appropriate to the capitalist system: capitalists and wage workers. All the branches of production
are productive since they give the capitalists an income, here still envisaged in a general form and not in
particular categories such as rent, profit, interest on capital, commercial profits, and so forth. This way
of seeing things leads to the division between necessary consumption by workers and luxury
consumption in which only capitalists participate. These are refinements that will later be adopted in

full by Karl Marx in his reproduction schema at the end of the second volume of Capital.173

Are fictitious constructions of this sort, moving fundamentally away from Say’s postulate, “study what
is,” admissible from the methodological point of view? We must respond that Sismondi’s premises are
not arbitrary fantasies of the mind, formed without any relation to concrete existence; they are a
construction but a necessary construction, resulting from the character of the materials envisaged, from the
fact of the mixture and simultaneous existence in empirical reality of phenomena that are aspects of
organizations having completely different historical characters. The accepted bases therefore mark a
selection of empirical materials, a limitation of the analysis to a specific group of phenomena, to the
exclusion of all other alien elements; “they represent positive facts, merely in the absence of disruptive causes.”
They are therefore in conformity with the conditions of methodological analysis, defined by [John
Elliott] Cairnes for the circumstance in which one uses “hypothetical cases framed with a view to the
purpose of economic inquiry. For, although precluded from actually producing the conditions suited to
his purpose, there is nothing to prevent the economist from bringing such conditions before his mental
vision, and from reasoning as if these only were present, while some agency comes into operation . . .

the economic character of which he desires to examine.”174

Sismondi’s methodological construction, solidly ordered, is, therefore—to use Cairnes’s expression

—“a substitute for experiment,”175 also known as a “hypothetical experiment” or a “thought
experiment.” Contrary to Hasbach’s opinion, it accounts for Sismondi’s incontestable superiority over
the methodological procedures represented by James Steuart; by going far beyond the banal difference
involved in the use of induction or deduction, Sismondi creates a method appropriate to the character



and nature of economic phenomena, the objects of the analysis. This method is the expression of the
stage of development reached by capitalism in Sismondi’s day, a level it was far from having reached at
the time of Quesnay and Steuart.

It is difficult to agree with Herbert Foxwell, professor at Cambridge University, who in his “History
of Socialist Ideas in England” (1903) says that the time after Ricardo in England was “a period of
indescribable confusion,” of “sterile logomancy and academic hair-splitting,” and that he saw the cause of
this in the fact that “Ricardo had adopted what was intended to be a rigorously abstract and deductive
manner, but without any of those formal aids to precision and clearness which scientific, and especially

mathematical, method provides.”176 [Nicolas-François] Canard, who in his Principles of Political

Economy177 was the first to apply this method to economic problems, has shown that one could fill
chapters with mathematical formulae without taking the science of economics a step further forward.
That is why Sismondi, without mathematical formulae, is in my opinion more of a mathematician than
those who apply such formulae in political economy. The value of the geometrical method of argument,
as well as the accuracy and the effectiveness of its results, depend not on the construction of a formula
but rather on the construction of a specific research method, based on clearly determined foundations
that are appropriate to the character of the phenomena studied. Ricardo, despite all the subtlety of his
method of thought, lacked this method of research into the problem of the totality of social reproduction.
Hence it is Sismondi who has the merit of having continued on the methodological path indicated by

Quesnay’s Table, which later led to Karl Marx’s brilliant methodological construction.178

2. Sismondi as a Theoretician

A. The Problem
The misunderstanding we have pointed out with regard to Sismondi’s methodological approach is
repeated in even more pronounced form when this economist is considered as a theoretician.
Previously, the history of economic doctrines has told us that Sismondi’s chief merit was being the
creator of a new social policy and of a program of reforms where he “appeals for . . . the granting of the
right of combination. Then follows a limitation of child labor, the abolition of Sunday toil, and a
shortening of the hours of labor. He also demanded the establishment of what he called a ‘professional
guarantee,’ whereby the employer . . . would be obliged to maintain the workman at his own expense

during a period of illness or of lock-out or old age.”179

On the other hand, Sismondi the theoretician has been treated lightly. Rist assures us that “what really
interested Sismondi was not so much what is called political economy, but what has since become known as
économie sociale in France and Sozialpolitik [social policy] in Germany. His originality, so far as the history
of doctrines is concerned, consisted in his having originated this study.” “Sismondi thus becomes the first

of the interventionists.”180 His role is quite different as far as theory is concerned: “Sismondi’s
disagreement was not upon the theoretical principles of political economy. So far as these were concerned

he declared himself a disciple of Adam Smith.”181 “The principal interest of Sismondi’s book does not lie
in his attempt to give a scientific explanation of the facts. . . . His merit rather lies in having placed in strong
relief certain facts that were consistently neglected by the dominant school of economists. . . . He
deliberately shows us the reverse of the medal, of which others . . . wished only to see the brighter

side.”182

He was “the first to give sentiment a prominent place in his theory” and thought that “political economy
. . . was best treated as a ‘moral science’” that must tend toward a just distribution of wealth. According
to Rist, it is precisely in this ethical conception that Sismondi distances himself from the English school: “That is



why he gave such prominence to a theory of distribution alongside of the theory of production, which had

received the exclusive attention of the classical writers.”183

Rist, as we can see, particularly insists on the importance of Sismondi as the creator of the ethical and
socially reforming current and does not think much of him as a theoretician: “But to imagine anything
more confused than the reasonings by which he attempts to demonstrate the possibility of a general

crisis of over-production is difficult.”184 Elsewhere Rist says that “Sismondi . . . fell into the error of . .
. Ricardo” (that is probably why he wrote the essay against Ricardo) and adds: “This shows what a
hesitating mind we are dealing with.” And having attributed such a modest place to Sismondi as a
theoretician, Rist diminishes it even further by claiming that Sismondi’s critique, far from being
determined by theoretical principles, is only the result of “the violent reaction of humanitarianism
against the stern implacability of economic orthodoxy. We can almost hear the eloquence of Ruskin and

Carlyle, and the pleading of the Christian Socialists.”185

I will not cite the opinions of other writers here. Almost all make a similar judgment and, whether it
be Hector Denis or Eisenhart, [Werner] Sombart or [Gustav] Schmoller, they outdo each other in
repeating that Sismondi inaugurated the “ethical current” in economics. “Sismondi’s general approach,”
says Rosa Luxemburg, “is predominantly ethical, it is the approach of the social reformer.” “He aspires .

. . towards a thorough-going reform of distribution in favour of the proletariat.”186 And that means
Sismondi’s merit consists not in a theoretical explanation of the existing economic system but in a
“normative” indication of what ought to be. He “never tire[s] of preaching,” says Sombart, “not so much

the Christian as the social spirit.”187 In Herkner’s eyes, Sismondi is a classic of social reform.188 On
the theoretical level, Denis assures us, Sismondi “accepts the principles of Adam Smith,” and he shows
originality only in that “he came to draw quite different conclusions.” “The most important feature of the
revolution which he brings about in economic science” consists, according to Denis, in the fact that
economics “appears to Sismondi as a science which is not merely theoretical but practical, that is, it
proposes not only to illuminate the laws of what has been and of what is but of what ought to be.”
Sismondi prepared or pursued “the ethical moment of science, the subordination of political economy to

morality.”189 Böhm-Bawerk agrees: according to him, Sismondi forms the link between the classical

theory of value and the theoretical consequences the socialists were to draw from it later.190 Even

[Franz] Mehring saw in Sismondi nothing other than the “last representative of classical economics.”191

Does this role attributed to Sismondi correspond to reality? This presentation is precisely intended to
answer that question.

If Sismondi had only been an interventionist or a representative of the ethical current in political
economy, he would have been in no way original. In England, some years before Sismondi, Robert
Owen had published A New View of Society, or Essay on the Principle of the Formation of the Human Character

in 1813.192 It called for partial reforms in order to eliminate unemployment, on the basis of rigorous
statistics about the labor market and of agencies that aimed to procure work and protect such work. At
the same time, from 1815 onward, Owen put forward plans that included from the outset the principles
of contemporary industrial legislation. Thanks to his persevering activity as well as the support of
Robert Peel, the House of Commons in 1816 established the first parliamentary enquiry into the situation
of children working in industry. That enquiry in 1819 led to a law protecting children working in cotton
mills. Likewise, before Sismondi and under the influence of Fichte, Georg Sartorius in Germany
published a critique of Adam Smith, of free competition and of the inequality in the distribution of
wealth that it produced, while Julius Soden (1905) stated that economics was not the empirical science

of what is but an ethical science laying down what ought to be.193

Contrary to current opinion, we do not see the historical merit of Sismondi in the field of social



reform but in the first instance in that of theory, and it is precisely to this too often neglected point of
view that we should like to draw the reader’s attention.

It must first of all be recalled that Sismondi himself claims a quite different role from the one
historians have previously attributed to him: he considers himself above all a theoretician striving to
explain facts that, in his view, the classical economists had not sufficiently elucidated, to explain them
with the help of a new theory that he put in the place of the old one. “I disturbed a science which . . .
appeared as one of the most noble creations of the human mind,” in place of which “I had discovered
new principles.” Doubtless he does declare himself the disciple of Adam Smith. But he confines this
agreement to the fact that “we declare, with Adam Smith, that labor is the sole source of wealth.”
However, Sismondi complements this principle with “the discovery of truths which he himself [Smith]

had not known.”194 Sismondi insists on “the importance . . . of the modifications” he has made to Adam
Smith’s system. “When considered from this new viewpoint all that had heretofore remained obscure in
this science, became clear.” Sismondi differentiates himself from the classical school, it is true, in his
conclusions and his practical proposals. But this difference in conclusions derives from the difference in
the theoretical conception. That is why Sismondi rejects classical theory, which he believes to be false.
“When the fate of millions of men rests on a theory no experience has yet validated, it is proper to regard it
with some distrust.” That is why, being dissatisfied with the theory of the classical economists, he takes
“a path quite different from theirs.” So here there is not only a difference in practical conclusions but in the
whole of the theory. Classical theory, in the emerging world economy, sees harmony everywhere, while
reality reveals discord. To combat the criticisms made of them, the defenders of classical theory deny
the facts by asserting that it is contradictory to claim “that the increase in wealth can be a cause of
poverty.” Sismondi responds, “Since the fact is certain, it could not be contradictory, or rather if it

presents a contradiction, it is in the terms used, in the definitions adopted.”195 And that is why he takes
on the task of discovering the contradictions in the false theory. But it would be a mistake to confine
ourselves to this critique of contradictory definitions. For beneath these contradictory definitions lies
the contradiction of real phenomena. “Here we have set out only to . . . indicate that what seemed to be
a contradiction in terms, growing poverty alongside abundance, could have reality.” So it is necessary to
“seek the fundamental principles of the science.” In reality Sismondi succeeded in explaining, as he
states, the facts in whose presence the classical economists found themselves mystified. “I have

explained it with a theory I believe to be new.”196

Moreover the very title of Sismondi’s work, New Principles of Political Economy, shows that he had the
ambition of creating a new theory. In fact he says so expressly. “This somewhat vague title might lead to
the supposition that this book is merely a new manual of the basic propositions of the science. I carry my
pretensions much farther; I believe that I have placed political economy on a new foundation.” This
preponderance of theoretical considerations and purposes over practical information about economic
policy is such that the writer deliberately omits any enumeration of practical means, in order not to
divert attention away from the theoretical analysis of the central problem of economics. Foreseeing that
he will be criticized because “it would have been better to show what remained to do,” he says, “If I
presented here what I consider to be a remedy for the actual ills of society, criticism would abandon the
examination . . . of such ills, in order to judge my remedy, and to probably condemn it, and the question

of the balance of consumption with production would never be decided.”197 That is why Sismondi
always gives precedence to knowledge, to theory over practice. “Let us then conclude the analysis of the
system we have taken up, before dreaming of what will have to replace it.” “It is one of the greatest
efforts to which we can force our mind to visualize the actual structure of society,” for before indicating

the remedy it is necessary to make the theoretical diagnosis.198 If Sismondi begins by abandoning the
old theory that should be “regarded with some distrust,” because no experience has yet justified it, if for
this reason he seeks a theory that seems to him to better explain the facts, he adopts a quite different



tone a few years later, in the second edition of New Principles. Here he rejoices that the evolution of
events has confirmed his theory and says forcefully, “Seven years have passed, and it seems to me that
the facts have victoriously fought on my side.” The supporters of the classical school “are forced to seek
elsewhere new explanations for events which diverge so much from laws they have believed settled,”
and, Sismondi adds, not without pride, “Explanations . . . which I had given in advance have totally

agreed with the results.”199

So we can see that, contrary to what has been claimed previously, Sismondi disputes with his
adversaries primarily over a theoretical conception of the economic system of his time and not over the
implementation of practical policies!

§ § §
What does this “new theory” advocated by Sismondi entail? It is obvious that if we consider the social
reformer and not the theoretician in Sismondi, we will not be able to elucidate this question adequately.
The central point of Sismondi’s ideas has been perceived as his views on the unequal distribution of
wealth, on the insufficient participation of the working class in the social product of labor, in other
words, as the fact of underconsumption, which Sismondi identifies as the source of social disruptions
and poverty.

In fact no more clumsy misunderstanding could be imagined! If, in fact, the “new theory” of Sismondi
were to consist in opposing the unequal distribution of wealth, it certainly would not have been new.
Without mentioning older writers, a host of thinkers on the terrain of modern capitalism in England and
in France had, from the middle of the eighteenth century, raised more energetically than Sismondi the
redistribution of wealth to counter inequality and, above all, had put forward conclusions of much

greater scope than his.200 In reality Sismondi’s “new theory” consists in something quite different!
The critical passages often found in Sismondi against the “chrematistic or abstract school” and against

abstraction in general have been attributed to his methodological views.201 However, since we have
shown in the first part of our analysis not only that Sismondi did not oppose the abstract method but
that he applied it with rare shrewdness, it is hard to explain against what, in this case, his criticism of
abstraction was directed. Hence we are led to conclude that the abstraction attacked by Sismondi must entail
something quite other than a problem of method. Certainly. We will try to show that Sismondi’s critique
strikes at the very heart of the contemporary economic organization of capitalist society. His criticism is
not a matter of the method of research but of the substance and constitutive principles of the economic
mechanism of his time, as well as of the economic science reflecting this mechanism.

Sismondi claims that the theory of the classical economists is incapable of explaining the mechanism
around us. Every economic system has the aim of creating organizations, in order to meet the material
needs of humanity. The periodically repeated crises of overproduction that provoke convulsions in this
mechanism (bankruptcies of employers, enforced unemployment, and poverty of the working masses)
are proof of some essential structural fault in the foundations of this economic system. Classical theory
did not perceive this defect. Adam Smith, like Ricardo, acknowledged that the size of the productive
apparatus had a spontaneous tendency to adapt to the size of the population and its needs. If the
productive apparatus is too small, then—thanks to a rise in prices and profits—capitals and labor will
move precisely to the branch where they are most needed. By means of the mechanism of prices and
profits, given free competition—that is to say, the unfettered freedom of action of individuals seeking
their own profit—the equilibrium of the productive apparatus with the extent of needs is therefore
reestablished. Free competition is thus the regulator of the economic mechanism, a regulator that
maintains it in a harmonious equilibrium. It is true that in Ricardo’s time it was difficult not to see facts
in contradiction with this theory; but for Ricardo these were only passing disruptions, “temporary
reverses and contingencies” determined by war, by the whims of fashion, by commercial restrictions, by



fiscal policy, and so on. Moreover “this . . . is an evil to which a rich nation must submit.”202 But they
cannot permanently disrupt the equilibrium of the economic mechanism, since equilibrium is the

normal condition—the “permanent state of things.”203

It is precisely against this theory of harmony that Sismondi directs his criticism. He draws out the
errors in the reasoning of the classical economists and shows that the dynamic of the real capitalist
mechanism is completely different from the movement defined by classical theory. He therefore takes on the
task of discovering the reasons why the actual course of phenomena diverges from the fictitious,
harmonious course depicted in the theory of the classical economists.

Proceeding to the analysis of the capitalist system and the economic disruptions that are peculiar to it,
Sismondi finds himself confronted by the fact that these disruptions appear and increase in time with the
development of this new system, while they were unknown in earlier times. And he is led to historical
comparisons. This analysis leads him to distinguish two essentially different types of economic system:
systems without exchange and systems based on exchange. In the systems without exchange, human
well-being depends directly on the quantity of goods obtained from production, that is, foodstuffs,
clothes, housing; once these needs are satisfied, people rest. In such an organization “wealth may exist .
. . without any possibility of exchange, or without trade. On the other hand it cannot exist without labor.”
Sismondi brings out the logic of his thought by describing to us a man on a desert island. Ownership of the
land, woods, animals, fish, and metals does not ensure his well-being and amidst this abundance of
natural goods the man can die of hunger and cold. It is only by labor that man acquires the goods that
enable him to satisfy his needs, to become rich. “The measure of his wealth will not be the price, which
he might obtain . . . in exchange, but the length of time during which no further labor will be requisite

to satisfy his wants.”204 The totality of these goods acquired by labor and directly serving to satisfy his
own needs will constitute true “territorial wealth.” Sismondi does not mean thereby any agricultural
product, as one might suppose, but what is called “natural economy,” which the Germans describe more

precisely by the expression Bedarfsdeckungswirtschaft in contrast to Marktwirtschaft (Warenwirtschaft).205

To this organization without exchange, to this “territorial wealth” described in book III, Sismondi
contrasts in book IV “commercial wealth.” He keeps the same division in his Studies, where the first
section (essays 3–12) covers territorial wealth, and the second (essays 13–17), commercial wealth. That
the systems are identical in Sismondi’s two major works is sufficient to show that here it is a question of
essentially distinct economic types. If territorial wealth was not the agricultural economy, commercial
wealth did not represent a separate category of commercial goods but these same goods, which inasmuch
as they serve particular needs are territorial wealth, become commercial wealth when they are taken to
market and intended to be sold. “From the moment that the products of the earth . . . had left the hands
of the cultivator, to the moment they came into the hands of the consumer, they constituted

commercial wealth.”206

Now, “exchange had not in the least altered the nature of wealth: it was always a thing created by

labor, saved for future need.”207 But now, in the course of exchange, alongside this character of real
wealth, appears a new phenomenon: the exchange value of these goods, in its capacity as a special kind of
wealth specific to the system of exchange. The use value of goods is an intrinsic wealth residing in goods
and attached to them and, consequently, it is a real wealth, serving to satisfy needs, a wealth that is
independent of exchange and hence always real in every economic system and it is the product of labor.
“These goods are useful, are necessary to the very people who bring them into existence: they have an
intrinsic value more legitimately than those that are commonly designated with this description; it is

independent of any exchange, it is prior to any trade.”208

In opposition to this real wealth, independent of the form of economic organization, exchange value is
wealth deriving from exchange, hence exclusively linked to a certain economic organization based on



exchange.
In the exchange system, the real value of goods, their intrinsic, use value—that is to say, what

constitutes the essence of real wealth: the capacity to satisfy needs—is a matter of indifference to the
producer of these goods, as soon as he creates them in order to sell them. “We come to goods which the
manufacturer produces for the use of others . . . to the goods which only start to be useful to him at the
moment when he exchanges them.” The goods begin to exist for the producer of wealth if and when he
sells them, for then they make real their exchange value. “We have included them under the name of
commercial wealth, and we designate thus all goods which are evaluated only by their exchange value.”
The evolution of trade has transformed absolutely the character of the annual product of society: it has

“suppressed its character of use value, in order to leave in existence only that of exchange value.”209

Since it is not the expression of the intrinsic value of goods, of true wealth, it is “false riches,” an

“illusion,” a “shadow without reality.”210

Since this exchange value plays a decisive role in Sismondi’s theory, let us examine it more closely.
We have seen that the exchange value of any object is distinct from and independent of the use value of
this individual object: it is “appreciation of the thing evaluated in comparison not with one thing in
particular but with everything.” This fact confers on exchange value a social character, generalizing and
abstract. “Value is therefore a social idea put in the place of an individual idea; it is an abstract idea put in

the place of a positive idea.”211

And we can already begin to understand what this “abstraction” is, against which Sismondi expresses
his criticism. “The exchange price . . . is one of the most abstract ideas presented by economic science,

which is so rich in abstractions.”212 If use value is a thing created by labor, exchange value is an “abstract
idea.”

This abstract value has found its most perfect expression in capital, which appears in the most abstract
form. “We touch here on the most abstract question . . . in political economy.” In fact for society, taken as
a whole, real wealth continues to be merely the mass of actual goods and services that satisfy needs.
Things are different for each individual producer. For the capitalist, the natural form of capital and the
continual real transformations that it undergoes in the course of the labor process are a matter of total
indifference. For him the only important thing is the abstract value that he has invested in production
and the increase of this in the course of production itself and of circulation. Sismondi shows that the
producer never lets this value escape from his hands—whatever may be the continual modifications of
the external forms of his capital. In support of his thesis he gives the example of the agricultural
producer: “The same object, passing from hand to hand, receives successively different names; while its
value, which separates itself from the consumed object . . . appears to be a metaphysical entity which one spends,
and another exchanges, which perishes . . . which renews itself and persists . . . as long as circulation

lasts.”213

For the cultivator, for example, the corn that he had harvested and used to feed productive workers
“was a permanent multiplying value which did not perish anymore.” This perpetual value has an independent
life.

This value separated itself from that of the provisions that had created it: it remained like a
metaphysical and nonsubstantial quantity, always in the possession of the same cultivator, for whom it
merely took different guises. First it had been corn, then an equal value of labor (wage); then an equal
value of the fruits of that labor; later a credit to the person to whom these fruits were sold for later

payment; then money, then again corn or labor.214

“This movement of wealth is so abstract and it demands such great concentration to understand it well.”
This abstract character of capital in general likewise has repercussions on all its constituent parts and on

all economic life. “Circulating capital is an abstract and elusive quantity and cannot be grasped.”215 “It is



the abstract image of all the values which commerce has at its disposal.”216

Following on from this analysis, Sismondi traces the properties of two different economic systems.
From the dynamic point of view, he observes that effective evolution means that the system without
exchange—the substance of which is the production of wealth in the proper sense, in its natural,
permanent, essential form, for it belongs to every economic system—disappears more and more, under
the influence of trade in its capacity as regulator of the economic mechanism. To an ever-greater extent
its place is taken by an accidental form of wealth, for it belongs only to a certain specific system,
namely, exchange value. “Trade leads to the disappearance of the essential character of forms of wealth,

utility, leaving behind only their accidental character, their exchange value.”217

Now this abstract value puts its mark on the whole economic life of our epoch. If, from the point of
view of essential wealth, the history of the well-being of society is nothing other than the history of
human labor, then “it is most important that one thinks first of showing step by step all the actions by
which [a human] can move from penury to opulence.” Hence in the society of exchange the sole aim of

every producer is not the labor process but “the hope of profit,”218 in other words, the tendency to
acquire a profit, that is to say a surplus of this exchangeable abstract value higher than the value laid out.
It is this abstract value, in its capacity as the sole aim of production and as the regulator of it, that is the
target of Sismondi’s sharpest criticisms, as he shows that it is the source of all the problems of our economic

organization.219 If, therefore, Sismondi combats abstraction, abstract wealth, abstract ideas, he is
thinking of wealth based on exchange value, in the same way that later Nassau Senior, Fryderyk

Skarbek, or Karl Marx would call exchange value abstract wealth.220 Hence Sismondi does not attack
either wealth or the accumulation of wealth in general but attacks the accumulation of wealth in the
abstract form of exchange value and describes as “chrematistic” economic organization based precisely on
this exchange value. As the capitalist system races toward the accumulation of abstract value, which finds an
adequate expression in the commercial export policy, Sismondi sees only a modernized form of the old
mercantilism: “governments continue for the most part to behave according to the mercantile system, as

though no argument had yet begun to undermine it.”221

From this brief account it appears clear that Sismondi understood perfectly the very essence of the
capitalist system, the aim of which is not the production of real goods serving to satisfy needs but the
production and accumulation of an abstract exchange value. And that is why it is right to consider
Sismondi as the first economist to scientifically discover capitalism; that is his immortal claim to fame in
economic science.

§ § §
The characterization that we have just made of our economic system is only one of the aspects of the
problem Sismondi was dealing with. This problem leads on to another: the relation of economic science to
real phenomena. Now, according to Sismondi, the economic theory of his time was only the theoretical
reflection of contemporary economic organization based on abstract exchange value. If this
organization, as a result of its defective construction, is the source of lasting problems, this fact also has
an impact on economic theory, which is likewise based on the same abstract foundation of exchange
value. The real contradiction of the economic system appears in science in the form of incoherent
notions and definitions and futile quarrels about words. Through a painstaking analysis of the
contradictions of the economic system, Sismondi ends up with a search for the errors and contradictions
in the theory. “This quest necessarily brings us back to the most abstract notions of the science, to the
most disputed definitions, to a whole battle of words.” In both organization and theory, the source of
the problem and of the shortcomings is identical. “It is the opposition between use value and exchange
value . . . which makes it impossible to give a satisfactory definition of these various terms: price, value,



wealth.” The abstract character of the science based on exchange value and the contradiction between
this science and the phenomena of real wealth makes it difficult to define these notions—price of
production, sentimental price, monopoly price, nominal price, real price, and so on—and this difficulty
derives from the very nature of our system. In theory this again comes down to a battle of words, a
dispute about meanings, and not to the very essence of the phenomena concealed by it. So it should not
be forgotten that verbal disputes about a definition do not and cannot explain what these phenomena
entail. Those who think they have dealt with the phenomena through the critique of a definition are
greatly mistaken. The contradiction manifested in phenomena must be eliminated from these
phenomena and this cannot be done by a critique that only examines words. The classical theory of the
spontaneous harmony of interests is not in a position to resolve this effective contradiction: together with
the continuous increase in wealth, capitalist production gives rise to “poverty growing together with

abundance.”222 This phenomenon seems to be a contradiction; in fact it is a real phenomenon and hence
the idea that expresses it is consistent with reality. So if theory has not succeeded in defining this
concept adequately, that does not make it faulty; the error is in the definition, in the words. “If a more
precise analysis makes us find a contradiction somewhere, it is not the idea which must give way but the

word: it is in the definition and not in the fact that we find the defect of the argument.”223

Sismondi was the first to present us with a deep analysis of the contradictions in theory, showing that
it is not the accidental result of the incapacity of scholars but the necessary consequence of the
contradictions presented by the economic system itself. That is why Sismondi uses the term
“chrematistic” to describe both the economic theory based on the analysis of exchange value and the
economic system itself that is built on this foundation. “The science which is commonly known as
political economy, although its proper title is chrematistics, has taken on the task of studying wealth
abstractly.” He considers this economic science and the system itself to be “pursuing a shadow without
reality.” And he contrasts true science to this false theory. “We reserve the name of political economy
for the study of the social organization of man in his relation with things, the man who consumes wealth

and the man who produces it.”224 Sismondi wants to consider only real phenomena, the relation of man
with the real usable goods that he produces and consumes, independently of the question of the exchange
value of these goods. And this economy that is independent of exchange and of the calculation of value

he calls the real economy, “the rule of the house and of the community.”225 As we will see, this
problem has nothing in common with the question of the distribution of wealth that, according to the
view held until now, constituted the very substance of Sismondi’s doctrine.

The scientific problem that Sismondi was posing himself is hence double: critique of theory, critique of
the system. Sismondi has to explain the functioning of the economic mechanism built on the basis of
abstract exchange value, whose ideal aim—the aim of any economic system—is to satisfy all the needs
of society, but in which the aim of each particular producer is to individually accumulate abstract
exchange value. He proposes to “seek an explanation for so many facts which appear contradictory, to
discover what is the deception of the system of industrialism, to show how it has abandoned the substance to
run after the shadow, in order finally to replace chrematistics, or the abstract science of wealth, with true

political economy.”226

B. Positive Theory
So far we have tried to show what Sismondi considered to be the true problem in his research, and we
have seen that this problem consisted in the dualistic character of capitalist production, which on the
one hand is the production of real goods and on the other the production of abstract exchange value. It
now remains for us to explain why he sees this fact as the defect of our economic organization and why in
particular he criticizes one of these elements, abstract exchange value, as being the principal source of



all the upheavals that trouble our economic system. The very location of the problem, no less than
Sismondi’s solution to it, are by their depth far removed from the horizon of classical economic thought
and even of contemporary economic thought in general.

In the system producing for human needs and not for the market, for sale, an increase in production,
that is, in the quantity of goods, is simultaneously an increase in wealth. “Before the introduction of
trade and when everyone thought only of supplying themselves, the increase in the quantity of things

produced was a direct increase in wealth.” “That is doubtless the true understanding of wealth.”227 “As
long as men work to satisfy their own needs, utility is for them the true measure of values, and the
increase in quantity of a useful thing is a sure increase in wealth.” It is nonetheless necessary to produce
these goods within strictly defined limits. It is true that “the needs and desires of human beings are

unlimited,” but not the concrete needs: foodstuffs, housing, clothing, and so on.228 “One can have too
much, even of the best things.” “Consumption cannot go beyond a certain limit, difficult to indicate

precisely but nonetheless definite,” and which no man could go beyond.229 “All labor he performed
beyond that would be pointless. Any product which he accumulated would be without value.” Nonetheless,

in the system without exchange “the glut of commodities was not possible.”230 Concrete needs gave an
impulse to production, so that in practice the direction and scope of labor were adapted in advance to
the extent of needs. Man, “after having supplied his stock for consumption and his reserve stock, will

stop.”231 In these conditions one produces only as much as is necessary, and the goods produced are
always wealth, for they fulfill the function appropriate to them—that is, they serve to satisfy needs.

It is quite different in the system with exchange. The whole, organized for a specific purpose, which
was represented by the system without exchange, has now been fragmented into distinct functions that
are independent of each other, if not diametrically opposed. The independent producers, left to
themselves, produce for the market, that is, for other people, without knowing these people’s needs,
and remain in contact with them only by the mediation of exchange. Each cog in the clock has made
itself free and functions independently of the others; the common movement, coordinated for a
particular purpose, has been fragmented into private isolated fractions. “Trade or exchange has divided
between the members of society the functions which tend toward a common purpose. Everyone, in
pursuing their private aims, loses sight of the general interest. . . . They pursue their aims without really

knowing how much of this thing society requires of them.”232

This failure to adapt the behavior of individuals to the needs of the social whole has the necessary
consequence of upsetting the whole. Society, in fact, although fragmented into specific and independent
functions, nonetheless does not cease to constitute a social whole. If in the economic system working for
the producer’s own needs it was necessary to adapt every act and every function to the needs of the
individual producer, this same obligation exists for the system with exchange. “Production has limits
which it is forbidden to exceed.” “These rules . . . are equally true in any state of society, even if it is no
longer directed by an intelligence which understands all the relations of its members with each other, by
a will which makes them all cooperate for the common good.” In a society based on the division of labor
and functions, their coordination is a necessity; Sismondi compares it to a watch where all the cogs and
all the motions, by the very nature of things, must be coordinated. “All movements in society are linked

together; one follows from the other, as the various movements of the gears of a watch.”233

However, from the time that society becomes divided into independent and even contradictory
functions, this necessary adaptation can only be an objective result that is accomplished through the
divergent interests and movements of individuals. “Civilized society seems to be subject . . . to those
general laws . . . which propel the whole toward a common end, by disasters that pitilessly strike the

different parts.”234 Thus it is these laws through which social union is achieved independently of the



action of individuals.235 In these conditions, economic disturbances are the natural and inevitable
consequence of our economic organization. Since each individual acts independently, producing as
much as possible, without taking account of social need, real goods exceeding this social need cease to be

wealth. “All that is produced beyond this is useless and has no value.”236 The defect of the capitalist
system consists precisely in the fact that, contrary to the law according to which all economic functions
in society must be coordinated for a specific purpose, each producer tends to maximize production,
thinking that by increasing the quantity of goods, he is also increasing the quantity of wealth. “The error
on which the whole system of modern chrematistics is based . . . confuses the increase of production with

that of wealth.”237

And it is from this consideration, deriving directly as we will see from his new formulation of the law
of value, that Sismondi starts in order to construct his theory. And over this issue Sismondi ceaselessly
indicts the theory of the classical economists. “The error into which they have fallen stems entirely from
the false principle that makes the annual output, in their eyes, the same thing as the income.” This is the
source of all the errors of the theory, of the confusion of concepts and of the inability to explain
phenomena. “The confusion of the annual income with the annual product throws a dense veil over the

whole science.”238 “With this principle it becomes absolutely impossible to understand . . . the
satiation of markets. . . . It is equally impossible to extricate oneself from the contradictions about the
meaning that ought to be given to the words value and wealth with which Messrs Say and Ricardo

mutually charge each other.”239

Here Sismondi is referring to the well-known controversy between Ricardo on the one hand and Say
and [Thomas] Malthus on the other. The latter two identify value with wealth. Malthus claims that
revenue drawn out of the earth by a landowner is an increase in social wealth, “a new creation of

riches.”240 Ricardo is in agreement with Sismondi, who regards revenue as a purely abstract value:
“Rent . . . has a value purely nominal. . . . Consider it as no addition to the national wealth, but merely

as a transfer of value.”241 Ricardo expresses a similar opinion in chapter 20 of the Principles, where
under the obvious influence of Sismondi he shows that their theory has confused the ideas of value and
riches. It is not value that determines wealth. “A man is rich or poor according to the abundance of
necessaries and luxuries which he can command . . . whether the exchangeable value of these . . . be

high or low.”242

This way of seeing is undoubtedly in contradiction with the whole of Ricardo’s system, which is based
precisely and above all on exchange value. And that is why Ricardo draws no conclusion from this
difference between exchange value and wealth. In Ricardo’s system, chapter 20 constitutes a totally
isolated point, unconnected with this system. Sismondi was the first to draw out all the implications for
the economic mechanism that derive from the fact that it is precisely based on this abstract exchange

value, “value purely nominal.”243 And in this fact he sees the cause of all the disturbances, all the
disruptions, of this mechanism.

§ § §
It now remains for us to show in a detailed analysis why and how we must necessarily end up with these
disturbances if we base the economic mechanism on abstract exchange value. Sismondi asserts that if we
base the economic system on this principle it is impossible to make a proportional fit between the amount of
production and the extent of needs. Disproportion becomes then and as a rule a normal phenomenon.

In the system without exchange, composed of producers independent of each other, it did not matter
whether the number of producers increased, since each was producing only for his own needs, and the
functions of production and consumption were dependent on each other and in close correlation; their



equilibrium was thereby ensured in advance. But it is quite different in the system with exchange,
where one produces for other people. Here the separation of producer and consumer came into being:
“Somebody had taken the place of the producer to consume.” “But when trade was introduced, and each
no longer labored for himself, but for someone unknown, the proportions . . . between the labor and
the revenue . . . were independent of each other.” And then it became necessary to regulate the mutual
quantitative relations between total production and total needs. But as nobody carries out this
regulation, these relations are entirely random; the number of producers and the extent of their
production are different and arbitrary in each branch; need has ceased to be the regulator of the extent of
production and has been replaced by the capitalist’s profit, deriving from a product having a value
“higher than the money advanced by means of which it has been obtained.” This difference, this
“surplus,” is therefore itself exchange value and hence an abstract quantity. This profit, this abstract
value, is henceforward the aim of the whole capitalist mechanism; it is its motor; it guides all actions,

independently of real needs. “Profit making has become the first aim in life.”244 “The hope of profit

makes capital circulate rapidly from one end of the known universe to the other.”245

How does the exchange mechanism function under the influence of this regulator? And thus we find
ourselves at the very heart of Sismondi’s theory.

Although each social function has become independent, society has not ceased to be a whole in the
economic sense, an organism controlled by the law of this whole and not by the elements that make it
up, something that is manifested in the law of value. Sismondi corrects the individualist theory of value
of Smith and Ricardo, which determines the value of a commodity by the labor expended on producing
it, with this highly significant addition: that it must be the labor necessary for its production. “Mercantile
value is always fixed, in the last analysis, by the quantity of labor necessary to obtain the valued

thing.”246 To tell the truth, Ricardo also seemed to define value in this way: “I say that it is the
comparative quantity of labour necessary to the production of commodities, which regulates their

relative value.”247 But while Ricardo only speaks of the time technically necessary to produce a unit of a
given commodity, Sismondi uses the word “necessary,” as Marx will do later, in the sense of “time that
is socially indispensible,” that is, time necessary to produce the whole mass of a given commodity

necessary for society.248 “Value is the relation between the demand of all and the production of all.”
“Value results from the relation between the need of the whole society and the quantity of labor which
has sufficed to satisfy this need.” Only the labor required to satisfy the whole need is necessary and the
value of the products then corresponds exactly to the labor provided, measured by time. This condition
would require the quantitative fixing, on the one hand, of the number of producers and the extent of
their production, and on the other of the extent of total social needs. In the end it is only under these
conditions that the process of production would be in proportion to needs, would be normal, without
disturbances or losses for the producer. “To be sure of selling, he would have to know two things: the
quantity of the thing he is producing that the public needs; the quantity of it that can be produced by all
those who exercise the same profession as he does.” “Whereas one or the other [wealth and population],
considered by themselves, are only abstractions, and the real problem . . . is to find that combination

and proportion of population and wealth.”249 Independently of the question of the unequal distribution of
wealth between the various classes of the population, the key point is that reproduction is in proportion
to the productive forces and the needs of society as a whole. “It is on that proportion that my New
Principles are founded; it is in the importance that I attach to it that I differ essentially from philosophers

who . . . have expounded the economic science of Messrs. Say, Ricardo, Malthus and McCulloch.”250

Assuming that total production corresponds to total need, if ten garments and twenty sacks of corn are
produced by the same number of days of labor, they will exchange at equal values.

But in the real world nobody adapts production to needs; that is why the course of production and



exchange does not follow this normal pattern. Given the fragmentation of the social whole into distinct
functions independent of each other, the number of producers and the quantity of their production are

arbitrary and random. To acquire a profit the producer would like to “produce indefinitely.”251 Now
this excessive quantity of labor, accomplished in order to generate production exceeding total social
need, does not count, because it has no purchasers and hence does not create value. “All that is produced

beyond this is useless and has no value.”252 For “things become wealth only at the time when they find

the consumer who agrees to buy them in order to use them.”253 Individual labor creates value only if
this function is a necessary organ of the whole; otherwise it is a superfluous function, that is, time wasted.

If therefore the number of producers of clothing, for example, increases, although the need has not
changed, the labor expended on this additional production of clothing does not create any value, the
greater mass of clothes will have the same value as previously, and, as a result, the price of each garment
must fall. A specific producer of clothing continues to manufacture, for example, ten garments, just like
the previous year—that is to say, the same quantity as previously—but in view of the reduction in value
of this production, he can no longer buy twenty sacks of corn, but only twelve, eight, or even none at
all if he has not sold any of his ten garments. So despite the claims of Say and Ricardo, it appears that it
was only in the system without exchange that the quantity of the product was identical to the income
and in permanent conditions sufficed from year to year to satisfy the same needs. In the system with
exchange the quantity of products is not equivalent to income. This quantity of products must first of all
be sold. Each producer now knows that “by making the same quantity of products, he might earn much
or little, or he might even lose.” The products of one year, identical in quantity and quality to those of
the previous year, may and do represent a quite different income; despite the identical nature of the
products, the income is of a variable size. In the exchange system, “products are not yet positive quantities,
aliquot portions of wealth, as long as they are in the hands of the producer. Only sale . . . determines

their value.”254 In these conditions the manufacturer of clothing produces, it is true, the same quantity
as previously but his income will depend not on the quantity of goods created by him as an individual
producer but on the quantity of goods created likewise by all the other producers and hence will depend
on productive processes taking place outside of each individual producer and independently of him, in short, on
competition. “Thus, in this new condition, the life of every man who works and produces depends not .
. . on his labor but on what he sells. It matters little whether the work is done well. . . . It must be in

exact proportion with production. The producer who cannot sell cannot live.”255

From the point of view of society conceived as a whole, income is always a certain given mass of
effective goods reproduced. “Income, of which we have seen all the different sources, is a material and

consumable thing; it springs from labor.”256 But in the exchange system the producers act in isolation;
for them income is always a variable amount: it is an abstract value subject to fluctuations. In this
disproportion of production and income, of use value and exchange value, is found the original source
of the disruptions that appear in our economic mechanism. The development of this thought constitutes
the first part of Sismondi’s theory. It was to this that Karl Marx’s penetrating observation referred:
“Sismondi founded on the opposition between use value and exchange value his principal doctrine,

according to which diminution in revenue is proportional to the increase in production.”257 Despite
these words written nearly eighty years ago, Sismondi’s “principal theory” on the nature of income has
not yet been understood.

The classical school considered crises as accidental phenomena provoked by mistaken commercial
policy and by restrictions. Even those who are called egalitarian socialists, like for example William
Thompson, saw the real source of crises only in the luxury branches of industry, as the result of the

whims and changes of fashion among the rich.258 In contrast, for Sismondi crises are the necessary
consequence of the construction, defective in principle, of our economic mechanism based on abstract



exchange value.
Sismondi’s analysis does not stop with this result. The classical school insisted that even when a crisis

broke out, it could only be a transitory phenomenon, for our productive apparatus possesses a
spontaneous tendency to reestablish the good order that has been disrupted. Sismondi had a quite
different view. He showed that in an economic mechanism whose regulator is a variable exchange value
there are causes that act permanently, that merely intensify the disequilibrium between production and
needs and constantly create the tendency to enlarge production whether or not this is required by
needs.

First of all on the commodity market. The mechanism described by the classical economists is well
known: any excess production brings down prices and profits and has an automatic influence on the
reduction in production. The tendency to equalize profits in the various branches of production brings
about the withdrawal of capital from nonprofitable branches and prevents disequilibrium. On the other
hand Sismondi argues that in a society where the producer’s aim is not the production of a specific
quantity of real goods but the highest profit possible, the lowering of the selling price and income
caused by overproduction in no way leads to the reduction of production but, on the contrary, merely
extends it, so that with a greater number of transactions the producer can recuperate his losses on prices.
The producer “always seeks to produce more, to produce cheaper, to produce all the more . . . in order
to regain by quantity what he loses on prices.” “The result of the reduction of income is that he needs
more capital to live, he needs more land to get the same amount of rent, he needs to lend more money
to get the same amount of interest.” Overproduction by lowering prices and incomes forces the
individual producer to continue overproducing even more. “Because they had already too many goods,
they have asked for more at a lower price.” That seems like a paradox. However, there is a glut on the
market and there is no means of selling all the increased production, since there was insufficient demand
previously for less production. But the increase in production makes it possible to reduce expenses,
thanks to which the large producer wins out over his competitors and disposes of his goods at his
competitors’ expense. “Each producer seeks to undercut his rival colleagues and by low prices to attract

the buyer to himself in preference to someone else who cannot sell.”259 This producer prospers even at
times of general stagnation; he increases his production even when there is no increased demand. It is an
artificial buoyancy: “production is reviving,” “but this sporadic activity is more often the result of risky
speculation, of misplaced confidence, and of superabundant capital, than of new demand.” “It is a

deceptive activity,” “a fallacious prosperity.”260

“The necessary, inevitable consequence of undercutting by some is glut for all, or the arrival on the
market of a quantity of goods in excess of needs, which can only be sold at a loss.” Success in
competition is conditioned by large-scale production, the purchase of cheap raw materials, the
application of the division of labor, the use of machines, new inventions, and so on. But this success also
depends on the abundance of capital and on a low rate of interest. “A decrease in the rate of interest
begins a search for a productive use of superabundant capital.” “The capitalists, in order to employ their

funds, will set afoot industries which will not find an adequate market afterwards.”261 Finally we come
to the key fact that it is not the increase in consumption that is the regulator of the extent of production

but that increases in production are “determined, not by needs, but by the abundance of capital.”262 All
the stimuli, directions, and dimensions of capitalist production today are in no way determined by the
extent of concrete need; rather, “those who found themselves in possession of a certain quantity of

accumulated wealth have in general undertaken the control of annual production.”263

It is obvious that, in these conditions, the increase in production “without regard to the needs of the
business world” intensifies competition “that enriched some individuals [and] caused a certain loss to

others.”264 The increase in production is therefore parallel to the reduction of income and even to the



ruin of the social whole. The increase in production, “always tied to a greater circulating capital, and to
the use of a larger fixed capital, can give an advantage to the entrepreneur, and make his manufacture

flourish, without having to again conclude that this leads to a social benefit.”265 Moreover, the source
of disruptions is the same: the regulation of the extent of production by profit, that is, by an abstract
exchange value. The shrinking of this abstract quantity leads to the enlargement of the real productive
apparatus as well as the mass of real products, although demand is lacking—in short, the opposition
between exchange value and use value. The result is that “the income of all is not the same thing as

everyone’s output . . . it would be possible that the product increases and the income decreases.”266

§ § §
In the two instances we have just considered, since the available technology and the productivity of
labor did not change, the reduction of exchange value was the result of an excessive increase either in
the number of producers or in the extent of their production. This reduction of exchange value may occur
as a result of technical revolutions, in other words, of progress in the productivity of labor. And here we

come to the third part of Sismondi’s theory. Ricardo had noticed the fact itself.267 Sismondi develops it
and shows the consequences. “Mercantile value is always fixed, in the last analysis, by the quantity of
labor required to obtain the thing being valued; it is not what it costs at present but what it will cost in

the future, perhaps with improved methods.”268 Whence a constant devaluation of goods already produced
and put on the market, leading to a new source of disruptions. Moreover the old factories with their old
equipment are reduced to struggling hopelessly against the competition of large factories that are better
equipped. “The old machines, even the whole factory, replaced by new inventions, lose all their value.

The immense capital which had been placed in their construction is destroyed.”269 “Every truly
important discovery in engineering, each of those that produce . . . a considerable profit, immediately
leads to the creation of a new factory in order to appropriate the profits exclusively.” It is a never-
ending race to monopolize profit through improvement but for a very short moment, for a newcomer
in turn will soon reduce the value of this improvement. “It is in the nature of crafts that inventions

succeed each other, that a new discovery comes to take away the fruits of the preceding one.”270

This ceaseless competition produces a constant process of devaluation of the values already
accumulated, a general dislocation of exchange value, and, as a result, a necessary disruption of the
whole economic mechanism of which this value is the regulator. “It has been noted that the violent shocks
suffered nowadays by manufacturing industry derive from the speed with which scientific discoveries succeed one
another.” And the effects of so many “revolutionary inventions” are deplorable for human society. “Not
only is the value of all goods already produced diminished . . . but all the fixed capital, all the

machines . . . are rendered useless.”271

In these conditions, a fortune owned is always threatened with ruin, and the producer’s income does
not depend on labor effectively carried out. It is consequently not a positive amount, does not depend
on the mass of effective goods produced but on the value he manages to obtain by selling them on the
market and that he succeeds in preserving amid the continual upheavals to which this value is subject.
“His operation takes on the character of a game . . . his profit depends on chance, or is based on the loss

made by another.”272

The circumstances we have just noted, an unlimited quantity of producers and production and
technical revolutions, must and did provoke disruptions even in a system composed only of independent
producers possessing their own instruments of production. In both cases the reduction in profit and the
subsequent depreciation of capital and of goods already produced causes the ruin of the small producers.
“The prosperity of the producer who gets rich should not allow us to forget the poverty of the producer
ruined by his competition.” It is impossible to safeguard oneself from this competition by moving into



another branch of production; “capitals leave an industry only through the bankruptcy of owners.”273 The
spontaneous tendency to restore equilibrium between production and consumption does not exist. In
the current system there is therefore overproduction: the impossibility of selling some of the products.
“Hence, if production increases gradually, the exchange of each year ought to cause a small loss . . . if
that loss is small and well distributed, everyone bears it.” But, if the causes indicated act suddenly and
violently, “there is a great disproportion between the new production and the previous production” and
then one section of the producers gets rich but only because the other one gets poor; “capitals are

reduced, there will be suffering.” “New fortunes are built only by the overthrow of old fortunes.”274

Hence the natural tendency to concentration. “Discoveries in the mechanical arts have always the remote

result of concentrating industry within the hands of a smaller number of merchants.”275 Obviously this
goes along with the bankruptcy and ruin of others, proletarianization, and pauperism. As we have seen,
Sismondi does not merely observe this tendency empirically but shows that this concentration of
industry and the consequent proletarianization are the necessary result of the current economic
organization. “Pauperism is the state to which proletarians are necessarily reduced when they have no
work. . . . This society, which gives all its support to the rich, does not allow the proletarian to work . .
. and condemns him to idleness.” In short, the causes that we have just set out are the historic basis of
the tendency that has led to and continues to lead to the separation of property and labor. “We incline to
separate completely any type of property from all types of labor.” Hence, on the one hand, the
concentration of capital, and at the opposite pole growth of the proletarian masses. “Already brought

into the world, that population finds no longer any room to exist there.”276 But this excessive
population “exists today, and . . . is the necessary result of the existing order.” When a primitive hunter dies
for want of finding any game, “he yields to a necessity which nature herself presents.” Today it is a
different matter for the artisan without work: “He is still surrounded by riches, . . . and if society
refuses him the labor by which he offers, till his last moment, to purchase bread, it is men, not nature,

that he blames.”277

It is true that after the catastrophe of a crisis a new equilibrium is established at last. People have tried
to see in this fact a proof that a crisis is only a passing ill and that equilibrium is restored automatically.
Sismondi considers this theory of equilibrium restoring itself to be dangerous. “A certain equilibrium

will reestablish itself in the long run,”278 but the disaster nonetheless leaves a deep impression. Some of
the producers go bankrupt and sink into the proletariat while others succeed in enlarging their
businesses, and a concentration of industry results. Equilibrium is restored, but on a new basis: the social
structure has undergone a serious transformation.

§ § §
This glance at Sismondi’s conceptions enables us to conclude that economic science has previously
considered the facts stressed by our writer—such as competition, the struggle between large and small
industry, concentration, crises, pauperism, the reserve army, abuses committed in factories, and above

all the question of the distribution of wealth—only as isolated, external facts, as disjecta membra.279

Economists have not explained and have said nothing about the internal connection—the stimulus and
the cause uniting all these phenomena into a set of parts of a common mechanism, in complete mutual
dependence—hidden below these external manifestations. This connection is the fact that abstract
exchange value is the regulator of the extent of production. The economic system serves to satisfy the concrete
material needs of society by means of a given productive apparatus. These needs, just like the extent of
the apparatus, are amounts and phenomena that can remain in mutual relations in natural conditions,
without regard to value. On the other hand our economic system, in order to apply the dimensions of
the aforesaid productive apparatus to the extent of the needs, takes as its regulator exchange value, a



regulator that in a mechanism based on free competition is necessarily a variable standard, whose movements
are the opposite of those of the effective goods that it measures, since the value of a given good diminishes if the
general mass of goods increases. So these factors, like two worlds that are impenetrable to each other,
do not have a common measure, and to try to harmonize them would be like measuring length in grams
or weighing in meters. “The present suffering results from the increase of quantities, while values are

being reduced.”280

Our system is like the mechanism of a factory in which every wheel, every machine set in motion by
the transmission belt would have to experience disruptions in its movements if the belt contracted or
stretched excessively. It is in this dual principle of organization of our economic mechanism—in the fact
that to control the dimensions of the real apparatus we use a changing unit of measurement, an abstract
and variable value; in this contradiction between use value and exchange value—that Sismondi sees the
fundamental defect in the construction of our economic system, the real cause of crises, of

overproduction, and of economic anarchy.281 That is why the disruptions of this system are not
temporary deviations from normal equilibrium but derive from a constitutive defect and are a
phenomenon that recurs ceaselessly, periodically, and necessarily, to such an extent that it becomes
possible to predict their regular repetition.

The period of prosperity of any manufacture is promptly followed by a period of distress. It is enough for us to know that a
manufacture is flourishing today for us to be able to foresee, almost with certainty, that in ten years or even much less time,

according to all probability, it will have had to succumb to competition.282

§ § §
We do not propose to give a systematic exposition of Sismondi’s ideas but just to draw out the essence
of his thought. So far we have done this by analyzing phenomena on the market for commodities. We
will complete our proof by analyzing phenomena on the market for wage labor. And there too we will
encounter what we have already indicated. Critics have previously confined themselves to external
aspects without reaching the very heart of the action, to apparent symptoms and not to essential and
deep causes. Hence they have obstinately repeated that for Sismondi the source of all disturbances, of all
crises, was to be found in the unequal distribution of wealth, in the underconsumption of the working
masses. “The disproportion between capitalist production and the distribution of incomes determined

by the former appears to him the source of all evil,” writes Rosa Luxemburg.283 According to [René]
Gonnard, “in Sismondi’s eyes, the questions of distribution take on a preponderant importance and

there are almost socialist formulations on the right of the poor to a minimum consumption.”284

Nothing could be more wrong. Certainly nobody before Sismondi had exhaustively revealed the
capitalist character of the creation and distribution of wealth and nobody before him had made such a
penetrating critique of this system. In Sismondi we find in embryonic form the doctrine later developed
by Karl Marx and called by him economic fetishism, according to which in the capitalist system there exists
an objective tendency to obscure the real nature of this system, of its institutions, and of the real source
of its wealth. Monetary exchange is precisely the instrument whereby this process of artificial
transformation is accomplished. In any economic system, “wealth . . . was always a thing created by

labor.”285 “The history of wealth is, in all cases, comprised within the limits now specified—the labor
which creates, the economy which accumulates, the consumption which destroys.” But while nothing is
so easy to grasp as this truth, exchanges “blur our vision and make a positive thing into an almost
metaphysical one.” Like wealth, income comes from this common origin—from labor. “It is however
usual [and this is what this metaphysics entails] to recognize three types of income under the name of
rent, profit and wages, as coming from the three different sources, the earth, accumulated capital and
labor.” We must lift the veil of monetary exchange to see what the phenomena really entail. “On closer
inspection one realizes that these three divisions are three different ways in which to share in the fruits



of the work of man.” The worker produces by his daily labor more than his daily expenditure. But the
landowner and the capitalist, thanks to the ownership of the instruments of production, have forced the
worker to hand back to them the surplus “over and above his daily needs.” The surplus constitutes the
landowner’s rent and the capitalist’s profit. What remains forms the worker’s wage. The worker has
become the proletarian. “The latter is the man for whom what he needs to work and not die has been

calculated exactly.” “The master alone profited from the increase in productive power.”286

Contrary to the trivial manner in which capital is identified with the material elements of the labor
process, which in fact are common to all forms of production, Sismondi shows that it is in the nature of
capital that its function of exploiting the labor of others is determined, that is, its power of taking possession of
what the worker creates over and above what he has received from the capitalist in the form of wages.
“Every time the rich man obtained a gain from using labor, he was situated, in all points, exactly as the
husbandman who sows the ground. The wages paid to his workmen were a kind of seed which he
entrusted to them, and expected in a given time to bring forth fruit.” The capitalist knew “that this

sowing would bring him a harvest,”287 a “commodity, of a greater value,” namely, what he would obtain
in return, “first of all a value equal to . . . in total the capital he had employed” and subsequently a

“surplus of goods he called his profit.”288 Here Sismondi opposes the idea, widespread then and later,
that the capitalist’s profit derives from circulation and, as a result, from what the capitalist sells for a
higher price than he paid for it; that, in a word, he sells above the value of the commodity (profit upon

alienation).289 Sismondi draws out the possibility of the capitalist making a profit even when he sells
the commodity according to its value, that is to say, at the cost price measured by labor. “He does not
profit because his enterprise produced much more than its costs, but because he does not pay all the
costs.” “The advantage of an employer of labor is often nothing else than the plunder of the worker he

hired.”290 However, not only is the new capital born from the exploitation of the labor of others, but

the already existing capital is likewise preserved by this exploitation.291 “All wealth which one does not
wish to destroy, must be exchanged against a future wealth that labor must produce. Wages were the

price at which the rich man obtained the poor man’s labor in exchange.”292 Thanks to that alone,
capital “employed . . . to feed his productive workers . . . was a permanent, multiplying value which did
not perish anymore.” This value was detached from its material substratum; “it remained like a
metaphysical and nonsubstantial quantity.” Thus the real function of capital consists in the fact that, in
the hands of the capitalist, it becomes a “fruit-bearing portion of accumulated wealth,” an abstract value

detached from its material base and constantly engendering a new value: it is a “multiplying value.”293

Here we have the theory of “surplus value” set out with regard to both form and content, with a
precision that nobody before Karl Marx had achieved. Sismondi explains here not only the particular
forms of surplus value—rent, profit, interest and so on—but he considers it in its general and not yet
differentiated form and seeks its origin not in the sphere of circulation but in that of production.

It is from this theoretical standpoint that Sismondi evaluates the ideology of unlimited labor and of
endless production as propagated by the classical school. “Modern economists . . . do not cease to
encourage nations to produce.” They forget that “man does not tire himself, except to rest thereafter.”
Now, in the capitalist system things are quite different, because “today effort is separated from reward:
it is not the same man who works and then rests; but it is because one man labors that the other can

rest.”294

So it is only in this system based on “the cooperation of the two classes of citizens with opposing
interests . . . I mean the class of proprietors of accumulated labor . . . and the class of men who have

only their natural strength” that superfluous production is possible.295 If everyone had to devote their
own labor to their luxury items, “there would not be one [manual worker] who would hesitate to



choose less luxury and more leisure.” “Luxury is only possible if it is bought with the labor of others.”
So luxury is possible only because workers “produce wealth, and themselves obtain scarcely any share of

it.”296

Without any doubt, the theory of exploitation and of unequal distribution that is set out here is, by its
purely objective economic argument, the product of a mature theoretical analysis, much better than the
views of the contemporary English “egalitarian socialists” such as William Thompson, [John Francis]
Bray, [John] Gray, and [Thomas] Hodgskin, who are not free from ethical judgment. But despite all the
originality of the conceptions set out here, nothing would be more false than to claim that Sismondi saw
the cause of crises in unequal distribution and in the underconsumption of the working masses and that
he should be given credit for first propounding the theory that [Karl] Rodbertus took up in Germany a

quarter of a century later.297 Sismondi’s analysis penetrates much more deeply into the very essence of
the economic system based on exchange.

As in the capitalist system based on wage labor, labor itself (the vital force) has become a commodity
that is bought and sold, and at the same time the valuation of labor operates as on the commodity
market, in terms of money, that is, in abstract value; all the disruptions arising from the application of
this changing unit of measurement, which we have observed on the commodity market, also appear on the
labor market and thus merely accentuate the general anarchy of production. In the “pure” capitalist
system analyzed by Sismondi, which is composed, as we know, solely of capitalists and workers, the
former possess, at the end of the period of production A, all the product created by the latter during
this period. Part of this product serves for the reproduction of fixed capital expended on this
production, the remainder being given over to the consumption of capitalists and workers. Now, the
part, destined for the maintenance of workers in the future period of production B, possesses—since it
results from production during period A—an exchange value determined by the labor used in
producing it and suffices to employ a specific number of workers in the given labor. But this workers’
wage is a changing quantity taking into account their competition, that is to say, taking into account the
fact that, just as on the commodity market nobody has fixed the number of producers required in a
certain branch, so on the labor market nobody fixes the number of workers necessary for production. If
in period B there are too many workers in relation to the capitalists’ demand, their wage, that is, the
value of labor (the vital force), is lowered. “If the value of his labor should be determined by

competition, this value could diminish endlessly.”298 Therefore this same part of the annual product of
period A, destined for the maintenance of workers, is now, in period B, sufficient to pay a greater
number of workers and by this very fact to absorb a greater quantity of labor. “Wages do not represent
an absolute quantity of labor, but only a quantity of goods which has sufficed to maintain the workers in
the previous year.” Given the changed value of labor (of labor power), “the same quantity of provisions

will set in motion, in the following year, a larger or smaller amount of labor.”299 The source of the
disruption of economic equilibrium results precisely from the fact that in employing workers use has
been made of an abstract measure of exchange values. The number of workers necessary to create the
specific quantity of necessary products is in fact at the given moment a fixed amount, depending on the
available technology and entirely independent of the level of the wage. But instead of this natural
regulator, we use exchange value to establish the number of workers necessary.

It is the income of the past year that must pay for the output of this year: it is a predetermined quantity that serves as a standard for the
undefined quantity of labor to come. The error of those who urge an unlimited production comes from their mistaking this past income

for future income.300

Therefore, although he does not need a greater number of workers, every capitalist who possesses a
capital enlarges production in proportion to the cheapness of the labor force. “The masters are
persuaded to produce an output, not because the consumer asks them for it, but because the workers

offer to them to do it at a lower price.”301 The natural measure for fixing the number of workers



necessary has been replaced by abstract value. Wertrechnung has been substituted for Naturalrechnung.302

In total, an excessive number of workers are employed on a reduced wage; total annual production
increases, although demand has not changed; the total income of the working class is reduced. Result:
overproduction and crisis.

So we see that the mechanism which we have just described has nothing in common with the question
of the unequal distribution of wealth, nor yet with underconsumption by the workers. Far from that
being the case, intensified underconsumption is the result and not the cause of the crisis. On the other
hand, the disproportion in production is the consequence of the application of a changing abstract
measure to regulate the size of the productive apparatus in relation to needs—exchange value and not a
natural measure: the quantity of necessary real goods, consequently the necessary quantity of labor
power. “It is the confusion between the estimation of a use value and that of an exchange value which is at the heart

of the deception of modern systems of chrematistics.”303

§ § §
The results we have arrived at are entirely different from perspectives that have previously been
accepted. Capitalism is an economic form in which all economic categories appear in the form of
exchange value. But this form of exchange value is only accidental, only belonging to a certain historical
period and in no way constitutes the real substance of these categories. Thus, for example, the category
of income appears in the exchange system in the form of a specific exchange value. But the category of
income in no way depends on this form. It is an absolute category, belonging to every sort of
organization of labor, hence also to the system without exchange. In this system, “there is no numerical
price, since there is no exchange as yet; and nevertheless the idea of income is developed there much
more clearly than in our complex societies.” This income consists of “a specific quantity of food, clothing

and furniture.”304 And it is only the introduction of an abstract exchange value, measured by labor, in
the capacity of a regulator of production that has brought constant disruptions and upheavals into all
economic relations. Constant technical upheavals, by the very nature of things, must in fact lead to a
depreciation of labor and thereby to constant changes in the size of the standard by which we measure
the value of all other goods and regulate the scale of their production. Thus, instead of a proportional
relation between production and demand, a constant disproportion between them necessarily appears.

§ § §
It is a curious fact that these ideas of Sismondi have not been noticed; our mind is so accustomed to the
routine categories in which we think about the capitalist economy that we have not been in a position to
understand a system whose conceptions unfold along a quite different course. There is, however, an
exception: Karl Marx alone got to the bottom of Sismondi’s system and understood it clearly, although
he only mentioned it in very brief notes almost in the form of aphorisms. It is true that in The Poverty of
Philosophy (1847) he calls Sismondi reactionary and in the Communist Manifesto the head of the school of

petty-bourgeois socialism.305 But this negative attitude of Marx toward Sismondi’s proposals for
reform in no way detracts from his correct evaluation of the latter’s theoretical ideas. For the English
socialists contemporary with Sismondi and still today for many of Marx’s epigones and hostile critics,
the theory of value based on labor has an ethical character. They see something ennobling in it and at the
same time a revolutionary postulate: a just basis for determining the reward for future labor, that is, for

the distribution of the social product among the producers.306 But Sismondi and later Marx see in it,
on the contrary, a source of all the ills of current economic organization. They conceive labor as the
source of exchange value not for ethical reasons but because an objective analysis of the phenomena of
value and prices shows, in their view, a causal dependency between labor and value. But they never go



so far as to idealize and “ennoble” labor as the source of exchange value. On the contrary, Sismondi
finds in this fact the real source of all ills, of all economic crises; and Marx takes the same position in his
polemic with Proudhon. “Labor time,” Marx says, “serving as the measure of marketable value becomes in
this way the law of the continual depreciation of labor. . . . Sismondi . . . sees in this ‘value constituted’ by

labor time the source of all the contradictions of modern industry and commerce.”307 And in
agreement with Sismondi, Marx develops the former’s thought: “The continual depreciation of labor is
only one side, one consequence of the evaluation of commodities by labor time. The excessive raising of prices,
overproduction and many other features of industrial anarchy have their explanation in the mode of evaluation.”

“Instead of a ‘proportional relation,’ we have a disproportional relation.”308

In our view, not enough notice has been taken of this passage, whose connection with the whole of
Marx’s theory has not been sufficiently brought to light. Crises and overproduction, the relations of
economic disproportion, are here, in conformity with Sismondi, deduced not from the unequal
distribution of wealth nor from the fact of the underconsumption of the working class but rather from the
fundamental fact on which the whole edifice of the capitalist system rests: that labor time serves as a measure
for exchange value and that as a result all relations of exchange are based on a variable measure, constantly
changing and constantly devaluing. In fact “every new invention,” every perfected machine, depreciates
labor and by that very fact the measure of exchange on which the capitalist system is based. That is why,
when large industry has set out systematically to apply these new inventions, these new machines,
disturbances have become a necessary and constant phenomenon—hence the criticism that Sismondi
directs against machines. And after him Marx: “With the birth of large-scale industry this correct
proportion [between supply and demand] had to come to an end, and production is inevitably
compelled to pass in continuous succession through vicissitudes of prosperity, depression, crisis,

stagnation, renewed prosperity, and so on.”309

Some months later, in the Communist Manifesto, Marx declares that Sismondi’s concrete proposals are
reactionary and simultaneously utopian. But with a flattering deference that is very unusual in his
writings, Marx stresses the “great acuteness” with which Sismondi analyzed the contradictions of the
new relations of production. Sismondi’s school

laid bare the hypocritical apologies of economists. It proved, incontrovertibly, the disastrous effects of machinery and division of
labor; the concentration of capital and land in a few hands; over-production and crises; it pointed out the inevitable ruin of the petty
bourgeois and peasant, the misery of the proletariat, the anarchy in production, the crying inequalities in the distribution of wealth,

the industrial war of extermination between nations.310

Marx comes back to Sismondi again in his Theories of Surplus Value, written around 1865.311

“Sismondi,” he says,
is profoundly conscious of the contradictions in capitalist production; he is aware that . . . contradictions of use value and exchange
value, commodity and money, purchase and sale, capital and wage labor, etc., assume ever greater dimensions as productive power
develops. He is particularly aware of the fundamental contradiction: on the one hand, unrestricted development of the productive
power and increase of wealth which, at the same time, consists of commodities and must be turned into cash; on the other hand, the
system is based on the fact that the mass of producers is restricted to the necessaries. Hence, according to Sismondi, crises are not
accidental, as Ricardo maintains, but essential outbreaks—occurring on a large scale and at definite periods—of the immanent

contradictions.312

“Sismondi was epoch-making in political economy because he had an inkling of this contradiction.”313

Likewise, in A Contribution to the Critique of Political Economy (1859), Marx, clearly making the
connection with Sismondi’s analysis of the definition of “socially necessary” labor, stresses Sismondi’s

conception of “the antithesis of use value and exchange value.”314

Even more important than these critical commentaries by Marx is the positive theory he formulated in
A Contribution to the Critique of Political Economy and later in Capital, which for its part is only the deeper
and more complete development of the conception that we already find briefly stated in Sismondi in his



account of the contradiction between use value and exchange value.
In view of the preceding, [Charles] Andler’s efforts to show the indirect influence on Marx of the

epigones of Sismondi—[Eugène] Buret, [François] Vidal, and [Constantin] Pecqueur—seem

superfluous, since it is possible to show the direct influence of Sismondi himself.315

But the problem entails defining the nature of this influence. Can we agree with Rist when he claims
that of all the ideas Marx borrows from Sismondi, the most important is that of the concentration of
fortunes among a small number of property owners and the growing proletarianization of the working
masses? According to Rist, “this conception is the pivot of the Manifesto and forms a part of the very

foundation of Marxian collectivism.”316 It belongs to Sismondi. Nothing could be more wrong. The
concentration of fortunes and the proletarianization of the working masses are in no way theoretical
ideas but empirical observations of the effects of economic evolution, frequently commented upon from

the middle of the eighteenth century onward.317 Marx had no need to borrow from Sismondi facts that
were established by the industrial statistics of contemporary England. But what Rist does not see, what
he does not understand, are the deep causes that necessarily conditioned this concentration of wealth at
one pole and the poverty of the working classes at the other. What Sismondi proposes to do is precisely
to explain these phenomena. Just as on this point Sismondi’s fundamental idea has not been understood,
has not even been noticed, likewise the genetic link between these conceptions of Sismondi and Marx’s
fundamental conception has not been noticed.

3. Sismondi’s Social Policy: Conclusions
Attention has often been drawn to the inconsistency of Sismondi’s conclusions and the contradictory
nature of the means he proposed. He has sometimes been seen as the representative of the illusions of
the petty bourgeoisie, sometimes as a timorous reformer who aims to get rid of “the abuses” of the
present system without wishing to shake its foundations.

We have tried to show that Sismondi’s strength and originality lie primarily in his theoretical analysis:
he explains and understands the capitalist mechanism, while social policy has only a very modest place in
his thought. Certainly, Sismondi never went so far as to make the practical conclusions drawn from his
theory immediately concrete in a clear program of action. On the contrary, he proclaimed that “one can

never rely with any certitude on even the best-established theories.”318 This conviction made him
cautious as far as programs were concerned and forced him to restrict his proposals to the directly felt
needs of the time. Moreover, clearly formulating programs of action for the future would have been
difficult at a time when the capitalist system was only just emerging from the old organization.

But is it true, as Andler and Gonnard insist, that all Sismondi’s reforming thought could be reduced to

the proposal for “insurance legislation,” for a “professional guarantee”;319 that Sismondi was merely
concerned to restore to the worker a protection comparable to that which the guilds had provided; that
his positive program of interventionism only asked the state to intervene in order to mitigate the effects
of competition, to protect the weak against the strong, and in order “that the trade and agricultural
employers should be formed into compulsory insurance societies, required to meet the needs of their

workers in case of unemployment or distress”?320 In the face of this opinion we nonetheless think that
the position adopted by Sismondi in theory, the main feature of his diagnosis of the disease of the
economic system, will facilitate our understanding of the means he proposes to cure it: perhaps then it
will appear that the contradictions he is criticized for are sometimes only apparent and that in his
proposals there is perhaps something more than what has been noticed thus far.

Sismondi’s diagnosis has established that the disproportion of the productive apparatus in relation to
demand is the inevitable consequence of the application of the abstract measure, always variable, of



exchange value, as the regulator of this production. This measure is the necessary result of the present
economic organization, based on the free competition of an arbitrary number of producers who are
independent of each other and remain in a social union solely as a result of exchange. In these
conditions, the disturbances and conflicts of the capitalist system cannot be avoided and necessarily
occur in the system, just as in the economic doctrine which reflects it there are “insoluble questions like all
those in modern political economy.” Sometimes, for example, every effort has been made to force the
worker to do excessive labor, and at the same time “there was no hesitation in condemning him to not

working at all.”321

The man who characterized the disease in this way, who saw in it the defect that constituted the very
foundation of the current system, who, for this reason, criticized the economic science of his time for
basing itself on abstract exchange value and thus finding itself in the dead end of “insoluble questions”—
this man was bound to see a remedy in the reconstruction of the very foundation of the current system.
If the root of the evil lies in organization based on exchange with its necessary consequence, an abstract
measure of value, then a radical cure can be obtained only by basing the economic organization on quite
different foundations: on movement toward a system without exchange value.

Is such a program to be found in Sismondi? Did he identify all the implications of the principles he laid
down? We can only affirm one thing with certainty: that Sismondi possessed, if not the postulation, at
least the ideal of a better system in the future. Although he has been accused of yearning for a past state
of affairs, he says, “I do not desire any part of what has been, but I want something better of what is.”
He is interested in the past only as a historian and in order to draw lessons. “I cannot judge what that is,
except by comparing it with the past, and I am far from wanting to restore ancient ruins.” He is equally
opposed to the present and his objections are directed against “the new organization of society which . .
. gives [the working man] no guarantee against . . . competition.” In defending the ideal that he pursues
he cites various sociological arguments, denounces those who consider the defects of the present system
to be inevitable and who declare that things must always be the same because this present system cannot
be changed. “It is the belief in a sort of fatality which carries us along and a tendency to close our eyes to

the precipice we are running toward, as soon as we think we cannot avoid it.”322 These people are so
accustomed to the present system that they cannot even imagine a different one. “Our senses have
become so accustomed to this new organization of society, to that universal competition which
degenerates into hostility between the wealthy class and the working class, that we can no longer

imagine any other type of existence.”323

In opposition to this fatalism, resulting from the conviction that the existing system cannot be
changed, Sismondi describes the historical evolution of systems. Society has the potential for modification,
“for the organization of human society is our own work.” Contemporary organization is, in fact,
something very recent. “This organization is so new that it is not even halfway instituted.” So it would
be difficult to believe that it will last indefinitely: it has scarcely emerged from former systems that
themselves had been modified in their turn. Each of these former systems had become a dominant
organization because it had shown itself to be superior to the system that had immediately preceded it.
“Each of these systems had seemed . . . to be an advance towards civilization. . . . Slavery itself followed
a savage condition of universal war . . . [and,] following the slaying of prisoners, constituted progress in

society.”324 And it was only in the long term that this system became an obstacle to further progress
and contributed to the fall of the ancient world. Then came the feudal period, based on bondage and
serfdom. This meant “an initial betterment in the status of the poor classes.” “Feudalism had its shining
and prosperous period,” and it was only in the long term that the feudal system “became

intolerable,”325 for “social order, threatened so incessantly, cannot be maintained except by violent
means.” It then gave way to the system of corporations and finally to “the system of liberty we have now. .



. . The revolution is not even half completed.”326 In the face of this historical evolution, can we claim
that the “wage labor system” is the final stage of progress, since we cannot imagine that anything better
will follow it? “When these three systems were dominant, likewise nobody conceived what might come
next; similarly the amendment of the existing order would have seemed either impossible or absurd.” If we base
ourselves on the fact that the former systems proved themselves to be disastrous, in short “because,
after having first done a little good, they later imposed terrible calamities onto the human race, can we
then conclude that today we have moved into the true form of society?” From the preceding argument,
the conclusion necessarily follows that “our actual social organization . . . the dependency of the

worker”327 is also historically temporary and will be replaced by a superior system in the future.328

This will only happen when we “discover the fundamental evil of the day labor system, as we have
discovered the evils of slavery, of serfdom, of guilds.” And it was only in thinking about this future
system that Sismondi could say: “A time will doubtless come when our descendants will consider us no
less barbarous for having left the working classes without protection than they and we ourselves

consider as barbarous those nations which reduced those same classes to slavery.”329

That is why Charles Rist tries in vain to interpret Sismondi’s thought by arguing that the latter’s

criticisms are directed against the “abuses of competition,”330 that he has shown the defects belonging
to a period of transition between the old and new forms of social organization, and that the whole
substance of his doctrine can be reduced to “the protest he makes against the indifference of the classical
school in the face of the evils of these periods of transition.” And Rist adds: “But Sismondi was a
historian. His interest lay primarily in those periods of transition which formed the exit from one regime and the

entrance into another, and which involved so much suffering for the innocent.”331

To write in these terms is to obscure the very meaning of Sismondi’s thought. No, he is not criticizing
the periods of transition from one system to another but rather the very foundations of the present
system—not the “abuses” of competition but the very principle of competition. Overproduction with
all its consequences is not a temporary phenomenon but “the satiation of markets is on the contrary the
inevitable result of a system to which everyone rushes;” it is the unavoidable effect of the “fundamental
evil of the day labor system.” Hence this is not a short-term phenomenon of the period of transition
between the old and new organization but a phenomenon rooted in the defective structure of the new
system, which is still establishing itself and will make itself felt more and more as this system develops
and becomes the dominant economic form. This is what Sismondi expresses with the greatest possible
clarity in his polemic with Jean-Baptiste Say in 1824: “For seven years I have pointed to that sickness of
the body social, and for seven years it has not ceased to grow. I cannot see in such extended suffering the
frictions that always accompany change and . . . I believe I have shown that the ills we experience are the
necessary consequences of the flaws of our system, and that they are not yet at an end.” And some years later,
in his Studies, Sismondi can claim that the disease is making fresh progress and that although we are in a

period of rare prosperity, “its only effect is to continually worsen the position of the poor classes.”332

If, therefore, it seems certain that Sismondi foresees, for the future, the need for a system that is
better than the present one based on competition, for the particular reasons we will set out below, he
never draws a picture of this system. Anticipating the objection that he should “show what remained to
do,” he states, “We would want permission to convince the economists . . . that their science hereafter
follows a false path. But we have not enough confidence in ourselves to show them what would be the
truth.” Yet in his eyes shines the ideal of a better system in the future, and he is not merely thinking of
small corrections to the present social order: this omission results precisely from the fact that he insists
on the difficulty of conceiving this future system. “It is one of the greatest efforts to which we can force
our mind to visualize the actual structure of society. Who would then be the man enlightened enough to
imagine a structure that does not yet exist, to see the future where we have already so much trouble to see



the present?” Conceiving of a completely different system alone is difficult, while conceiving of detailed
corrections would not be difficult at all. However, anticipating the tactics of socialism in the future,
Sismondi merely shows the necessity of the advent of a superior system in the future but, at the same
time, wants to confine himself to “the analysis of the system we have taken up”—“without being
distracted by a comparison with an entirely imaginary theory” and “before dreaming of what will have to

replace” the existing system.333

What could drive Sismondi to act in this way? We have already pointed out his scientific caution about
formulating a program of action that, at most, could only have been “an entirely imaginary theory.” But
Sismondi mentions another reason, an even more serious one. For him, as a theoretician, the problem is
above all to explain the existing mechanism and to discover its “fundamental evil,” since, as we know,
that is in his opinion the necessary condition for achieving the future system. That is why Sismondi does
not want to indicate concrete means of change. “If I presented here what I consider to be a remedy for
the actual ills of society, criticism would abandon the examination . . . of such ills, in order to judge my
remedy, and to probably condemn it, and the question of the balance of consumption with production

would never be decided.”334 This passage justifies us in concluding that Sismondi has what he considers
a “remedy” for the ills of the social system, and if he does not set it out, it is solely in order not to
distract attention from his theoretical aim: to establish the diagnosis of the sickness from which the
system of his time is suffering. Moreover, the fact that concrete plans for remedying the situation had
little success is demonstrated by those of the reformers of this time, Charles Fourier and Just Muiron,
whose works had recently been published. So it is precisely because he does not go into detail that
Sismondi is superior to these utopian socialists. While they draw up fanciful plans, Sismondi through his
critique undermines the very foundations of the system of his time and indicates that “undoubtedly there is
something wrong in the social order.” For Sismondi this critique of the elements that make up this
system is for the moment the essential thing, by reason of the passivity of the human mind, which is
afraid of straying from principles once they have been accepted. “We have to fight against this laziness of
the human mind, which, having reached the last results of a science, refuses to return to its first

principles and to shake the axioms on which it is based.”335

Obviously the critique of these basic principles of the existing system, in itself, highlights in broad
outline the positive direction of Sismondi’s thought. He is thinking of an ideal organization in which
competition among producers independent from each other will be replaced by a rational regulation of the
scale of production according to the extent of need, independently of exchange and the oscillations of
market prices. “It would not suit national security if its subsistence were to depend on the fluctuations
of the market,” he says with reference to agricultural production. We have seen above that it is on this
proportionality of the process of production to the needs of society that Sismondi’s New Principles is based and
that this is the key point on which he differs fundamentally from Say, Ricardo, Malthus, and McCulloch.
It is this ideal of a well-proportioned economic system that inspires Sismondi to this comparison: “All
movements in society are linked together; one follows from the other, as the various movements of the

gears of a watch.”336 In this well-regulated system, without free competition, human activity will find
an outlet, not in the struggle of men against men but in the struggle to dominate nature. “It is not that
there is no room for the progress of human effort in the creation of wealth every time that . . . man

battles against nature, and not with another man.”337

In an ideal system without competition, in which production is organized systematically in each of its
branches, any change, such as for example the extension of production, cannot be brought about in one
branch to the exclusion of another but must be achieved systematically for all branches, if the
equilibrium of the system is not to be upset. “When [the progress of wealth] . . . is well-proportioned,
when no one of its parts follows a precipitous course, it spreads universal well-being; but if any one of its



gears completes its actions earlier than all the others, there will be suffering.”338

Obviously this quantitative determination of the proportions of various branches of production cannot
be the product of chance but must rather be the result of concerted action by the central authority.

Sismondi therefore requires that the government should halt “a disordered expansion.”339 According to

him, “the task of government should be to moderate these movements, in order to equalize them.”340

Envisaged from this point of view and under the influence of the Italian economic tradition of the

eighteenth century,341 political economy would become “a science of government” in the same sense as
[Henri] Saint-Simon understands it when he speaks of the need to replace the present system “by an

administrative system” or, again, what the German theoreticians understood by Verwaltungswirtschaft.342

Chrematistics, that is, the free activity of individual producers, is replaced by a systematic regulation of
the economy according to the principle of nonexchange, in other words by “household management” in
the Aristotelian sense of oikonomia. “We consider political economy, the management of the house and
the community, as being essentially the science of government. It amounts to . . . the exposition of the

plan of management or influence that will be the most advantageous to society.”343

This general principle, which Sismondi does not set out in detail, entails the ideal he aims at and, in
the system of his thought, constitutes the maximum program, the fundamental “remedy” for the sickness
he identifies in the economic system. If Sismondi does not indicate remedies, his caution is mainly
related to this part of his ideas, to this maximum program. Should we see a contradiction if, in the face
of the statement that he does not want to indicate remedies, he nonetheless indicates them repeatedly
and in places only a few pages apart? For example, when he proposes to abolish all laws that interfere
with the division of inheritances, or that protect employers’ organizations against workers, or when he
demands laws that could oblige the employer to guarantee the subsistence of the worker he employs,
and so on. Or again when he proposes to guarantee every worker an assured ownership of his own labor

in order to put limits on competition.344 Let us examine the question more closely.
In Sismondi’s theoretical thought, the real cure for the disease is possible only through a change in the

structure of the present system. For him it is the only effective means of cleansing. Sismondi does not
develop this question—we have already examined why—but he is convinced that this idea will be
victorious in the future and prepares this victory by enlightening public opinion theoretically, while
confining himself to posing practical conclusions for the present. “But for as long as the present organization

persists, as long as the existence of the poor person is abandoned to the effects of free competition,”345

it is necessary above all to alleviate the effects of this system by creating obstacles to the natural tendencies
originating in this system, for these obstacles “give time . . . allow to those who have been hurt the
opportunity to recover from their wounds.” Sismondi recommends to the economists “that they should
leave the generations made superfluous time to recover.” For “first, one has to think of those who suffer, and
then worry about the future.” And since, according to him, those who expand large-scale production with a
view to personal profit are especially the big capitals, since above all “it is colossal fortunes which
disturb the equilibrium of society,” he finds here a reason for “legislation to put obstacles both to the

accumulation and the amalgamation of capitals.”346

So we see that Sismondi’s struggle against big capital is in no way inspired by the desire for a more
equal distribution of wealth or by any aspiration for the organization of medieval guilds. “No, I do not
desire any part of what has been . . . I am far from wanting to restore ancient ruins.” “It is not in any
case the guilds that should be re-established.” Moreover, these could not be a solution for workers
employed in mechanized manufacturing industry, because “since the great perfection of machines, all

those who worked almost like machines have had their influence diminished.”347 Repeatedly he
protests that he has no intention of giving up all technical advances, machines, and inventions. If,



nonetheless, as we have seen, he wants to create “constraints” on big capital, it is because of his deep
pessimism, of the conviction that as long as the system of free competition, the system of wage labor,
survives, economic disruptions are inevitable, that no cure could be found for them and that, we must,
by means of constraints, slow down the course of this development, only in the interests of the victims

of “a system that oppresses.”348

It is only when one adopts this standpoint that Sismondi becomes comprehensible when he says, “We
agree, in fact: to such extreme ills, we can offer only palliatives which must seem very much out of
proportion.” And a little later, he insists again: “To bring a remedy for such grave ills in the present . . .
we know only of palliatives. The first and most important thing is to enlighten opinion . . .” and later he
proposes means to delay development, that is, to attenuate disastrous effects. In this respect he says
“that the remedies we are proposing are in no way illegal, in no way revolutionary, and in no way

fanciful or requiring a new organization of society.”349 On the basis of these statements it has been
denied that Sismondi had an ideal transcending the framework of the existing system. But the means he
proposes can only be called palliatives by someone who assumes that no effective remedy exists or who,
like Sismondi, recognizes in principle the historical necessity of evolution toward a higher form of
organization and considers all other means as ineffective or as palliatives that are only partially effective.
These palliatives are Sismondi’s minimum program “for as long as the present organization survives,” and
that is why from this point of view “the first and most important remedy is to enlighten opinion.” In the
first place it is therefore a question of clearly realizing the causes of the sickness, of the structural defects
of the present system, and that is the prior condition for any future fundamental reorganization.

It is precisely this pessimism that marks Sismondi’s interventionism. Rist in fact is wrong to claim that
Sismondi was the first interventionist. The mercantilists had also been interventionists. The essential
difference consists in the quite distinct way of conceiving the dynamic of the economic mechanism.
James Steuart, the most eminent representative of mercantilism in the eighteenth century, appeals at
every moment for intervention by the authorities. And he does so because, he claims, government
intervention can and must maintain the equilibrium of the economic mechanism. Sismondi’s interventionism
has an entirely different character. Half a century of capitalist development had dispelled these illusions,
and Sismondi observes that the equilibrium of this mechanism is impossible. If “we invoke almost
constantly that intervention of the government,” it is merely to protect the victims of the ills. “We see the
government above all as the protector of the weak against the strong, the defender of him who cannot

defend himself.”350 And that is where Sismondi differs from the future party of social reform.
This party demanded the reform of the existing system while preserving the foundations of that

system, whereas for Sismondi these were only half-measures, since for him it was the foundations
themselves that were defective. The reforming school saw the state as an institution above classes,
whose task was to safeguard the totality of social interests. On this point, too, Sismondi is pessimistic.
For him the state is the defender of the possessing class. “The government, which most often protects the
established order without even examining the rights of the parties, [gives] at all times powerful support

to the haves against the have-nots.”351 The government gives its assistance to the capitalists against the
workers. “While these unfortunates fight for a wage on which their lives and that of their children
depend . . . soldiers and constables . . . watch them, who await eagerly the first disturbance to hand
them over to the courts and their severe retribution.” “The greater part of the charge arising from social

establishments, is destined to defend the rich against the poor.”352

These considerations of Sismondi on governmental power show that he was far from idealizing the
current state as the school of social reform would later do.

If, however, he advocates state intervention in favor of the weak, he nonetheless sees in it only a half-
measure for a temporary period. In principle these disadvantages could only be avoided in a system without
competition.



§ § §
And now, to conclude, let us summarize our analysis of Sismondi’s work. Can we consider him a
socialist? Certainly, if we apply to him the normal criteria for socialism—abolition of the private
ownership of the means of production, abolition of the difference between rich and poor—Sismondi was
not a socialist. It is not that he was a stubborn defender of private property. Far from it. While at this
time (1818) Saint-
Simon, for example, is proclaiming “It is on the preservation of the right of property that the existence
of society depends,” Sismondi in no way recognizes the perpetual and sacrosanct right to landed

property.353 “It must be judged as all the rest of social institutions, by the good or bad that has flowed
from them for mankind.” It is “a gift of society, and in no way a natural right which pre-existed.” As a
historian, he knows that many peoples did not have private ownership of land, that the institution of
property is the child of historical evolution. The ownership of land is “not based on a principle of justice,
but on a principle of public utility.” Hence society can determine the conditions on which it entrusts
property to individuals; it can regulate them. If the owners act against the interests of society, society

“must submit property in land to legislation which will indeed bring about the general good.”354

Yet despite these ideas about property, and although, as we have seen, his ideal is a system without
competition, he never goes so far as to conceive the suppression of private property; he never imagines
that the disruptions caused by exchange and exchange itself are phenomena indissolubly linked to an
economic organization based on individual property.

Despite this attitude with regard to individual property, and setting the question of property to one
side, Sismondi constructs the ideal of the system without competition, consciously and systematically
regulating the scale of production in relation to the extent of needs. But we will be obliged to see
Sismondi as a socialist if in order to analyze socialism as an aim, we adopt a different criterion “which
characterizes economic socialism: the condemnation of competition and the appeal to a rational

coordination of economic elements which is systematic rather than instinctive.”355 After having
inquired on what basis a new organization can be established, Sismondi ends up with the truly original
doctrine that such a rationally coordinated organization is not possible for a system based on the abstract
measure of exchange value as a regulator of the extent of production. It is precisely on this point that
the critique of the existing system and the positive economic views he opposes to it are much more
profound and far-reaching than the theoretical statements of the utopian socialists of his time. These
socialists, like John Gray, Robert Owen or later [John Francis] Bray and, during the 1848 revolution,
Arthur Bonnard and Proudhon, attack only money and aim to abolish only the “privileges” of precious
metals, while preserving trade based on exchange and the exchange of commodities. They formulate plans for
exchange banks where the role of metal money is replaced by a currency based on labor—for example,
the plans for certificates of value issued by the National Bank devised by John Gray in 1831 or Owen’s

Labour Exchange in 1832, Bray’s Central Bank in 1839,356 and then, during the February Revolution

in 1848, Proudhon’s well-known scheme and Bonnard’s Exchange Bank at Marseilles.357 They thought
that by basing exchange not on metal money but rather on labor, they were introducing a “fixed and
invariable” measure of value and were thereby ensuring that the worker received the full fruits of his

labor.358 On this point, as we have seen, Sismondi clearly parts company with the utopian socialists and
demonstrates—as Marx would later—that since labor is the source of value, this value cannot be fixed,
that it must necessarily be subject to endless fluctuations and for this reason provoke upheavals in
society. Likewise, Sismondi does not confine himself to merely suppressing monetary exchange but also
wants to get rid of all exchange of values. He proposes to destroy not only money as a measure but all
measurement of value and to replace this regulator of production with the regulation of the extent of
production in the form of real proportions, in natural conditions. In this respect, then, Sismondi’s idea



is deeper and more consistent than that of the banks of the “exchange socialists.”359

This is the result of views according to which the system he foresees and conceives would not entail
the elaboration of concrete plans for remedies, of exchange banks or small communes dreamed of by
certain rationalist socialists like Owen and Fourier, but would have to be the transformation of the
present capitalist organization according to new principles of construction in the interests of the toiling
classes. “I would seek,” he said, “means to guarantee the fruits of labor to those who do the work, to

make the machine benefit the one who sets the machine to work.”360 He considers the achievement of
this proposition to be impossible within a system based on the measurement of exchange value and ends
up with the conception of a system without exchange value. Sismondi strives to posit this new principle
for constructing the future system not by way of an arbitrary creative fantasy but through the analysis
both of the existing system and of former historical economic formations. In this regard we should see
in Sismondi’s analysis the first attempts at the method later applied by scientific socialism.

However, Sismondi evades the problem and does not examine how it is possible to abolish all
measurement of exchange value as the regulator of the extent of production without abolishing private
property. It is precisely on this point that we can apply to Sismondi the legitimate criticism of Marx
against the attempts of the utopian socialists to abolish metal money, that “goods are to be produced as

commodities, but not exchanged as commodities.”361 Marx ridicules those utopian socialists who wish to

retain commodities but not money,362 and he asserts that between the commodity and money there is

an “inevitable correlation.”363 “Beneath the invisible measure of value lurks hard money.”364 So in this
respect Sismondi’s idea goes further than the idea of the exchange socialists, but it too stops halfway.
Thus Marx’s criticism is quite justified when he states that Sismondi “forcefully criticizes the

contradictions of bourgeois production but does not understand them.”365

Sismondi does not tell us who will bring about or facilitate this evolution, this economic
reconstruction of society. He does not address any social class; the proletariat in whose interests he was
fighting was in his day a passive mass that was merely wretched. One can apply to Sismondi what Marx
said of the theoreticians of the proletariat: “So long as they look for science and merely make systems . .

. they see in poverty nothing but poverty, without seeing in it the revolutionary, subversive side.”366 In
this respect Sismondi is better than Owen. Moreover, Sismondi’s superiority to Saint-Simon is shown
by the fact that while the latter foregrounds the struggle of “industry” against feudal reaction and this
“industry” includes not only the most heterogenous spheres of agriculture and commerce but also
factory owners and workers; in short, it conceals all the real contradictions existing at that time.
Sismondi’s opposition is completely modern. With a clarity shown by nobody before him, he draws out
the antinomy of the class interests of the property owners and of the wage-earning proletariat, “so does
Sismondi denounce large industrial capital,” and with a penetrating critique he denounces capitalism, the

scientific discovery of which should be attributed to him.367

Certainly Sismondi often deviates from the line we have attempted to characterize; it would be very
easy to draw this out and to show contradictions in his fundamental conception. But these deviations
merely prove that Sismondi’s book is not an academic exercise but is based on living reality. From this
heterogeneity of phenomena and in opposition to classical theory, Sismondi has created, in a flash of
genius, a homogenous conception on which this heterogeneity of phenomena has here and there left its
mark. Whether or not we call him a socialist, his immortal claim to fame in economic science is that he
is the first economist to scientifically demonstrate that an economic system based on abstract exchange
value as the sole purpose of production and regulator of it necessarily leads to disruptions and to
“insoluble questions.” It is on this point that Sismondi’s doctrine constitutes one of the most important
sources for the genesis of the scientific economic thinking of Karl Marx.
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Fifty Years of Struggle over Marxism

1883–1932368

Translated from the German by Rick Kuhn and Einde O’Callaghan

A. Marxists of the Early Period
Until the end of the seventies of the last century, the circumstances for understanding Marx’s ideas
were not very favorable, even within the socialist camp. A particular difficulty was that Capital was
initially only available as a torso, the first of several volumes. Almost another three decades passed
before the volumes completing the system appeared (the second volume in 1885, the third in 1895). A
further fifteen years passed before Karl Kautsky brought out the last of the volumes of Theories of Surplus
Value (1910). These, intended by Marx as the fourth part of Capital, are a magnificent history of political
economy from the end of the seventeenth century, one that bourgeois historical writing has been unable
to equal.

During the first decade after the founding of the German Empire it was hardly possible to speak of
“Marxism” in Germany (and still less in other countries). There was only a very loose connection
between the workers’ movement and the theories of scientific socialism. Many years after [Ferdinand]
Lassalle’s death, the German workers’ movement was still under the influence of Lassalle’s theories and
activities. Apart from that, it drew its ideas and sentiments from memories of 1848, from [Pierre-

Joseph] Proudhon, [Karl] Rodbertus, and Eugen Dühring.369 Many socialists justified their demands by
appealing to ethics and humanity or oriented themselves on the publications of the International

Workingmen’s Association.370 When the two tendencies in the German workers’ movement (the so-

called “Lassalleans” and the Marxist “Eisenachers”)371 united at the Gotha Congress (1875), Lassalle’s
ideas and demands were in large part incorporated into the newly agreed Gotha Program (see Marx’s
criticisms in his Critique of the Gotha Program). Initially, workers in large-scale industry were not
organized in either party. Rather, the bulk of the movement consisted of workers, such as shoemakers,
tailors, book printers, tobacco workers, and so on, who still retained close ties with the petty
bourgeoisie. Lassalle’s pamphlets and demands, his woolly conception of the state, his complete lack of
clarity about the party’s goal evidently expressed much more the labor movement’s lack of maturity at
that time than the cohesive and magnificent edifice of Marx’s theory. Even the leading figures in the
labor movement were for a long time unable to grasp key aspects of Marx’s theory. Characteristic of
this is the request in 1868 (by Wilhelm Liebknecht, who, during his stay in London, had had a close
relationship with Marx) that Engels make the actual differences between Marx and Lassalle clear in an

article for the party organ.372 From correspondence between Marx and Engels it is apparent how
distressed Marx felt about the fact that German party circles were almost unbelievably indifferent to
Capital.

Only gradually and in constant struggle against other views that were widespread in the labor
movement (the struggle against Proudhonism and Bakuninism in the First International, Engels’s
polemic against Dühring in 1878, and so on) did Marxist ideas permeate the workers’ movement. From
1883 Karl Kautsky (born 1854) sought to spread Marxist ideas as the editor of the party’s theoretical
organ, Neue Zeit. However, the period of the Anti-Socialist Laws (1878–90) was quite unfavorable for



the theoretical consolidation of Marxism.373

The great popularity that Marx’s lifework achieved was initially due to those sections of the first
volume [of Capital] that describe the immediate process of production within the factory and thus make
the situation of the working class, its exploitation by capital and everyday class struggles taking place
before everyone’s eyes intelligible. So the present volume became the “bible” of the working class for
decades. The fate of the parts of the work that present the historical tendencies of capitalist
accumulation and the tendency toward the breakdown of capitalism that follows in their wake was quite
different. Here Marx was so far in advance of his epoch intellectually that these parts of his work, at
first, necessarily remained incomprehensible. Capitalism had not yet achieved the maturity that would
have made its breakdown and the realization of socialism an immediate reality. So it is understandable
that in a review of volume 2 of Capital (1886) Kautsky explained that in his opinion the present volume
had less interest for the working class than the first, that for them only the production of surplus value

in the factory was of importance.374 The additional question of how this surplus value is realized was of
more interest to the capitalists than to the working class! Kautsky’s well-known book The Economic
Doctrines of Karl Marx also exclusively confined itself to describing the contents of the first volume of
Capital. Only an extremely deficient outline of the theories in the second and third volumes was added
to later editions.

Two generations had to pass after the appearance of Capital before capitalism, as a result of capital
accumulation, matured to its current heights, and conflicts developed in its womb that translated the
problem of the realization of socialism from the domain of a programmatic demand, only appropriate
for the remote future, to the sphere of daily political practice. The understanding of Marx’s ideas has
also grown in correspondence with the changed historical situation.

The situation was different after the end of the Anti-Socialist Laws (1890), when the socialist
movement started to develop rapidly from a small, persecuted group into the largest party in Germany,
and its appeal encompassed broad layers of intellectuals and the petty bourgeoisie, far beyond the
working class. Outwardly, the strength of Marxism grew rapidly during this period. In the Erfurt
Program (1891) it achieved a victorious expression. But precisely at the time when the appearance of
the third volume of Capital (1895) publicly concluded Marx’s theoretical system, the rapid blossoming
of international capitalism and the strengthening of an opportunist labor aristocracy within the working
class led to a change which was to be of the greatest significance for the further development of Marxist
theory. Sooner or later social differentiation in the working class had to be expressed not only in politics
but also in its theoretical conceptions of the goals and tasks of the labor movement.

B. The Advance of Reformism

a. Revisionism
The victory of opportunism, initially in England and then in France and Germany as well as a series of
smaller European countries, is necessarily connected with the structural transformation of world
capitalism, which exhibited extremely powerful development and increasingly showed its imperialist
face during the last decade of the previous century. Its fundamental economic traits are the replacement
of free competition with monopoly and colonial expansion combined with bellicose entanglements.
Through capital exports, monopolistic domination, and exploitation of huge regions that supply raw
materials and provide outlets for capital investment in Central and South America, Asia, and Africa, the
bourgeoisie and the financial oligarchy of the capitalist great powers acquire billions in superprofits.
These make it possible for them to win over an upper layer of the working class and the petty-bourgeois
following of the socialist parties with higher wages and various other advantages, so that they take an



interest in colonial exploitation, are politically bound to them, and enter a community of interests with
them against the broad masses and other countries. These upper layers were the bourgeoisie’s channels
of influence into the proletariat. The emergence of the labor aristocracy, which found expression
politically in the formation of “bourgeois workers’ parties” on the model of the Labour Party in
England, is typical of all the imperialist countries.

These layers, which found the revolutionary tenets of Marxist theory inconvenient and a hindrance to
their practical efforts to cooperate with the bourgeoisie and the organs of the state, soon went onto the
offensive against Marxist theory, with the argument that it was contradicted by capitalism’s real
tendencies. Their main difference with Marxism was that it denied the possibility of a lasting
improvement in the conditions of the working class under the current economic order (apart from
temporary improvements for shorter periods) and advocated the opposite point of view: that when
capitalism reached its full development, its immanent powers would necessarily lead to a worsening of
workers’ conditions. In contrast, the representatives of reformism pointed out that even under the
existing economic order, a lasting improvement in the situation of the workers—whether by means of
state legislation (pensions, accident and unemployment insurance) or by means of self-help (by founding
and expanding trade unions and consumer cooperatives)—was possible and already occurring. Here the
rather slight improvement, confined to a narrow upper layer only, was overvalued and generalized, and
its character was misjudged, to the extent that it was not considered temporary but the start of a
transformation that was consistently expanding in breadth and depth.

The rising strength of the trade-union movement was, undoubtedly, the most effective lever for the
enforcement of antiradical attitudes. For the leaders of the trade unions—the typical representatives of
the labor aristocracy—reformism was tailor-made. For these men, conducting the small-scale war for
entirely gradual improvements in the situation of the workers that were again and again threatened by
setbacks, all radicalism represented a threat to the positions they had conquered, their organizations and
trade-union funds. They therefore sought to nip every intensification of the methods of struggle in the
bud. Under the Anti-Socialist Laws, there was no room for such efforts, as the trade unions then hardly
suffered less than political social democracy. With the strengthening of the trade-union movement after
the repeal of the Emergency Law—particularly from the foundation of the General Commission of the
Free Trade Unions, which was connected with the tight centralization of the movement—the
relationship of the trade unions to the party changed. The initial dependence on the political movement
was soon transformed, and at both the Cologne Trade Union Congress in May 1905 and the Mannheim
Party Congress in September 1906, the trade unions and their leaders knew how to impose their
demands—often on decisive questions, too—against the will of the party authorities. Now their
influence on the theoretical conceptions of the socialist workers’ movement was also increasingly
apparent. Gradually, certain essential elements of Marxist theory were eroded by the practical trade-
union negotiators of wage agreements. In the hands of the trade union leaders the concept of “class
struggle” experienced a gradual transformation, so that little of its original content remained. Under the
same influences, the attitude of the trade-union leaders to the state also changed. They pointed out the
benefits they saw for the working class in the state institutions of social insurance, a system they hoped
to be able to expand further. Thus these circles felt compelled to revise the ideas previously inherited
from Marx (“revisionism”). During the 1890s and after the turn of the century, a question was often
raised as to whether a special trade-union theory that would justify reformism—the perspective of a
gradual “socialization,” “drop by drop” within the existing order—ought to be compiled for the
socialist-inclined trade unions. But it never came to such a trade union theory. All the friendlier was the
trade union welcome for efforts emerging within the political party that accommodated their desires.

Revisionism is inseparably linked with the name Eduard Bernstein (born 1850). He was the first to
systematically demand a revision of Marx’s theory, arguing that it did not correspond with the actual
development of capitalism, even though the former radical Georg von Vollmar had earlier developed



similar ideas—in his famous Eldorado speeches in Munich (1891) and in the pamphlet State Socialism

(1892)—and advocated reformist tactics.375 Bernstein, who seemed to be a true disciple of the theory
while Engels was still alive, emerged as a critic only after the death of the master, in his Neue Zeit articles
of 1896–97 on “Problems of Socialism” (published in book form as The Preconditions of Socialism). Other
writings by Bernstein are relevant: How is Scientific Socialism Possible?, Guiding Principles for a Social

Democratic Program, On the Theory and History of Socialism.376

Bernstein never openly described Marxist theory as a whole as false. It is an essential feature of
revisionism that it neither had the intention of nor succeeded in constructing a complete theoretical edifice
to replace Marx’s. Its historical significance lies primarily in the influence of trade-union and political
practice. Theory was only of concern to the extent that it was an obstacle to this practical reformism. It was
to be disposed of through the revisionist critique that adapted theory to practice, so that inconsistency
between inherited revolutionary theory and reformist activity could be overcome. For this purpose, in
his critique of Marx’s theoretical edifice, Bernstein used the convenient procedure of sharply separating
the enduring, generally valid elements of the theory—its fundamental theoretical propositions—from
its variable elements, because they are propositions of applied science. Under the cover of this
distinction, however, the fundamental propositions of the theory were also incorporated, albeit on the
pretext that they were now reinterpreted as not fundamental. The goal of revisionism was never
declared to be the defeat of Marxism; it was, instead, supposed to be a matter of rejecting certain
remnants of “utopianism” that Marxism still allegedly carried in its baggage.

Bernstein’s “act of purification” was an attempt to liberate socialism from Marx’s theory of value and
surplus value. Value is a construct in thought and not a phenomenon. Whether Marx’s theory of value is
correct or not, Bernstein argued, is superfluous for the demonstration of surplus labor, as surplus labor
is an empirical fact that suffices alone as a rationale for socialism. Bernstein never offered such a
rationale, a positive theory of capitalism, built on the fact of surplus labor, that led to socialism. He
remained negative.

Bernstein concedes the accuracy of Marx’s predictions about increasing centralization and concentration of
capital, increasing concentration of enterprises, a rising rate of surplus value (exploitation) and the fall in
the profit rate, but he maintains that the overall picture of capitalism in Marx’s work is one-sidedly
distorted. Marx supposedly neglects the countertendencies in the principal matter. Divisions among
already concentrated capitals counteract the tendency to concentration. Income statistics show growth
in the number of shareholders and the average magnitude of their shareholdings. Undeniably the
number of property owners is growing both absolutely and relatively. And the employment statistics,
for their part, prove that the middle classes are expanding. Finally, enterprise statistics irrefutably
demonstrate that in a whole series of branches of industry, small- and medium-sized firms are quite
viable alongside large concerns. This applies not only to industry but also to commerce. To the extent
that large enterprises are concerned, developments in agriculture demonstrate either no change at all or
a decline in the scale of operations. After Bernstein, Eduard David attempted to show that in
agriculture, a development in the size of operations had begun that was diametrically opposed to Marx’s
prediction. His thesis contended that small-scale operations were not only viable but were even a

superior form of production.377

Bernstein regards the Marxist theory of crisis and breakdown as an a priori construct in accordance with
Hegel’s scheme of development. In various ways, actual developments have taken a different course
than they would have if breakdown was unavoidable for purely economic reasons. Bernstein concedes
the possibility of local or particular crises, but the huge territorial expansion of the world market, the
reduction of the time required for communications and the transport of goods, combined with the
elasticity of the modern credit system and the emergence of cartels have created the possibility that local
disturbances will cancel each other out. The occurrence of general crises should, therefore, be



considered unlikely. Bernstein does not treat breakdown from the perspective of whether it was the
necessary result of the immanent development of capitalism, whether with the existing level of
economic development and the degree of maturity of the working class a sudden catastrophe might be
to the advantage of social democracy. Bernstein answers these questions in the negative because there is
a greater guarantee of enduring successes in a steady forward march than in the possibilities offered by a
catastrophe. It is precisely in the theory of breakdown that Bernstein sees the quintessence of
“utopianism” in Marxism, because this makes the victory of socialism dependent on its “immanent

economic necessity.”378 Bernstein combats the “iron necessity of history” and the materialist
conception of history as a theory of historical necessity and emphasizes the increasing effectiveness of

ideological and ethical factors.379 Against Marx he appeals to [Immanuel] Kant. The victory of
socialism does not depend on economic necessity but on the moral maturity of the working class, that
is, its realization that socialism is desirable.

Ultimately, Bernstein conjures away the final goal of socialism: “The final goal . . . whatever it may

be, is nothing to me, the movement everything.”380 The final objective is subordinate; instead, the
attention and energy of the working class should be concentrated on “immediate goals,” on “daily,
detailed work” that will lead to an advance in cultural development, higher morality and legal
conceptions. It is apparent that such a formulation of the tasks of the workers’ movement has nothing at
all to do with socialism and coincides with the conceptions of bourgeois liberalism. The general
perspective that in all individual goals there is always a pointer to a further goal, yet to be achieved, that
has to be pursued later, only leads to “progression to infinity and that is diametrically counterposed to
the essence of socialism, which at a particular stage of development wants to and should replace one

definite system with another.”381

It was only consistent that when Bernstein gave up the final goal he simultaneously abandoned the
revolutionary tactics necessary to achieve it. In contrast to Marx’s theory of class struggle and his
conception that force is the midwife of every society that is coming into being, Bernstein emphasizes
parliamentary activity as the means for emancipating the working class. The idea of conquering political
power through revolutionary action is supposedly a foreign body in Marxism, a remnant of Blanquism

from which Engels parted toward the end of his life.382

From his critique, Bernstein drew the conclusion that it was false and disastrous to count on great
social catastrophes and to focus the party’s tactics on them. The utopia of a coming revolution had to be
given up. Development blunts class antagonisms and democratizes society. It is appropriate to promote
this development. In order to gain influence, social democracy has to find the courage “to make up its

mind to appear what it is in reality today: a democratic socialist party of reform.”383

From all this it is apparent, as Brauer correctly emphasizes, that Bernstein is no socialist in the Marxist

sense, because he is caught up in political categories.384 For Marx, the proletarian revolution is not just
a “political act” that replaces the old power, based on parliament, with a new one, but is simultaneously
a “social” revolution insofar as it abolishes the whole of the previous form of society to replace it with a
new one. Class struggle—just like its highest form, civil war—is not, for Marx, the product of the good
or bad will of the people and cannot be replaced at discretion by parliamentary activity. Instead, class
struggle and revolution are inevitable concomitants of the immanent economic necessity with which
development drives toward socialism.

The considerable influence Bernstein exercised on intellectuals can be explained by the fact that the
boldness of his approach was initially captivating because, in contrast to the fear that Marxism was being
petrified, it seemed to pave the way for the further development. At the same time he won over those
who, for opportunist reasons, did not wish to “commit” themselves and found in Bernstein’s limited
determinations and qualifications the bolt holes they desired for their own indecision.



Among the critics of the Marxist theory of crisis and breakdown who, like Bernstein, proceed from an
ethical perspective, the Russian professor Mikhail Tugan-Baranovsky particularly excelled, with
arguments that were later used extensively by revisionists (Studies on the Theory and History of Commercial

Crises in England, Theoretical Foundations of Marxism, Modern Socialism in Its Historical Development).385

According to Tugan-Baranovsky, crises and the ultimate breakdown of capitalism cannot be due to a
lack of markets, since in the course of the expansion of production, the individual spheres of production
reciprocally create new market opportunities. Tugan-Baranovsky seeks to prove this, using a
reproduction schema based on Marx’s. Nor need the [relative] reduction of social consumption as a
result of technological progress and the replacement of human labor by machines lead to
overproduction. With the expansion of production, human consumption is replaced by productive
consumption, that is, stronger demand for means of production. According to Tugan-Baranovsky, these
results of abstract theoretical analysis are confirmed by the empirical facts. Recent capitalist
development shows a strong expansion of the industries producing means of production, such sectors as
coal and steel, mechanical engineering, chemicals, and so on, whose products do not flow into human
consumption, while those sectors directly serving human consumption, such as textiles (cotton), have
almost reached a standstill.

The absolute limit for the expansion of production is constituted by the productive forces that society
possesses at any time. Capital can never reach this limit to the extent that this expansion of production
occurs proportionately in all branches of production. Capitalist crises are thus exclusively the result of
disproportional investment in individual spheres. With proportional investment, the productive forces
of capitalism can develop without limit. “The capitalist economy cannot break down for economic

reasons.”386 Marx’s theory of value is superfluous for the demonstration of surplus labor. Surplus
product is not the product of the wage laborer employed and exploited in production alone but is the
produce of the whole of society as a unit. Capitalist society’s defect is that the propertied class
appropriates this surplus product. The end of this unjust system can thus only be the result of ethical
causes. “There is, therefore, no occasion to suppose that capitalism will some day die a natural death; it
will be destroyed by the conscious willing efforts of man, by that social class which has been the

foremost object of capitalistic exploitation—the proletariat.”387 For this reason, Tugan-Baranovsky
praises so-called utopian socialism, which was far more scientific than Marxism, to the extent that it did
not attempt to provide untenable objective justifications for its ethical demands that the existing
economic order be reorganized.

In addition to those mentioned, Conrad Schmidt, the author of a valuable book on The Average Rate of
Profit on the Basis of Marx’s Law of Value that was praised by Engels, ought to be mentioned. Yet he soon
became one of the fiercest opponents of Marx’s theory of value and surplus value. He was not,
however, content to criticize and reject Marx’s conception but himself undertook a systematic analysis
of the capitalist economy and its laws (see his articles on the theory of value and crises in Sozialistische

Monatshefte and, in particular “On the Method of Theoretical Political Economy”).388 Here Schmidt
reached the same conclusion that Marx deduced for the capitalist economy: with the purchasing power
in the form of wages to which he is entitled, the worker can only buy an amount of value for whose
production only a fraction of the labor that he performed was necessary. In other words, if the
commodities he produced are to be profitable for the employer, he must always perform surplus labor.
But according to Schmidt, this basic result was achieved without having to use Marx’s untenable law of
value. In this way many contradictions associated with this law of value can be avoided.

b. The Neo-Kantians
In addition to the revisionist movement, which sought to undermine the economic and political



foundations of Marxism, a stronger revisionist current in the field of philosophy also arose within social
democracy toward the end of the last century. The entry of broad intellectual layers into the workers’
movement soon led to a discussion about the meaning and validity of the “materialist conception of
history.” Engels already made certain modifications, in letters to socialist university graduates who asked
him for information (see, in particular, the letter of September 21, 1890, to Joseph Bloch). In these
letters, Engels warned against exaggerations and observed that “some younger writers attribute more

importance to the economic aspect than is due to it”389 and that the economic situation was not the

only but merely the determining moment of sociohistorical development in the last instance.390 These
intellectuals imported secondary idealistic currents into the workers’ movement, which abandon the
materialist conception of history or seek to combine it with idealism. This is particularly so in France,
where Jean Jaurès in his Latin dissertation of 1891 develops an idealist conception of history, according

to which it is the product of the human spirit—a conception that he also retained later as a socialist.391

The idealist current is assisted by some supporters of the materialist conception of history, such as, for

example, Paul Lafargue (1842–1911), whose crude interpretations helped discredit it.392 In Germany,
a current initially arising in university philosophy departments seeks to justify socialism idealistically and
to link it with Kant. It originates with Hermann Cohen (1842–1918), the founder of Neo-Kantianism
(the so-called Marburg School), who in his introduction to Friedrich Albert Lange’s History of Materialism
attempted to prove that socialism is “based on the socialism of ethics” and to this extent Kant was “the

true and genuine initiator of German socialism.”393 In his book Economics and Law according to the
Materialist Conception of History, Rudolf Stammler (of Halle) recognized this as, so far, the best and most
consistent method for causal research into economic development but demanded that it be
supplemented by goal-setting (“teleological”) considerations. Only by means of the latter is it possible to
achieve the highest social goal, which Stammler regards as the “community of people who want to be

free,” where “everybody makes the objectively justified purposes of the other his own.”394 Franz
Staudinger (1849–1921) attempted even more in his writings (Ethics and Politics: Economic Foundations of

Morality): to reconcile the Marxist standpoint with Kant’s epistemological critique and ethics.395 Each
Kantian had to come to Marx by logically developing his own basic ideas. And vice versa: “As soon as
Marxism no longer merely pursues social development scientifically in accordance with the causal
viewpoint but makes conscious and planned transformation of the given into its goal, it arrives at Kant,

as a result of consistent pursuit of its own principle.”396 Along similar lines to Staudinger, Karl
Vorländer in his writings (Kant and Socialism, Kant and Marx, and From Machiavelli to Lenin) advocated a
combination of “Marx” and “Kant,” that is, a combination of an economic-historical with an

epistemologically critical-ethical justification for socialism.397

This current, which initially arose outside the socialist movement, soon also created an echo within it,
particularly in the ranks of the revisionists—Eduard Bernstein, Conrad Schmidt, and Ludwig Woltmann
(Historical Materialism) —who also attempted to undermine Marxism through philosophy, but also in the
ranks of the then-radical, younger Viennese Marxists such as Max Adler (Causality and Theology in the
Dispute about the Economy, Marx as Thinker, Kant and Marxism, Marxist Problems) and Otto Bauer (“Marxism

and Ethics,” directed against Kautsky), who ultimately deviated into the camp of reformism.398 They
all demanded a stronger consideration of “ideological” moments, epistemological critique, and ethics in
socialist theory. Similar attempts by Russian revisionism in the field of philosophy evoked the resolute
resistance of [Georgi Valentinovich] Plekhanov and [Vladimir Ilyich] Lenin (Materialism and
Empiriocriticism). On the whole, revisionism remains negative philosophically and proves itself to be just
as infertile here as in the field of economics. With the victory of reformism in German social democracy
during and after the [First World] War, however, these currents succeed in coming into their own. It is



characteristic of the completely altered attitude of socialism in this period that the article on the
philosophical foundations of socialism in The Program of Social Democracy: Suggestion for its Renewal, which
appeared before the Görlitz Party Congress, was written by the above-mentioned Kantian Karl

Vorländer, at the request of authoritative party circles.399

As far as revisionism as a whole is concerned, it is not only the circumstance that both Bernstein and

Tugan-Baranovsky subscribe to the theory of marginal utility400 that lends it an individualistic aspect
but, as was shown, also its attempt to replace the Marxist materialist dialectic with Kantian ethics and
epistemological critique. For in contrast to socialism insofar as it is a fundamental socialism, Kant’s
starting point, it must be insisted, is the autonomous personality. Here, however, there is a fundamental
contradiction with socialism in general and Marxist socialism in particular, which only knows and
explains individuals as conditioned by the social environment.

Revisionism as a whole has not been able to replace Marxist theory with one of its own that in any
respect grasps the economic mechanism with its social interconnections. It remained stuck in critique,
and therefore the question of whether, in principle, revisionism should be pronounced to be socialism
has to be answered in the negative. But also as pure critique the standpoint of revisionism has proved to
be false. One only needs to compare its critique of the Marxist account of how artisanal production and
the middle classes are prone to crises and concentration, and finally its conception of the superiority of
small-scale operations in agriculture with the experience of the postwar period (see Friedrich Pollock,
Socialism and Agriculture, and Julian Gumperz, The Agrarian Crisis in the United States) in order to see that

history has proved that not revisionism but Marx is correct.401 Anyone who delves into Capital today,
after seven decades, has to concede with astonishment how correctly, indeed prophetically, Marx
understood the large-scale tendencies of capitalist development.

Over the two decades before the World War, reformism became an international phenomenon.
Much earlier than in Germany, it appeared in England. There, the first mass movement of the
proletariat, the Chartist movement, was defeated in the 1830s and 1840s. But its struggle had shown
the English bourgeoisie the danger that threatened it. Subsequently, it knew how to calm the
dissatisfaction of the working class by means of concessions and the timely grant of real benefits to its
upper layer, which its supremacy on the world market permitted. In this manner, over a long period, it
successfully prevented the English proletariat from combining to create an independent political party.
The whole energy of the working class turned to developing trade unions, mutual funds, and
cooperatives. The great reorganization of local government gave workers the opportunity to represent
their interests through autonomous local authorities in the field of municipal economic and welfare
services. The trade unions developed a purely reformist practice. The revolutionary traditions of
Chartism were forgotten. The reformist-socialist Fabian Society, founded in 1883–84 and consisting of
a few hundred intellectuals, gained considerable influence in bourgeois circles and the trade-union
bureaucracy under the leadership of Sidney Webb (born 1859) and George Bernard Shaw. The report
they wrote for the International Socialist Congress in London (1896) provides a clear insight into the

essence of the Fabians.402

The Fabians do not want to be a party; instead they want to permeate all existing organizations and
movements with Fabian ideas. The “tactic of permeation” is one of the specific characteristics of the
Fabians. “The Fabian Society endeavours to rouse social compunction by making the public conscious of

the evil condition of society under the present system.”403 Apart from the Fabian Society’s numerous
pamphlets (tracts), English reformism found its theological expression above all in the works of the
couple Sidney and Beatrice Webb (History of British Trade Unionism, with an afterword by Eduard
Bernstein; Industrial Democracy; The Prevention of Destitution; A Constitution for the Socialist Commonwealth of
Great Britain; The Decay of Capitalist Civilisation) and of James Ramsay MacDonald (Socialism and



Society).404 The Labour Party, which was finally founded in 1900, immediately adopted the reformist
principles and practice of the Fabians and the trade unions.

In France one already finds reformism in the pamphlets that Paul Brousse published in Paris in 1881–

82.405 Brousse was the founder of the party of the so-called Possibilists, which existed until 1899.
Subsequently, reformist ideas were most strongly promoted by the activity of Jean Jaurès, who also
advocated participation in a bourgeois government (ministerialism) in 1899. In the Socialist Party of
Italy, too—despite the weak industrial development of the country—strong reformist currents
appeared, essentially represented by petty-bourgeois intellectuals who participated in all the theoretical
controversies about impoverishment and concentration that were fought out from time to time in the
party’s theoretical organ, Critica sociale, in the period 1895–1905, after the publication of volume 3 of
Capital. The syndicalist Arturo Labriola, in his Study of Marx, was the foremost critic of the theory of

impoverishment and breakdown.406 In Economic Speculation and The Dictatorship of the Bourgeoisie, he

dealt with the problem of imperialism.407 With the stronger industrial development of the country
after 1905, the related intensification of class struggles, and the advance of reaction within the
bourgeoisie, numerous intellectuals abandoned socialism. Émile Vandervelde in Belgium worked with
the same orientation as Jaurès in France (Worker’s Belgium; Collectivism and Industrial Evolution; Agrarian
Socialism and Agricultural Collectivism; Essays on the Agrarian Question in Belgium; The Workers’ Party of

Belgium 1885–1925).408 Reformism took a specific form in Russia. Its most notable theoretical
representatives were Tugan-Baranovsky and Peter Berngardovich Struve, who, however, soon swung
over to liberalism. It achieved mass political influence in the workers’ movement in Menshevism.

c. The Radicals on the Defensive
The efforts of revisionism were soon countered by the so-called “radicals” or “orthodox Marxists”—Karl
Kautsky, Franz Mehring, Heinrich Cunow, Parvus, but above all Rosa Luxemburg, in Neue Zeit and in

specific polemical writings—while the revisionists used the newly founded Sozialistische Monatshefte.409

Kautsky’s Agrarian Question targets the revisionist critique of Marx’s presentation of developmental
trends in agriculture. This is Kautsky’s most significant and independent economic work, although even
here the historical-descriptive element crowds out the purely theoretical aspect. In his anticritique
directed against Bernstein’s critique (Bernstein and the Social Democratic Program), Kautsky deals with the
questions of method, program, and tactics, particularly the tenets disputed by Bernstein: the theory of
breakdown, developmental trends with regard to enterprise size (large and small enterprises), the
increase in the number of property owners and the middle class, the theory of impoverishment and

crisis.410 Here Kautsky seeks to refute Bernstein’s claims about the alleviation of capitalist
contradictions by means of philological interpretation of Marx’s texts and comprehensive company, tax,
and other statistics, and to defend the thesis that class contradictions are intensifying. In the course of
doing so, he relaxes or completely abandons important fundamentals of Marxist theory. Even the Erfurt
Program (1891), which was drawn up by Kautsky and signified the high point in the Marxist
development of German social democracy, portrays the decisive point of the political program very
vaguely. The process of capitalist development seems to be the result of blind social forces. The
conquest of power is wrapped in total darkness. The dictatorship of the proletariat is not even
mentioned. As a result, the political aspect of Marxism was virtually decapitated until Lenin

reconstructed it over twenty-five years later.411 Engels’s critique of the draft program of 1891 was

disregarded and ineffective, just as Marx’s critique of the draft Gotha Program had been in 1875.412 In
the dispute with Bernstein, Kautsky now intensified the reinterpretation of Marx’s original theory even
further. Compared with Bernstein’s demand that the party should become a democratic socialist party



of reform, he emphasized that social democracy “had to become a party of social revolution.”413 Here,
however, Kautsky added that it was not a matter of the concept of revolution “in the sense of an armed
uprising” but of “every large-scale political convulsion that sped up the political life of the nation and
made it pulsate most energetically.” Admittedly, “extralegal use of violence” could form an episode in
such a convulsion, but it could never be the revolution itself. In this reinterpretation of the concept of
political revolution, its real content—the transfer of power into the hands of a new class—was clearly
lost. At the time, Engels’s political testament, his famous introduction to The Class Struggles in France,
written in 1895, played a not unimportant role in the debate over tactics. He allegedly revised the
tactics of the workers’ movement and supposedly counterposed barricade struggles—violent revolution
—to purely legal struggle—parliamentarism. It emerged thirty years later, thanks to David Riazanov
who uncovered the correct text, that the introduction was published by the party executive in an

abridged form that significantly distorted its meaning.414

Kautsky also reconstrued the economic side of Marxism on important points, by interpreting his own
conceptions into Marx’s text. Initially, this was not sufficiently recognized by the socialist public, since
he appeared in the role of the defender of Marx’s theory against Bernstein and adhered to Marx’s
traditional terminology. That was particularly the case for Marx’s theory of breakdown and crisis.
Instead of maintaining Marx’s theory of breakdown, the theory of the objective necessity of the demise
of capitalism, in its genuine form against the distortion in the revisionist critique—that the breakdown
could happen “automatically,” without the active intervention of the proletariat—Kautsky denied this
decisive position of Marx’s system altogether and portrayed the theory of breakdown as Bernstein’s
invention. At the same time and in contradiction to this, he maintained in relation to crises that, while
production could expand practically without limit, external and internal markets had their limits.
Consequently, “from a specific historic moment onwards the capitalist mode of production would
become impossible.” Not only a temporary crisis but “incurable chronic overproduction” would then set
in, as the “final limit” on the maintenance of the capitalist regime. The significance of this “utmost limit
of the viability” of today’s society was that socialism [would emerge] from the sphere of nebulous ideas

“to become a necessary goal of practical politics.”415

That Kautsky’s unclear and contradictory attitude to important elements of Marx’s theory was
unsatisfactory is clear and all the more so when Kautsky’s theoretical confusion increased in his later
writings. Three years later, in a series of articles on “crisis theory” directed against Tugan-Baranovsky’s
critique, he combats Tugan-Baranovsky’s view that crises arise from lack of proportionality in
production and argues against his assertion of the possibility that capitalism could expand without limit:
“the capitalist mode of production has its limits, which it cannot transcend.” Yet after a [further] quarter
of a century, in his preface to the popular edition of the second volume of Capital, he embraced Tugan-
Baranovsky’s theory of disproportionality as the cause of crises, which he had earlier combated, without

any reservations.416 In his last large work (The Materialist Conception of History), in the autumn of his life,
Kautsky finally abandoned the Marxist theory of the impassable limits of capitalist development and
based himself on Tugan-Baranovsky’s theory of the possibility of the unlimited expansion of capitalism,
which he had criticized twenty-five years earlier, and with that disowned his lifework. The pattern in
which every mode of production ultimately survives to become a fetter on production during its decline
does not apply to capitalism. Industrial capitalism does not lead to decline but “to an ever more rapid
development of the productive forces.” Kautsky claims that postwar capitalism has “demonstrated in
practice in the most impressive fashion its ability to survive and to adapt to the most diverse, even the
most desperate, situations. There are no arguments of economic theory that could call its vitality into
question.” Although Kautsky had anticipated a chronic crisis of capitalism three decades earlier, this
proved to be false. “Capitalism . . . is today, considered from the purely economic standpoint, more

solidly established than ever.”417



If one bears in mind Kautsky’s later development, already present in nascent form at the time of his
disputes with Bernstein in his unclear and vacillating position on important points of theoretical
principle, it is comprehensible that the controversy between these two theoreticians did not and could
not result in the clarification of fundamental questions of Marxist theory. Both had abandoned Marxist
theory on decisive points and conducted the struggle only over less important points, sometimes merely
over words.At the time only a few (Rosa Luxemburg) noticed this. However great Kautsky’s service
was in popularizing Marxism, the real revolutionary character of Marxism remained alien to him. In
Kautsky’s struggle with Bernstein, ultimately Bernstein was the victor.

The arguments that Parvus (Alexander Israel Lazarevich Helphand), an enthusiastic social patriot
during the [First World] War, advanced in a series of writings against revisionism were more effective
(Commercial Crisis and Trade Unions, The Trade Union Struggle, Socialism and Social Revolution, Colonial Policy

and Breakdown).418

Most impressive and enduring were Rosa Luxemburg’s essays, the high point of which, on the
theoretical side, is her Social Reform or Revolution, published against Bernstein’s Preconditions.

If Bernstein was expecting the transition to socialism [to result] from the progressive development of
the bourgeois legal system, from statutory social reform, Rosa Luxemburg explains, then he was
committing a fundamental error with regard to the essence of capitalist class rule. This rests, in contrast
to earlier class societies, not on legally anchored “acquired rights” but on real economic forces. “In our
juridical system there is not a single legal formula for the class domination of today.” “No law obliges the
proletariat to submit itself to the yoke of capitalism. Poverty, the lack of means of production,” which
are taken from it not by law but by economic development, “obliges the proletariat to submit itself to
the yoke of capitalism.” The exploitation of the working class as an economic process cannot, therefore,
be abolished or moderated by legal provisions within the framework of bourgeois society. “Social
reform,” factory laws, health and safety regulations do not indicate an element of “social control” in the
interests of the working class; they do not constitute “a threat to capitalist exploitation but simply the
regulation of exploitation” in the interests of capitalist society itself. In fact, development leads to an
accentuation and intensification of the contradictions of capitalism. From the standpoint of individual
capitalists, credit, business associations and other means that allegedly serve to overcome these
contradictions and to regulate production are only suited to adjust their insufficient means to the
demands of the market: to raise falling profit rates in cartelized branches of industry at the expense of
the others. Cartels cancel out their own effectiveness when they extend to all the more important
branches of production. From the standpoint of the economy as a whole, credit helps increase
production beyond the limits of the market and promotes the most reckless speculation. Far from being
a means to moderate the contradictions of capitalism, business associations and credit, on the contrary,
powerfully aggravate and promote crises and must accelerate its downfall. The breakdown of bourgeois
society—says Rosa Luxemburg, not only against Bernstein but evidently against Kautsky too—is the
cornerstone of scientific socialism. The historical necessity of socialist upheaval is based, “first, on the
growing anarchy of [the] capitalist economy, leading inevitably to its ruin.” If, however, the progressive
moderation of contradictions is assumed, if it is assumed “that capitalist development does not move in
the direction of its own ruin, then socialism ceases to be objectively necessary.” Then its justification is only
possible by means of “pure reason,” that is, an “idealist explanation,” while “the objective necessity of
socialism, the explanation of socialism as the result of the material development of society, falls to the

ground.”419

With the same acuity, Rosa Luxemburg also develops her principal tactical ideas about the class
struggle. Radical Marxism, too, desires everyday social reform work, a tactical orientation to current
questions—the trade-union struggle over wages, the struggle for social reform and the democratization
of political institutions—just as much as reformism. “The difference is not in the what, but in the how.”



Because it starts from the assumption that the political seizure of power is impossible, reformism wants,
through “trade union and parliamentary activity[, to] gradually reduce capitalist exploitation itself. They
remove from capitalist society its capitalist character. They realize objectively the desired social change.”
By contrast, for Marxism trade-union and political struggle is significant only as necessary to prepare the
subjective factor in socialist upheaval—the working class—for the decisive revolutionary battle, first
organizing the workers “as a class” and effecting the emergence of understanding, of united proletarian
class consciousness. The socialist transition will not come of its own accord by fatalistically waiting for it
to occur. It results, instead, from understanding, won in the everyday struggle of the working class, that
the supersession of capitalism’s objectively intensifying contradictions through social upheaval is
indispensible. Thus for Rosa Luxemburg, as later for Lenin, reforms are only by-products of class
struggle oriented on revolution. Revisionism, by contrast, makes everyday work independent of the
final socialist goal. It separates reform from revolution and, by raising the movement to an end in itself,
changes its character. It is no longer a means to achieve that goal—
social upheaval—but instead has itself become the goal. This undialectical attitude sees only mutually
exclusive opposites—either/or, reform or revolution—but not the subsumption of these opposites in

the totality of the social process.420

As we see, only with these explanations is the concept of the “final goal,” neglected in the Erfurt
Program, defined. Rosa Luxemburg does not understand the “final goal” as the ideal state of the future,
to be erected after the socialist upheaval, but the conquest of political power, the revolution itself. If the
future state is understood as the “final goal,” then every democratic or economic achievement can be
considered to be a step on the path to this goal. But if the conquest of political power through the
revolution is regarded as the final goal, a sharp boundary is drawn with reformism, which replaces the
strategic task of developing people’s revolutionary capacity with current, opportunist work or the
propagation of a more or less vague final goal to be awaited fatalistically. So Rosa Luxemburg’s
interpretation of Marxism assigns the decisive role to working-class political activism, through the
orientation of current work on the final revolutionary goal, even though the seizure of state power is
dependent on the objective course of material social development and “presupposes . . . a definite

degree of maturity of economic and political relations.”421 Marxism is therefore sharply distinguished
from both fatalism and pure voluntarism.

For the fate of the dispute between reformists and radicals, see the article “Internationals.”422

Reformism was defeated in all theoretical skirmishes, condemned by resolutions of party conferences
and international congresses, refuted again and again by the prevailing intensification of class
contradictions in the course of actual development. But, maturing on the basis of the aristocracy of
labor, it nevertheless made a triumphal procession through the daily practice of the workers’
movement. The growing power of Marxism was, however, demonstrated by the fact that of all the
socialist tendencies in all European countries during the first half of the nineteenth century—Saint-
Simonism, Proudhonism, later Blanquism and so on—it alone dominated the masses intellectually and
that reformism, in order to be capable of winning over the masses, had to sail under the flag of
Marxism.

d. Reformism in Marxist Disguise (The Neo-Harmonists)
Here we refer primarily to “Austro-Marxism,” a group of Viennese intellectuals—Rudolf Hilferding,
Otto Bauer, Max Adler, and Karl Renner—grouped around the newly established theoretical review
Kampf (from 1908). They attempted to provide theoretical formulations for reformist practice. The
most important book from this tendency, one that strongly influenced later theoretical development, is
Rudolf Hilferding’s Finance Capital. Its two components have to be distinguished. On the one hand,
Hilferding strives to integrate the latest phenomena of economic life—trusts, cartels, export of capital,



imperialist expansionism, in short, monopoly capitalism, which has replaced competitive capitalism—into
the system of Marx’s economics. On the other hand, following Tugan-Baranovsky’s theory of crisis and
renouncing the Marxist theory of breakdown, Hilferding endeavors to reinterpret the Marxist theory of
breakdown in the harmonistic spirit of the limitless possibilities for capitalist expansion. Reviving Jean-
Baptiste Say’s old theory, which Marx always combated, that primarily general overproduction is
impossible because individual spheres of production create markets for each other, Hilferding reaches
the conclusion that crises are not necessarily associated with the essence of capitalism. They arise simply
from disproportion in growth among individual spheres, that is, only from “unregulated production.” If
the distribution of capital among individual branches of industry is proportional, then there is no limit to
production, “production can be expanded indefinitely without leading to the overproduction of
commodities.” In short, if production, even on a capitalist basis, can be regulated, crises can be

avoided.423

The foundation of the work is Hilferding’s theory of money and credit, which departs from Marx’s

theory of money and distorts it in the spirit of Knapp’s “chartalism.”424 Certainly, for this purpose,
Hilferding has to breach the general validity of Marx’s law of value for the money commodity, which

Karl Kautsky correctly asserted meant “the suicide of Marxism.”425 The theory of finance capital is
built on the foundation of this theory of money. The characteristic feature of the most recent
developments is the dominant role of bank capital compared with industry. With capitalist development, the
total sum of money made available to the banks by the nonproductive classes and through the banks to
the industrialists, that is, the role of bank capital in the form of money that is transformed into industrial
capital, constantly grows. A particular role falls here to the type of enterprise known as a joint stock
company. With shares, so-called fictitious capital, detached from productive capital functioning in
factories, arises. It enables banks to rapidly concentrate ownership, independently of the concentration
of factories, and is accelerated by speculation on the stock exchange and the accumulation of promoter’s

profit by the banks.426 By means of this “mobilization of capital,” an ever-growing portion of capital in
industry becomes finance capital, that is, it no longer belongs to the industrialists working with it. The
direction of capital invested in industry falls more and more to banks. “They become founders and
eventually rulers of industry.” The tendency toward concentration in banking, toward progressive
elimination of competition among banks, “would finally result in a single bank or a group of banks
establishing control over the entire money capital. Such a ‘central bank’ would then exercise control

over social production as a whole.”427

A parallel tendency toward combination is also at work in production. In a section on “The Historical
Tendency of Finance Capital,” probably intended to be a counterpart to Marx’s famous chapter on “The
Historical Tendencies of Capitalist Accumulation,” Hilferding presents the course of historical

development quite differently from Marx.428 The latter depicted the limits of capitalist accumulation,
which in a dialectical shift at a definite stage of development ultimately leads to the “expropriation of the

expropriators.”429 Hilferding wants to demonstrate the peaceful and gradual growth of capitalism into
a regulated economy. The cartelization of industry, in order to raise prices and profits, lowers the rate
of profit in the noncartelized industries, intensifies competition in them and thus the tendency toward
concentration. This leads to further cartelization in these industries too. So a tendency toward the
continuous extension of cartelization emerges. The result of this concentration movement, its ideal,
theoretical endpoint, will be the complete cartelization of all branches of industry, not only in the
national but also in the world economy: a universal or “general cartel” that consciously regulates the
entirety of capitalist production in all its spheres, sets prices, and also undertakes the distribution of
products. With the advance of the concentration movement in industry, production is increasingly
planned (“organized capitalism”) and finally reaches its highest expression in the general cartel. The



anarchy of production disappears; crises are eliminated and replaced by production “regulated” by the
general cartel, even if still on the basis of wage labor. “The tendencies towards the establishment of a
general cartel and towards the formation of a central bank are converging,” hence a peaceful and

painless transition from capitalism to socialism becomes possible.430 “The socialising function of finance
capital facilitates enormously the task of overcoming capitalism. Once finance capital has brought the
most important branches of production under its control, it is enough for society, through its conscious
executive organ—the state conquered by the working class—to seize finance capital in order to gain
immediate control of these branches of production.” “Even today, taking possession of six large Berlin

banks would mean taking possession of the most important spheres of large-scale industry.”431

After the war (1927), Hilferding declared that he had always “repudiated every theory of economic
breakdown”; Marx had also considered them to be false. The overthrow of the capitalist system would
“not happen because of internal laws of this system” but instead had “to be the conscious act of the will

of the working class.”432

During the postwar period, the other neo-harmonists, such as Otto Bauer (“The Accumulation of
Capital”) and Karl Kautsky, also derive crises simply from disproportion in the distribution of capital
among individual branches of industry. They consider crises to be avoidable even under capitalism if the
distribution of capital is regulated, and the unlimited development of capitalism to be possible. Bauer’s
assertion that the capitalist mechanism automatically enforces this proportional distribution of capital—
even if it is mediated by periodic crises—gives his harmonistic interpretation of Marx’s theory of crisis a
specific coloration. “The mechanism of capitalist production automatically [cancels out]
overaccumulation and underaccumulation.” While Marx had maintained that the progressive growth of
the industrial reserve army of labor was necessary, Bauer tries to prove the opposite: “There exists in
the capitalist mode of production a tendency for the adjustment of capital accumulation to the growth of

population.”433

C. The Resurgence of Revolutionary Marxism

a. The Decay of Revisionist Theory
As already shown, reformism was the result of the relatively peaceful period of capitalist development
between 1872 and 1894. Revolutionary Marxist theory, itself the product of the revolutionary period of
1848, no longer seemed to suit this peaceful period. The reformist attempt to divest Marxism of its
revolutionary character, in order to adapt it to the reformist practice of peaceful, constructive work,
was ultimately doomed to theoretical failure. Economic development at the end of the previous century
experienced a decisive shift, once more demonstrating that the “practice of the peaceful work of
construction” was entirely questionable.

The policy of imperialist expansion, which in the most advanced countries was temporarily able to
secure advantages for the upper layer of the working class, at the turn of the century led to a sharpening
of all antagonisms in both domestic and foreign policy. The imperialist era of heightened colonial policy,
feverish military and naval arms buildups, and finally bellicose collisions that led to the outbreak of the
[First] World War began.

A sharpening of domestic class antagonisms in all capitalist countries ran parallel to growing tensions
in foreign policy. The great advances of the socialist workers’ movement accelerated the process of the
combination of employers into powerful associations for struggle, which forced workers onto the
defensive in all economic struggles. Kautsky demonstrated in 1908 “that the factors that had resulted in
increased real wages over previous decades were all already going into reverse.” The period of rising
real wages was replaced by one of falling wages, and certainly not merely during periods of transient



depression “but even in periods of prosperity.”434 The fact of the deteriorating conditions of working-
class life over this period has been demonstrated by private and public investigations in a series of
advanced capitalist countries (America, Germany). [The advance of] state protection for workers also
came to a halt under the pressure of employer associations. More and more, in this context, the trade
unions’ old methods of struggle proved to be insufficient. The period of isolated strikes in individual
enterprises was past. Development drove on to large mass economic struggles in whole branches of a
country’s industry. On the other hand, the bourgeoisie became protectionist and reactionary. Political
liberalism began to die out. There could no longer be talk of the further extension of democracy, which
had been promoted earlier by a certain [degree of] cooperation between the liberal bourgeoisie and the
working class. This entire development was strengthened and accelerated even more by the impact of
the Russian Revolution of 1905. The development, predicted by the reformists, of progressive
improvement in the condition of the working class and the weakening of class struggles did not occur.
Instead, class struggles intensified. Since it was apparent that the old trade-union and parliamentary
methods were no longer capable of achieving further gains, the working class was forced to look around
for new methods of struggle that took into account rising economic and political pressure from the

bourgeoisie. This was the significance of the discussion about the political mass strike.435

In such circumstances, during the era of bellicose imperialism and colonial expansion as well as
reactionary domestic policies, reformism of the old kind was a typical product of epigones: repetition of
dated lines of thought diametrically counterposed to reality. As an example of this oversimplified
popularization of socialism that spread throughout the workers’ movement at the beginning of the
twentieth century and, despite its Marxist phraseology, retained nothing of the genuine content of
Marx’s socialism, mention should be made of a book by Morris Hillquit, the current leader of the
American “Socialist Party,” Socialism in Theory and Practice. In the chapter on “Socialism and the State,”
Hillquit settles accounts with two dozen definitions of the state, starting with Aristotle and Cicero,
through [Anne-Robert-Jacques] Turgot and [Jeremy] Bentham, to [Pierre Paul] Leroy-Beaulieu and
Anton Menger, according to whom the state is the organized humanity of a given territory. To this
definition, designated as faulty, Hillquit counterposes the “entirely correct” “socialist definition of the
state,” according to Marx and Engels, and shows that the “state, as a product of class [divisions],” arose
at the same time as the institution of private property and “has at all times been the instrument of the
propertied classes” and, “as an organization of the ruling classes,” necessarily “keeps the exploited classes
in a condition of dependency.” From this “entirely correct” definition, however, Hillquit draws no
conclusions for working-class policy. In relation to the “present-day,” “modern state,” Hillquit
nevertheless allows the validity of the bourgeois definition and asserts that it has experienced “deep
inroads made in its substance and functions by the rising class of wage workers.” “Under the pressure of
the [socialist and] labor movement, the state has acquired new significance as an instrument of social and
economic reforms.” “The state which came into being solely as an instrument of class repression, has
gradually, and especially within the last centuries assumed other important social functions, functions in
which it largely represents society as a whole, and not any particular class in it.” Its exploitative
functions in the interests of the ruling classes are “curbed” more and more, while its “generally useful”
functions claim its attention more and more, as it protects “workers from excessive exploitation,” so it
“is gradually coming to be recognized by the [workers] as a most potent instrument for the modification
and ultimate abolition of the capitalist class rule.” The ruling capitalist class will, indeed, never
voluntarily give up its property and the supremacy that results. Hillquit draws the conclusion not that it
has to be expropriated economically and politically but instead that the process of transformation will
come to pass gradually, through “a series of economic and social reforms and legislative measures
tending to divest the ruling classes of their monopolies, privileges and advantages, step by step.”
Violence does not, consequently, have to be employed. That would be “but an accident of the social



revolution . . . [violence] has no place in the socialist program.” Through these reforms, a “period of
transition” will be entered, in which the state, although not yet socialist, is no longer an organ of the
capitalist class but instead a “transitional state.” “Definite lines of demarcation” where it begins and
where it ends cannot be specified, but today “[a] number of municipalities and states are already wholly
or partly under socialist control.” Many of the political or social “transitional reforms” of socialism have,
to a certain degree, been realized in countries in Europe, America, and Australia, and the “conceded
tendency” of all modern lawmaking is directed toward the extension of such reforms. In this sense, it
may well be said that we are in the midst or in any case at the start of the “transitional state.” Hillquit,
logically, recommends tactics that are confined to “electoral tactics” and the “positive work of

parliament,” “without violating the principle of the class struggle.”436

If such theories were strongly utopian during the period before the war, they completely lost any
connection with reality after its outbreak. In order to avoid shipwreck on this contrast with reality,
reformist theory was forced to adapt to it. In pure logic, this correction was possible in two ways. From
the proletarian standpoint: through a return to revolutionary Marxism. In a further, consistent
development of its nature, reformism chose the other way and placed itself entirely on the ground of
bourgeois society and the capitalist state. Karl Renner already drew this conclusion, contained in
embryo in Hilferding’s book, with great clarity in articles published in the Viennese Kampf and Arbeiter-

Zeitung (which appeared in book form as Marxism, War, and the International).437 Extending the
conclusions of Hilferding’s book, he seeks to portray the upheaval that has taken place in the fabric of
the economy, the state, and society, the mutual relations of classes, the character of ownership and the
external relations of economic territories, finally also in the tasks of today’s proletariat, since Marx’s
death. Although Marx and he posit different developmental tendencies in all these areas and although he
abandons all the fundamental components of Marx’s theoretical edifice and finally identifies different
goals and tasks for the workers’ movement from those of Marx, he does not forgo a Marxist disguise for
his theory. Instead, he claims to be a proponent of genuine Marxism who struggled against the
“reactionary misconstrual” of Marx’s thought against the “vulgar orientation . . . of Marxism,” against
the “ossification” and “oversimplification” “of the [Marxist] theory of class struggle.” Not he but rather
the supposed Marxists had distorted the theory of the master. In the short period since Marx was active,
class relations have often, “almost every decade and a half,” been transformed. Instead of lugging around
the old “catechistic propositions” of Marx’s system as “old goods,” it is necessary to revise the theoretical
baggage in all areas. So his book is a “Marxist examination” of the new material of social development, a

draft of a “study program for Marxists.”438

Marx’s entire period of activity falls, according to Renner, into the liberal social epoch with its
individualistic-anarchistic economic mode, for which the power of the state was a bogeyman. Marx
researched this epoch and described it in Capital. In order to expose its laws in their pure, logical form,
every state intervention had to be conceptually disregarded. This “capitalist society, which Marx
experienced and described, does not exist any more,” something that Marxists have so far overlooked.
The essential feature of the fundamental changes in the structure of society, which were completed
between 1878 and 1914, consists of the “statification” of the previously stateless economy, that is,
precisely “what Karl Marx’s system logically and practically excluded,” what Marx did not experience
or describe. There were important consequences of this statification, because “the economy more and
more exclusively serves the capitalist class, the state more and more predominantly the proletariat.”
Consequently, the state is the tool with the help of which the historical overthrow of capitalism into
socialism will be carried out. But it is a “crazy conception” to think that the conquest of political power
by the proletariat can be carried out through a sudden overthrow of the system, through a political
surprise attack. Those are conceptions that have been smuggled from the political history of the
bourgeoisie into the world of socialist ideas. The state will, instead, be conquered step by step in daily



struggles. Its transformation is carried out through the gradual socialization of all economic functions.
Marx was far from condemning and negating the state—from “state nihilism,” “with which
contemporary Marxism coquettes.” Through the state all economic categories are fundamentally
transformed. The competitive price of the private economy is transformed into cartel price. Finally,
during the period of high protection and under the influence of the state, regulated price develops into
national price, whose form and extent differs from state to state. “It is only one step further to state
legislation directly prescribing the price”: “tax price” or “political price.” “The economy is not sufficient
to explain such pricing”; overall “deviation from the natural laws of the economy” is determined by the
process of statification. “An extra-economic law . . . imposed itself over the basic economic law. And
that is now the new problem of Marxism,” because the deliberate allocation of goods, that is, the
exclusive mode of circulation of a socialist society, is today already merged into the system of automatic

commodity circulation.439

What can be said of commodity prices can also be said of the category of wages. The wage system is
being fundamentally reorganized by the state. Today the worker’s wage is already comprised of an
individual and a collective wage. The state socializes variable capital, that is, capital spent on wages,
through compulsory contributions by workers and employers for health, accident, and old age
insurance, after individuals are paid. Basically, the state has already long done this through certain public
outlays, like public schools, that contribute to the maintenance and renewal of the working class. “The
working class, consequently, already receives a part of its wages collectively.” “Development is towards
the collectivization of an ever-larger part of wages.” To an increasing extent, the worker becomes the
subject and object of “public institutions.” “The process of socialization integrates him as an element into

the state.”440

This “process of socializing the worker’s wage” has not yet been analyzed by Marxists. But large
transformations of the individual components of the wage also take place. The individual wage is
replaced by the trade-union wage and finally by the regulated wage. “These institutions . . . transform
the worker from a serf into an economic citizen. The leap from the free wage contract to the regulated
system is of the same significance as that from manorial subjection and patrimonial justice to the
bourgeois court.” “But the regulated wage is still not the highest point of development. Giant capitalist
enterprises construct service programs for their white-collar employees and, to an extent, their
workers,” with “a wage scale that is calculated over their whole lives, including their deaths”—in short,
forms of wage payment which Renner calls the “programmatic wage.” “From this it is only a step to the
direct setting of wages by the state, to a tax wage.” Through statification, “today the working classes
find themselves in a different social situation from Marx’s period.” Ownership becomes a “public
institution,” work a “public job.” A “regrouping of classes” takes place. Industrialism is no longer the
predominant form of enrichment in contemporary society. The factory owner of the old kind is no
longer counterposed to the proletariat. Rather, the dominant powers within the capitalist class have
become agrarianism and finance capital. An upheaval in the economic function of land ownership
occurs. While the process of statification and socialization is very extensive in agriculture,
landownership, encompassed economically as ground rent, has become more and more parasitic. The
question of ground rent will become the principal social question over the next five years and

decades.441

Loan capital has also experienced massive transformations. Loan capital of the old kind was usury, a
merely parasitic economic function. The usurers were, however, defeated. “Credit capital” of the new

kind is not parasitic and is “generally felt to be a blessing.”442

The purpose of Renner’s arbitrary construct, which cannot be fully itemized here, is the justifications
that his conclusions provide: the working class has to affirm the contemporary state and, through the
“policy of changing alliances” with individual bourgeois classes, painstakingly, step by step work its way



up and “take power over bourgeois society intellectually,” positioning itself everywhere on the basis of
the state and bourgeois society. Such an alliance policy is “not a watering down of class principle but its
fulfillment.” As the proletariat affirms the state it must also affirm state policy. There is no “amorphous
internationality”; internationality is, rather, only the result of the actions of groups of nation states,
which is “specifically new” in our period. “Capital is not international but national.” “National capital
organized by the state has become the active agent on the tribune of the world.” Marx’s categories are
universal; Marxists start with the category of the stateless world economy but for the time being this
unit is still not a single state. For the time being development has achieved the level of national-political,
territorial states. Hence there is also no “world proletariat,” which is only a “mystical unit”; in reality
only national proletariats within state territories exist. The world economy is only coming into being,
promoted by the tendency of individual states to extend their economic territories. “In terms of specific
states, expansionist tendencies appear as colonial policy and colonial exploitation, domination and
servitude.” But this “moralistic standpoint” lies “deep below Marx’s mode of thought,” as behind these
“mundane complaints about colonial policy” the “secular greatness of the economization of the world”

should not be overlooked.443

“In this way, to be an opponent of the colonial system means being an opponent of world history.” So
long as capitalism persists in the economy and the anarchistic antagonism of states in politics, wars are
unavoidable, because competitive struggles among economic territories take place in two ways:
peacefully, through states’ trade agreements, and aggressively, through conquest. Imperialist war should
not be judged ethically but should be accepted as a fact, just like trade policy. It is nothing other than the
turning of “price competition” “into arms competition.” At most, there should be efforts to “civilize
war” and the extension of the organization of the world into a “peaceful association of nations,” through
international law. So long, however, as such a “future, supranational organization of the world” has not
been achieved, “war” remains “possible and, in certain circumstances, necessary,” because it concerns
the existence of a state and its economy. Since the methods of struggle in trade-union work rest “on the
basis of this capitalist order,” trade unions must act positively in the struggle. No union desires the
destruction of industry. “The existence, continuation and future of this capital” also affect the working
class positively. “In bellicose periods the working class also struggles for that continuation.” If there is
war, the proletariat also has to take the path of war: this path is also “a path of history,” and “as the
proletariat cannot absent itself from history, it has to travel this path.” From the moment of the
outbreak of war, there is no other possible attitude than “alignment with its own state.” The stand of the

proletarian parties on August 4, 1914, was justified.444

Obviously Renner’s theorems cannot be reconciled with proletarian socialism. They should be
evaluated as an attempt to divert the proletariat from its tasks as a class and to bring it into the train of
the imperialist bourgeoisie. In his works, reformism sank from the level of social criticism to apologetics
for bourgeois society. It was therefore unavoidable that reformism, having come to power after the war
and the outbreak of revolution in the defeated states, was incapable of fulfilling even one of the tasks
posed by proletarian socialism.

Eclecticism and the tendency to turn away from Marxism are characteristic of reformist theory during
the postwar period. Emil Lederer restricts the applicability of Marx’s labor theory of value in two ways.

In his Outlines of Economic Theory, he restricts it to the terrain of competitive capitalism.445 He regards it
as insufficient to explain monopoly prices and hence tries to construct a fusion of the labor theory of
value with marginal utility theory. He regards Marx’s labor theory of value, secondly, as suited only to
the explanation of static economic processes but not of dynamic conjunctual cycles (“Economic Cycle

and Crises”).446 Lederer’s explanation of crises is in essence an underconsumptionist theory—on a
detour through monetary theories of crisis (extension of the labor process “only through additional

credit”)—with all its attendant deficiencies.447



Alfred Braunthal’s The Contemporary Economy and Its Laws is intended to be a textbook of socialist
economics, “faithful to the idea of Marxism.” In fact, Braunthal combats Marx’s theory with arguments
borrowed from bourgeois criticism of Marx: it provides “no information about the laws according to
which the social product, in fact, is divided into wages and returns to capital.” The (bourgeois) theory of
productivity is, in this respect, “without doubt superior to Marxist theory.” He refers further to the
“secure results” of marginal utility theory. His account of the contemporary economy is essentially a
simplified compilation of Hilferding’s thoughts about the progressive organization of the economy and
Renner’s ideas about statification and the ever-stronger influence of the state that is being
proletarianized. Through its growing regulation of the organization of the whole economy, finally
through “cold socialization,” that is, through the encroachment of the public economy, the free
economy with its market mechanism is more and more superseded. For this reason, Braunthal thinks,
we stand at the beginning of a social revolution, “a society which is changing from capitalism into

socialism.”448

With the transition in the leadership of the world economy from Europe to the United States of
America and under the impression of Americian “prosperity” after World War [I], a flush of uncritical
admiration of American methods of organization and work (“rationalization”) arose in bourgeois
Europe. The emulation of these methods by German capitalists found the fullest approval among the
proponents of trade-union theory and practice. A typical product of this current is the work of the
chairperson of the German Woodworkers’ Association, Fritz Tarnow, Why Be Poor? “The old economic
theories about the social question,” Tarnow thinks, “originated primarily in England. . . . The new
theories are being shaped in America.” America has shown that poverty is no economic necessity but a
social illness, “whose curability, even within the framework of the capitalist economy, is undoubted.”
Wages, as a cost factor, have declined in significance, but as a factor in purchasing power they have
gained importance. Increasing consumption and, above all, mass consumption is the “key to the
development of production.” In view of the enormous development of the productive forces, from now
on waste is a blessing and restraint a curse. Not only is labor dependent on capital but capital is also
dependent on the purchasing power of worker consumers. High wages are in the well-understood
interests of the employers themselves. Countries with high wages have accumulated most strongly and
can compete most successfully. American employers are advancing along the track of this knowledge,
which is the basis of the secret of the continuing boom in the United States of America. Henry Ford’s
book, My Life and Work, is “certainly the most revolutionary text of all economic literature to the

present.”449

In addition, the various subspecies and currents of reformism as they appear in individual countries or
internationally should also be mentioned briefly. First, “municipal socialism,” which is concerned with
reformist activity in the area of local politics—among other things, also the effort to municipalize
water, gas and electricity services for the urban population in the general economic interest, without
reference to their private-sector profitability (see Hugo C, that is, Hugo Lindemann, City Administration

and Municipal Socialism in England and Germany City Administration).450

A current in the English workers’ movement is known as “guild socialism.” It aspires to the control of
production and the supersession of the wage system through the organizational unification of all manual
and intellectual workers, not according to profession or trade-union groups but in associations (guilds)
of whole industries. It seeks to achieve this goal possibly through a general strike. Guild socialism differs
from syndicalism in that it does not oppose the state but instead allocates it certain functions outside the
sphere of production (see George Robert Stirling Taylor, Guild Politics: A Practical Programme for the
Labour Party; George Douglas Howard Cole, Self-Government in Industry and Guild Socialism; and George

Douglas Howard Cole and William Mellor, The Meaning of Industrial Freedom).451

So-called “liberal socialism” stands outside the workers’ movement and has less to do with socialism



than liberalism, that is, capitalism. Represented by the isolated efforts of Franz Oppenheimer (Neither
Capitalism nor Communism), drawing on the theories of Eugen Dühring, it seeks to maintain the

mechanism of exchange.452

b. The Development of the Materialist Conception of History
The materialist conception of history, drafted by Marx with Engels’s collaboration in a series of youthful
writings (1842–1859) in inspired outlines, was never systematically developed by them. It was only
Marx’s students who undertook to extend it philosophically and epistemologically, deepening it, above
all, through fruitful, specialized research in various areas of social, economic, and cultural history. Karl
Kautsky dealt with it philosophically, above all in Ethics and the Materialist Conception of History, Class
Antagonisms in the Era of the French Revolution, Thomas More and His Utopia, and Foundations of

Christianity.453 In his last large work, The Materialist Conception of History, Kautsky revised his earlier
conception of the driving force of historical development just as he had in relation to his economic and
political conceptions (compare Karl Korsch, The Materialist Conception of History: An Argument with Karl

Kautsky).454 Franz Mehring (1846–1919), in his The Lessing Legend, chose the literature and the history
of [Gotthold Ephraim] Lessing and Frederick II [Hohenzollern] as his field of application. In brilliant
essays in Neue Zeit, he dealt with the most diverse areas of history and literary history. In his
consummate, broadly conceived History of German Social Democracy, which admittedly only extended to
the beginning of revisionism, he illuminated the economic and social context of the growth of the

socialist workers’ movement and combined this with a presentation of its theoretical developments.455

Georgi Plekhanov, the creator of the materialist sociology of culture and art, entered the struggle
against revisionism as one of the most brilliant proponents of dialectical materialism (above all in
Fundamental Problems of Marxism, Henrik Ibsen, Essays on the History of Materialism). From the postwar
period, the fine and valuable book History and Class Consciousness: Studies in Marxist Dialectics, by Georg
Lukács, and Karl Korsch’s Central Points of Historical Materialism and Marxism and Philosophy should be

mentioned above all.456 Finally, in addition to the works by Max Adler, already mentioned, also

Heinrich Cunow’s Marx’s Theory of History, Society and the State.457
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Economic History”]. In Max Adler et al., Festschrift für Carl Grünberg–Zum 70. Geburtstag, 445–78.
Leipzig: Hirschfeld, 1932.

Economic History
Cunow, Heinrich. Allgemeine Wirtschaftsgeschichte: Von der primitiven Sammelwirtschaft bis zum

Hochkapitalismus [General Economic History: From the Primitive Gatherer Economy to Advanced Capitalism]. 4
vols. Berlin: Dietz, 1926–31.
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Grossman, Henryk. “Struktura społeczna i gospodarcza Ksie¸stwa Warszawskiego na podstawie
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der Arbeiterbewegung 10, nos. 2–3 (1922): 185–270.

c. The Problems of Imperialism and War
We pointed out earlier that toward the end of the previous century, the development of capitalist states
took on more and more imperialist features and was distinguished by arms buildups and colonial
expansion. Socialists schooled in the Marxist approach to history very early recognized the significance
of these processes. From the start of the new century, in a series of writings (The Social Revolution, The
Road to Power, Trade Policy and Social Democracy), Karl Kautsky predicts the approach of a “new epoch of
revolution” as a result of colonial policy and imperialism. Particularly in the East: an age of conspiracies,
coups, and constant social upheavals, he explained, was beginning in East Asia and the entire Muslim
world. Eventually the West would be caught up in these. “A world war is brought within threatening
proximity.” In all these writings, Kautsky describes the features of capitalism that had changed during its
imperialist period, its inclination to arm for war, acts of violence and conquest in the struggle over the
world market. At the time, these developments did not appear to him as consequences of the whims of
individual power holders but as bound up with the inner nature of capitalism. “The iron necessity of

economic requirements drives modern industrial nations towards ruin.”458

This conception of capitalism’s developmental tendencies, until then generally widespread in the
workers’ movement, could not be reconciled with Tugan-
Baranovsky’s and Hilferding’s theories of the unlimited possibilities for the development of capitalism,
already mentioned. The harmonist conception of capitalist development obviously contradicted the
reality of steadily growing competition and the escalation of struggles among the advanced capitalist
countries over markets and spheres of investment; it also contradicted the fundamental notion of
historical materialism that explains politics on the basis of the economy. In her book The Accumulation of
Capital: A Contribution to the Economic Explanation of Imperialism, Rosa Luxemburg set herself the task of

resolving this contradiction.459 If the neo-harmonists’ conception of capitalism’s unlimited possibilities
for development was right, then the imperialist features that were appearing with such intensity could
not be explained in terms of the nature of capitalism. They were instead to be evaluated as merely
accidental phenomena. On the other hand, as Rosa Luxemburg correctly emphasizes, “the theory of

capitalist collapse . . . is the cornerstone of scientific socialism.”460 And this is the great historical
significance of Rosa Luxemburg’s book: that, in conscious opposition to the attempted distortions of the
neo-harmonists, she adheres to the fundamental idea in Capital of an absolute economic limit to the
development of the capitalist mode of production, even though the concrete justification that she
provided for the theory of breakdown, today, has to be identified as mistaken. In her critique of Marx’s
analysis of the accumulation process, which assumes a society that consists solely of capitalists and
workers and does not engage in foreign trade, she came to the conclusion “that Marx’s schema of
accumulation does not solve the question of who is to benefit in the end by enlarged reproduction.”
Purely abstractly, assuming the relations of dependence and proportions of Marx’s schema, his analysis
gives the appearance that capitalist production can by itself realize all surplus value and employ



capitalized surplus value to satisfy its own requirements. That is, “capitalist production buys up its entire

surplus product.”461 For example, coal mining is extended in order to make the expansion of the iron
making and then machine building industries possible; the latter are expanded to make the extension of
the production of means of consumption possible. This extension of industries producing means of
consumption, however, creates markets for the extended production of the coal mining, iron making,
and machine building industries. Individual branches of industry thus create markets for each other.
Setting out Marx’s analysis in this way, which Rosa Luxemburg regards as mistaken, production can be
extended “ad infinitum . . . in circles,” without it being apparent “who is to benefit . . . who are the new

consumers for whose sake production is ever more enlarged.”462 Such accumulation does not serve

consumption but is “production for the sake of production.”463 Actually, workers can really only
consume a part of the enlarged product, the part that expresses the value of their wages. Part of the
product serves to replace means of production that have been used up; the remainder that is left,
surplus value, consistently grows in the course of accumulation. Who realizes the consistently growing
surplus value? The capitalists themselves only consume a part of it, while they employ an ever-growing
part of it for further accumulation. But what do they do, then, with the even larger annual product,
with their surplus value? Rosa Luxemburg comes to the conclusion that “the realisation of the surplus
value for the purposes of accumulation is an impossible task for a society which consists solely of
workers and capitalists,” that is, such a capitalism cannot exist. The capitalist mode of production
requires for its existence, “as its prime condition . . . that there should be strata of buyers outside
capitalist society,” that is, social layers “whose own mode of production is not capitalistic” and who
realize the capitalist surplus value. But capitalism does not only require noncapitalist “milieus” to realize
surplus value, even more in order to obtain a large part of the means of production, in particular raw
materials (constant capital); and finally “only the existence of non-capitalist groups and countries can

guarantee such a supply of additional labour power for capitalist production.”464 It is therefore
apparent that “the process of capital accumulation is connected with noncapitalist forms of production in

all its value and material relations: constant capital, variable capital, and surplus value.”465 Capitalist
accumulation “as an historical process” is, in practice, dependent on “the given historical setting” of
noncapitalist countries and layers: artisans, peasants. Without this milieu it is “in any case unthinkable.”
The result is capital’s aggressive drive to bring noncapitalist territories under its sway. In this way, Rosa
Luxemburg believes that she has explained not only accumulation and the conditions under which it
takes place but also the driving force behind imperialism and the tendency to colonial expansion.
Military occupation of colonies, the violent theft of their means of production and labor power,
“planning for the systematic destruction and annihilation of all the non-capitalist social units,” the
struggle of capitalism against the natural economy, and the ruin of independent economies of artisans
and peasants: all result from the drive to realize surplus value. In contrast to the “crude optimism” of
[David] Ricardo, [Jean-Baptiste] Say, and Tugan-Baranovsky, for whom capitalism can develop without

limit, “with the logical corollary of capitalism-in-perpetuity,”466 her own solution seems to be in the
spirit of Marx’s theory of the final breakdown of the capitalist system of production, which is founded
on “the dialectical contradiction that the movement of capital accumulation requires noncapitalist

formations as its context . . . and can only exist as long as this milieu is present.”467 As natural
economies are subordinated to capitalism, the situation Marx predicted in his analysis draws nearer,
namely, capitalist production as “the exclusive and universal domination of capitalist production in all

countries and for all branches of industry.”468 “But this is the start of a dead end. Once the final result is

achieved . . . accumulation becomes impossible.’469 The historical limits of accumulation, the
impossibility for the productive forces to develop further, is apparent here. The consequence is the end



of capitalism. Its imperialist phase is thus the final period in its historical career. So the economic
analysis of noncapitalist markets has the closest inner connection with the emergence of socialism.
Socialism is not merely dependent on subjective-voluntarist factors but results from the economy’s
course of development, connected with the forces within capitalism that objectively work toward its
necessary breakdown.

This theory, which places emphasis on the problem of markets, on the question of the realization of
surplus value, is not capable of satisfactorily explaining the characteristic feature of capitalism’s
imperialist period: the export of capital (see Lenin’s theory of imperialism, below). Furthermore, these
ideas were not new; they have a history of more than a hundred years. In essence, they were already
developed by Simonde de Sismondi in his New Principles of Political Economy of 1819 and Thomas Malthus

in the chapter on accumulation in his Principles of Political Economy of 1820.470 These ideas were later
extended by socialist theorists to explain imperialism, by Heinrich Cunow (“On Crisis Theory”), Louis
B. Boudin (The Theoretical System of Karl Marx, with a foreword by Karl Kautsky), and Kautsky himself

(see above).471 Luxemburg’s achievement was new in that she used Marx’s reproduction schemas to
demonstrate the necessity of noncapitalist areas.

This is not the place to offer an extensive methodological and material critique of the theory. In this
regard, refer to the works of Henryk Grossman, discussed further below. Directly opposed to Rosa
Luxemburg’s is the position of Vladimir Ilyich Lenin, who already argues against the Russian Narodniks

in his A Characterisation of Economic Romanticism (Sismondi and Our Native Sismondists).472 The Narodniks
adopted Sismondi’s theory of external market as the condition for the existence of capitalism in full.
Lenin repeatedly criticizes the theory that it was impossible to realize surplus value under “pure”
capitalism in his principal work against the Narodniks, The Development of Capitalism in Russia. The
contradiction between the limits of consumption and limitless expansion of “production for the sake of

production” does exist.473 But this is not a contradiction in a theory but a real contradiction in the
capitalist system. Nothing would be more vulgar, however, than to conclude from the contradictions of
capitalism, that is, from its irrationality, that it is impossible. This contradiction is not capitalism’s only
one. It can neither exist nor develop without contradictions. “Nothing could be more senseless than to
conclude . . . that Marx did not admit the possibility of surplus-value 

being realised in capitalist society, that he attributed crises to under-consumption, and so forth.”474

Instead, different branches of industry constitute markets for each other. Since, however, they develop
unevenly and overtake each other, because there is no regulation to impose consistency on individual

branches, “the more developed industry” necessarily “seeks a foreign market.”475 This uneven
development of individual branches of industry is, therefore, the final cause of crises and capitalism’s
expansionist tendencies. After the outbreak of World War [I], as the problem of imperialism naturally
attracted greater attention, Lenin undertook to lay bare the nature of imperialism, its economic and
social roots in his book Imperialism, the Highest Stage of Capitalism. He identified these in the structural
transformation of world capitalism, in the displacement of competition by monopoly, which opened the
phase of capitalism’s decline. Its characteristic feature is no longer the export of commodities but of
capital. The monopolistic character of capitalism explains continuous colonial expansion and the division
of the world among monopolist associations of capitalists, dominated by the financial oligarchy. Capital
export, through the domination of enormous territories in Asia and Africa that supply raw materials,
secures colossal superprofits for the bourgeoisies of the ruling capitalist countries. The essence of
imperialist expansion does not lie in the sphere of circulation (the realization of surplus value) but in the
sphere of production (raising profits).

The emergence of imperialism opened a period of constant war and threat of war. Wars are a product
of imperialism, an unavoidable result of the antagonisms of the epoch of decline. In this respect, the



character of wars has changed; the formal distinction between wars of defense and offense has lost any
meaning. For in contrast with the wars of national liberation during the rising phase of capitalism, wars
in the period of decline are predatory wars among imperialist countries and against less economically
developed nations and states. As a consequence, the working class has special responsibilities in
questions of war, civil peace, defense of the fatherland, and approving war credits. During the phase of
capitalism’s decline, the proletariat has the task of transforming war between peoples into civil war,
with a view to the conquest of power and, for this reason, of preparing strategically and organizationally
for revolution. Grigory Zinoviev (The War and the Crisis of Socialism), Vladimir Ilyich Lenin and Grigory
Zinoviev (Against the Current: Articles from the Years 1914–16), Leon Trotsky (The War and the
International), Nikolai Bukharin (Imperialism and World Economy, with an introduction by Vladimir Ilyich
Lenin), and Hermann Gorter (Imperialism, the World War and Social Democracy) take similar stances on the

problem of imperialism and war.476

d. The Problem of the Proletarian Seizure of Power: 
Marxist Theory and the Soviet Union
The establishment of the Soviet Union is, in principle, not simply a turning point of great importance in
the political and economic history of capitalism but also in the field of Marxist theory. The outbreak of
the Russian Revolution confirmed the correctness of the prognosis of Marxists, who had predicted its
advent and thus based their strategy and tactics on it for decades. Further, it proved the correctness of
those who, like Lenin in 1905, had already predicted on the basis of Marxist theory that the coming
revolution would be an upheaval of a new kind—proletarian revolution, which in its goal, organs, and

tactics would move beyond the bourgeois world.477 The international significance of the October
revolution and its historical meaning from the point of view of Marxist theory is, moreover, that the
sole rule of the capitalist system has reached its end. With the October revolution the bourgeois mode
of production, before this turning point the dominant and the most progressive mode of production,
lost its aura of permanence and indestructibility, proving to be a historical, that is transitory,category.
Previously, only remnants of social formations that have gone under and are in comparison more
backward (artisans, peasants, the primitive economies of colonial people in Africa and Asia) have
survived alongside it. In contrast to capitalism, socialism was previously only a demand for the future
arrangement of society. Now—as experience seems to confirm—a superior economic system in the
Soviet Union confronts capitalism, which has been convulsed by the world economic crisis. Through the
formulation of the first Five-Year Plan of 1928–32, it is on the best path to realizing, for the first time in
history, the idea of a socialist, planned economy, after initial, transitional difficulties are overcome. In a
sixth of the world, particularly in the previously most backward areas of Asiatic Russia, the Soviet
Union knew how to construct a socialist economy on the basis of the most advanced technology at a
gigantic tempo in the areas of economics and culture, for which there is no historical analogy and boldly
leaping over whole historical stages of development. The great popularity of the planned economy’s
configuration in almost all the highly developed countries of Europe and in the United States of America
expresses the shaken faith in the justification for and adequacy of the capitalist market economy.
Capitalism’s difficulties seem to have become more acute because of the fact of the very existence of the
Soviet Union alone, as a consequence of its successful socialist construction. Social contradictions and
class antagonisms are no longer, as earlier, contradictions between reality and a hoped-for socialist
future but rather the ever more pronounced contradictions between two social and state systems that
exist side by side. The foundation of the Marx-Engels Institute in Moscow, under the leadership of the
well-known Marx researcher David Riazanov, is of the greatest significance for the scientific deepening
and development of Marxist theory. It took on the monumental task of [producing] the Marx-Engels
Collected Works (in more than forty volumes), which will publish fundamentally important parts of Marx



and Engels’s world of ideas that were previously unknown.478 Marx-Engels-Archiv, which also appears in
German, is the organ of the Institute.

Research into the particular conditions of the existence and development of the peasant economy
plays a specific role in the socialist literature of the Soviet Union. From the extensive literature only the
following are mentioned: Alexander Vasilyevich Chayanov, The Optimal Size of Agricultural Enterprises,
The Theory of the Peasant Economy, The Theory of Peasant Co-operatives; Nikolai Pavlovich Makarov, The
Peasant Economy and Its Evolution. Further, the International Agrarian Institute in Moscow and its journal

deal with these problems.479

Russian socialist literature, however, engages above all with the theory of socialist upheaval and the
period of transition to socialism. In his speech on the program of the Third International in 1922,
Bukharin criticized those who want to delay the socialist upheaval until socialism has ripened within
capitalism. In contrast to the classical statement in Marx’s Capital that “capitalism matured fully under
feudal rule” until the new order was able to fully develop after the conquest of political power, the
Russian Communists, especially Bukharin, insist that this theory does not apply to socialism. Under
feudalism, the bourgeoisie could already possess a monopoly over industrial means of production,
achieve leading roles in industrial production, and, drawing on its economic power, also overtake the
feudal class culturally. In contrast, the working class cannot become the owner of the means of
production and control production under capitalism. Nor can it rise to a higher cultural level than the
bourgeoisie within the framework of capitalism. “Socialism can never ripen in this manner, even under
the most favourable conditions. . . . It is impossible for the working class to take production in hand
within the womb of capitalist society. . . . The proletariat . . . can learn all that only when it has already

achieved the dictatorship of the proletariat.”480 “Socialism does not arise, it must be consciously

constructed.”481

Accordingly, for the Russian Communists, the possibility of a proletarian revolution is not tied to any
definite developmental maturity of capitalist society. Only a sufficient concentration of production is
required to make the planned organization of the economy possible and a correspondingly advanced
union of proletarian atoms into a revolutionary class, to guarantee the overthrow of the bourgeoisie in
the revolution and the construction of the apparatus of the proletarian dictatorship. In addition to these
two objective moments, two subjective moments are required: the revolutionary enthusiasm of the
proletariat and its desire to end the capitalist order, and the incapacity of the bourgeoisie to effectively
resist the proletariat. All these moments, however, are compatible with the most diverse economic
conditions. The breakdown of capitalism, according to this conception, can just as easily take place at a
high or a relatively low level of capitalism’s inner maturity. A country does not necessarily have to be
among the leading capitalist countries in terms of its general level of economic development. On the
contrary, since the capacity of the bourgeoisie is, all other things being equal, directly proportional to
the economic maturity of capitalism, it is likely that “the collapse of the entire system ensues, beginning

with the organisationally weakest links of that system.”482 Later we will see that this theory of
breakdown, which constitutes nothing other than a formulation of the specific Russian situation during
the [First World] War, neither corresponds with Lenin’s conception of the overthrow of capitalism nor
does it apply at all to the advanced capitalist countries of Western Europe.

The problems of socialist economic construction in industry and agriculture is of immediate, current
significance, and at the same time present the greatest theoretical difficulties. No doubt the
expropriation of the means of production has long been a fixed component of all socialist programs. But
the question of the extent of the expropriation of industrial and commercial capital, the nature and
extent of the connection between the socialist elements of the economy without markets and the
remainder of the capitalist economy, that is, the question of the extent to which the market economy is
to be retained and an economy without markets and money is to be introduced, now had to be



answered. The problem of the socialist restructuring of the village had to be solved: whether a state
monopoly over agricultural products should be introduced or private peasant production and private
sales, only burdened with a tax in kind, should remain. Likewise, the question of whether collective
agricultural production should be introduced and, finally, to what degree. Everywhere, the first
tentative attempts at proletarian economic policy had to be made. They eventually achieved a
preliminary resolution with the formulation of the first Five-Year Plan and of rules for a planned
economy, which also laid the foundations for a new science.

Until the October revolution, it was almost only within the Russian workers’ movement that the
problems of the proletarian seizure of power were discussed concretely. With this event, most strongly

inspired by Lenin’s The State and Revolution,483 they moved to the center of discussions within the
workers’ movement of the entire world, particularly Western Europe: the question of whether the
conquest of power by the proletariat would take place by parliamentary or extraparliamentary means,
that is, through the revolutionary action of the working class; the question of the choice between the
dictatorship of the proletariat—the council system—as the realization of proletarian democracy and
parliamentary democracy as the form of appearance of the dictatorship of the bourgeoisie; the question
of the choice between spontaneous proletarian revolution and conscious organization through a party,
and thus the fundamental relationship between party and class; the problem of the organization of a new
proletarian international, whether it should be organized according to the principles of democratic
centralism as a unitary world party, with the task of practically preparing for the world revolution; the
task of conquering the middle strata in the towns and countryside as allies of the proletariat; the
question of colonial peoples’ struggle for freedom and the right of nations to self-determination, that is,
the problem of mobilizing the oppressed masses of the entire world against imperialism.

The assessment of the tendencies of the economic development of world capitalism is, naturally, of
decisive importance in answering these questions. At present, those like Kautsky and the speakers at the
Brussels Congress of the Second International in 1928 are of the view that capitalism stands at the outset
of a further era of upswing. Others, on the contrary, assume that it is in a period of decline, which is
indeed punctuated by short periods of temporary stabilization, but that on the whole a continual
sharpening of class antagonisms is apparent, which must finally lead to the decisive struggle for power.

The experiences and lessons of the Russian Revolution are a current problem for Western European
capitalism if it is in the midst of decline, placing the question of the Western European revolution on
the agenda for the next period. This is the significance of debates over the conquest of state power
inside the left wing of the Second (Socialist) International, for example the debates at the Linz Congress
of Austrian social democracy (October 30–November 3, 1926), at which the new party program was

adopted.484 The core problem was the question of whether civil war and the use of force should be
avoided by the working class in its struggle for state power and socialism. The result of the discussion
can be summarized thus: the working class should in principle make use of the legal means of democracy
in its struggle. It should not, however, ignore the fact that it is probable that the bourgeoisie will have
recourse to force against the working class and its state if the proletariat conquers political power by
means of democracy, if therefore democracy is decisively deployed against the bourgeoisie itself, as no
ruling class gives up its power without a struggle. Under such circumstances, the working class for its
part cannot abstain from the use of force.

e. The End of Capitalism
While the sole rule of the capitalist system was convulsed by the victory of the October revolution in
Russia, it did not resolve the question of the end of capitalism in socialist theory, given the concrete
circumstances in which this victory was possible. With the October revolution, the breakthrough from
the capitalist system took place at its weakest point, namely, where the revolutionizing effects of



capitalism had hardly begun at the moment of the social explosion. For the technological backwardness
of old Russia was still more characteristic of feudalism than of capitalism. The Russian example is not,
therefore, to be regarded as typical of the breakdown of capitalism in the industrially most developed
countries. Their capacity to resist, as Bukharin says, is in direct proportion to their economic maturity,
thus significantly greater than was the case in Russia, whose capitalist development was just beginning. If
the October revolution was a symptom and also the beginning of the breakdown of the capitalist world
system, the immediate, concrete causes of this event are still to be found in factors other than the likely
causes of the breakdown of capitalism in fully capitalist countries like England, Germany, and the
United States of America. After as before it, the breakdown of capitalism therefore remains a problem
from the standpoint of Marxist theory and the labor movement.

During the postwar period, Henryk Grossman undertook to reassert anew the validity of this highly
disputed but basic concept of Marx’s system. Previously, there were two variants of the theory of
breakdown. One (for example, Bukharin, Imperialism and the Accumulation of Capital) only speaks
generally about the “limit . . . given to a certain degree by the tension of capitalist contradictions” that “will
unavoidably lead to the collapse of capitalist rule,” without proving this “unavoidability,” that is, without
providing the theoretical explanation of why these contradictions must culminate in the final

impossibility of balance.485 Just as little does this interpretation provide concrete indicators by which
the “degree” of critical tension in the contradictions that make breakdown “unavoidable” can be
identified in advance. This can only be determined after the fact, after the advent of the breakdown.
Then, however, the theory of breakdown is superfluous as an instrument of scientific knowledge. Such a
“general” explanation of breakdown must be considered to be unsatisfactory because of its scientific

indeterminacy, as it really does not fulfill the “Marxist requirement of concreteness” (Lenin).486

The other variant of breakdown theory, represented by Cunow, Kautsky (in writings of the period
1901–11, cited above), Boudin, and Rosa Luxemburg, sought to derive the necessity of the downfall of
the capitalist system from the limitations of the market, thus from processes in the sphere of circulation
(“the realization problem”).

In his 1898 article, already mentioned, Cunow investigates the core problem of “whether our
economic development drives towards a general catastrophe.” Previously, the steady expansion of
colonial possessions functioned to weaken the tendency to break down, resulting from insufficient
markets. As such an extension of markets has its limit, however, the “unavoidability of breakdown” is
also a given. Without gaining external markets, “England would long ago have faced a conflict between
the capacity of its domestic and foreign markets to consume and the gigantic escalation of its capitalist
accumulation.” For Cunow, breakdown is not in doubt; rather, [it is] simply [a matter of] “how long the
capitalist mode of production can survive . . . and under what circumstances breakdown will take

place.”487

After Kautsky’s endorsement in the preface, Boudin’s book deals with “the decisive points of Marx’s
system.” Boudin also sees in the sale of surplus value “the great problem” on which the existence of the
economic constitution of capitalism depends. “It is the inability to dispose of that product that is the
chief cause of the temporary disturbances within its bowels.” Indeed, if crises have previously ended and
further accumulation has been made possible again, it is only because “capitalistic countries . . . had an
outside world into which they could dump the products which they could not themselves absorb.” But
this solution was only temporary. The thorough capitalization of the territories of agrarian markets
signifies the “the beginning of the end of capitalism” and will lead to “the inevitable breakdown of the

capitalistic mode of production.”488

In contrast to all previous breakdown theorists, Henryk Grossman treads a new path in his principal
work The Law of Accumulation and Breakdown of the Capitalist System and numerous methodological and
critical essays (“A New Theory of Imperialism and Social Revolution,” “The Change in the Original Plan



for Marx’s Capital,” “Gold Production in the Reproduction Schema of Marx and Rosa Luxemburg,”

“The Value Price Transformation in Marx and the Problem of Crisis”).489 He explains the decisive
cause of the inevitable demise of the capitalist system in terms of the overaccumulation of capital in highly
developed countries and the resulting insufficient valorization of capital, thus in terms of the process of
production itself (“the valorization problem”). With new proofs taken from modern economic relations,
Grossman seeks to support the theory developed by Marx, today almost forgotten but already present in

John Stuart Mill and Adam Smith in an embryonic form.490 It holds that once a nation’s capital exceeds
a definite scale, its accumulation finds no further profitable opportunities for investment and
consequently either lies idle or has to be exported. Since Tugan-Baranovsky’s book on crisis, the
problem of crisis and breakdown in the Marxist literature of the last thirty years has simply been dealt
with from the point of view of disproportionality between individual spheres of production. Grossman
demonstrates that, for Marx, the decisive problem was not primarily partial crises arising from
disproportionality but rather the primarily general crisis, “general glut,” which is caused by “parallel

production . . . which takes place simultaneously over the whole field.”491 “Precisely the possibility of
such primarily general crises and not primarily partial crises arising from disproportionality is the object

of Marx’s dispute with the Say-Ricardo conception.”492

That an ever-growing mass of means of production (MP: machines, buildings, raw materials,
instruments of production) can be set in motion with a progressive decline in the expenditure of labor
(L) is an empirical law characteristic of the capitalist mode of production as ever-expanding
reproduction. On the basis of capitalism, the law is expressed in the constant growth in the amount of
constant capital per worker in relation to variable (wage) capital (c:v, as the Marxists say, the organic
composition of capital), which American census figures also confirm. As a result of the progressively
higher organic composition of capital, because of the associated rising productivity of labor, wages do
account for an ever-smaller portion of total production. To the extent that the surplus value generated
by a given working population grows absolutely (the rate of surplus value increases), however, it falls in
relation to the continuously expanding total capital (c + v). This is the fact that underlies the law of the
tendency for the rate of profit to fall.

The classical economists (Ricardo) already correctly identified the tendency for the rate of profit to
fall as a phenomenon but mistakenly attempted to explain it as a law of nature, resulting from the
decline in the productivity of the soil. Ricardo drew pessimistic conclusions for the future of capitalism
from this phenomenon, as without profit “there could be no accumulation.” He consoled himself that
“happily,” from time to time, industrial and agricultural inventions (mechanical engineering and
agronomy) can break through this pernicious tendency, so that it will only have an impact in the distant

future.493

Many earlier theorists, like Boudin but above all Georg Charasoff (The System of Marxism),494 felt that
Marx also connected the breakdown of capitalism with the fall in the rate of profit. They could not,
however, demonstrate the content of this connection, and “the great importance that this law has for

capitalist production.”495 That is easy to explain, as they only ever pointed out the fall in the rate of
profit alone. The rate of profit, however, only expresses a proportional relationship, nothing other than
a numerical concept. It is apparent that this cannot lead to the breakdown of a real system. For that to
happen, real causes are required.

Moreover, the tendency for the rate of profit to decline has been a constant, concomitant
phenomenon of capitalism from its beginnings until today, that is, during the whole process of its
development. Where, then, does the sudden shift to breakdown come from? Why can’t capitalism
survive with a rate of profit of 4 percent just as well as with one of 13–15 percent, as the declining rate
is offset by a rising mass of profit? Indeed, the growth in the mass of profit, as a consequence of the even



faster growth in total capital, would indeed be expressed in ever-smaller percentages. The rate of profit
would approach zero, that is, the boundary point in the mathematical sense, without reaching it, and yet
the capitalist class could nevertheless feel comfortable as a consequence of the growth in the mass of
profit.

Grossman was the first to point out that breakdown cannot be derived from or explained by the rate
of profit, that is, by the index number of profits, but must be understood in terms of what is concealed
behind it: the real mass of profit in relation to the social mass of capital. For according to Marx,

“accumulation depends not only on the rate of profit but on the amount of profit.”496 If accumulation
proceeds as a continuous process, the surplus value of the capitalists must be used for three purposes, be
divided into three parts. First, one part must be used as additional constant capital (ac); a second part as
additional variable capital (av)—for the application of additional labor power; the remaining, third part
can be used as funds [f] for the capitalists’ consumption. Now, the mass of surplus value does grow
absolutely with the development of the capitalist mode of production. If, however, the organic
composition of capital grows—as is necessary for capitalist production and is also assumed in the
theoretical analysis—then a relatively ever-larger part of the surplus value must be deducted for the
purposes of additional accumulation (ac). As long as the absolute mass of total social capital—with a low
organic composition—is small, surplus value is relatively large, and this leads to a rapid increase in
accumulation. For example, with a composition of 200c +100v +100s, constant capital c can be
increased by 33 1/3 percent of its initial size (assuming the employment of all the surplus value for the
purposes of accumulation). At a higher level of capital accumulation, with a significantly higher organic
composition of capital, for example of 14,900c + 100v +150s, the expanded mass of surplus value is
only 1 percent when it is employed as additional capital ac. It is easy to calculate that with continuing
accumulation on the basis of an ever-higher organic composition, a point must come when all
accumulation ceases. This is all the more true because it is not any arbitrary fractional amount of capital
that can be employed but rather a definite minimal amount is required, whose scale consistently grows
with increasing accumulation of capital. With the progress of capital accumulation, therefore, an ever-
larger part, not only absolutely but also relatively, must be deducted from surplus value for the
purposes of accumulation. So at high levels of accumulation, when the extent of the total social capital is
great, the part of surplus value required for additional accumulation ac will be so large that it finally
absorbs almost all of the surplus value. A point must be reached at which the part of surplus value
destined for the consumption of the workers and the capitalists (av + f) declines absolutely. That is the
turning point at which the previously latent tendency to break down begins to take effect. Now it is
apparent that the conditions required for the continuation of accumulation can no longer be entirely
fulfilled, that the mass of surplus value, although it has grown absolutely, is not sufficient for the three
functions. If, as previously assumed, the additional constant capital (ac) is deducted from surplus value
to the required extent, then the revenue part is not sufficient to cover the consumption of workers and
employers to the previous extent. An intense struggle between the working class and the employers over the
division of revenue, rising pressure from employers on the level of wages, becomes unavoidable. If, on the
other hand, the capitalists are forced, under pressure from the working class, to maintain the previous
level of wages, and consequently the part destined for additional accumulation ac is reduced, the tempo
of accumulation slows down. This would signify that the productive apparatus cannot be renewed and
expanded to the extent required by technological progress. A relative technological backwardness in the
productive apparatus would set in. Any further accumulation must in such circumstances increase the
difficulties, because the mass of surplus value can only be increased to an insignificant extent with a
given population. Surplus value flowing from previous capital outlays must therefore lie idle; an excess
of inactive capital searching in vain for investment opportunities results. In this way, Grossman explains
the technological backwardness of older capitalist countries, like England, with a higher level of capital



accumulation, and the tendency apparent there for the level of wages to stagnate or decline.
In “pure,” that is, isolated capitalism, these tendencies must soon prevail, that is, lead to the

breakdown of the system under the pressure of intensifying class antagonisms. In capitalism that is
interdependent with the world economy, numerous countertendencies operate to weaken the tendency to
break down, which is then only expressed in temporary crises.

Valorization (the rate of profit) is repeatedly improved and increases the mass of profit by reducing
the cost of producing constant capital and variable capital (the level of wages), shortening turnover
time, improving the organization of transport, reducing stocks and commercial expenses and the
periodic devaluation of available capital. The advantages derived from the domination of the world
market operate in the same way. Unequal exchange takes place in foreign trade—the technologically
advanced countries receive a higher value in exchange for the value of their commodities—which also
increases profits. This also applies to the export of capital. Capital export occurs because an
overaccumulation of capital predominates in the highly developed capitalist countries, and consequently
there is a lack of opportunities for investment. As a consequence, the capital-exporting country receives
an additional injection of surplus value, which improves the insufficient valorization of capital and
weakens or temporarily suspends the tendency to break down. This explains the intensity of imperialist
expansion during the late phase of capital accumulation. Imperialism is an attempt to improve currently
insufficient valorization and hence to extend the life span of the capitalist system by weakening
tendencies to break down, through the transfer of surplus profits from colonial territories to highly
developed capitalist countries. In this way, Grossman combines the theory of breakdown with the
theory of crisis. Crisis is an expression of breakdown that has not fully developed, because it has been mitigated by
countertendencies. But soon it is apparent that, because of the nature of the above countertendencies, they
are only temporary and only able to counteract the tendency to break down to a certain extent. Stocks
can only be reduced to a definite lower limit, breaching which would disrupt the continuity of the
production process. Wages can only be depressed to a definite limit, breaching which would mean that
the labor power of the working class was not fully reproduced; instead, the intensity and quality of labor
would decline. The reduction of commercial profits can only improve the profitability of industry to a
limited extent. The more commerce is reduced, the smaller the mitigating effects of a further reduction
will be. The countereffects of capital export can also only be temporary. To the extent that the number
of countries with excess capital and consequently seeking to export increases in the course of
accumulation, competition on the world market, the struggle over profitable spheres for investment,
increases. For this reason, too, the tendency to break down must become more intense, at a definite
point. The increase in fixed capital does not have a different effect. At higher levels of capital
accumulation, at which fixed capital accounts for a larger component of constant capital, the contraction
of production during the crisis has ever-smaller significance: a firm’s burden of depreciation and interest
payments for fixed capital does not decline when production is reduced.

So it is apparent that the immanent laws of capital accumulation themselves progressively weaken the
countertendencies. Overcoming crises becomes ever more difficult; the tendency to break down more
and more holds sway. The periods of upturn become ever shorter; the duration and intensity of crisis
periods rises. In his formula for crises Grossman attempts to determine the phase length of the
economic cycle theoretically, by means of mathematics, and to identify the factors on which the
extension or contraction of the economic cycle depend. If crisis is, for him, the tendency to breakdown
that has not fully developed, the breakdown of capitalism is nothing other than a crisis that is not checked by
countertendencies.

So capitalism approaches its end as a result of its inner economic laws.
From the standpoint of a Marxist theory of crisis and breakdown, it is obvious to Grossman from the

start that the question of perhaps fatalistically awaiting the “automatic” breakdown without actively
intervening does not arise for the working class. Old regimes never “fall” of their own accord, even



during a period of crisis, if they are not “toppled over” (Lenin).497 According to Grossman, the point of
a Marxist theory of breakdown is only to demarcate voluntarism and putschism, which regard
revolution as possible at any time, without considering [whether there is] an objectively revolutionary
situation, and as dependent only on the subjective will of the revolutionaries. The point of breakdown
theory is that the revolutionary action of the proletariat only receives its most powerful impetus from
the objective convulsion of the established system, and at the same time only this creates the
circumstances necessary to successfully wrestle down the ruling class’s resistance.

Grossman could achieve these results, which he regards as a reconstruction of Marx’s theory of crisis
and breakdown, because he had previously researched and recovered Marx’s method and the plan that
underlies Capital.

Rosa Luxemburg assumed that there was a gap in Capital, that Marx had not considered foreign trade;
the only explanation of this assumption is that the method that underlies the structure of Capital had not
previously been recognized as a specific theoretical problem. For this reason, however, it was not
possible for Luxemburg to fully understand Marx’s solution.

If the process of isolation served the classical economists, Marx—according to Grossman—employs
the so-called procedure of successive approximation. In order to research causes in the complicated world of
appearances, Marx, like the classical economists, makes numerous simplifying assumptions by means of
which he departs from the concrete totality of appearances, although this is precisely in order to explain
it. The understanding achieved [in this way] can only have a preliminary character, can constitute only
the first stage of acquiring knowledge in the procedure of successive approximation, which must be
followed by a further, definitive stage. To each simplifying assumption there corresponds a subsequent
correction, which in the final result takes into account the elements of actual reality that were initially
neglected. All phenomena and problems are dealt with at least twice in this procedure: first under
simplifying assumptions, then in their final form. This method underlies Marx’s analysis in all three
volumes of Capital. Those from whom this remains hidden must encounter continual “contradictions”
between the individual components of Marx’s theory.
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Marx, Classical Political Economy and the Problem

of Dynamics500

Translated from the German by Rick Kuhn

1.
In the dominant view, Marx is merely a student of the classical political economists, someone who

completed their work, or their successor.501 A precisely delineated conception is thus erected: the
labor theory of value developed by [Adam] Smith and [David] Ricardo, in its innermost essence, leads to
socialism. This consequence was not, however, articulated by its founders. Marx was the first to think

Ricardo’s theory through to its end, as it were, providing its previously unarticulated final word.502

This conception must certainly already appear to be extremely questionable from the general position of
the critique of political economy, if “the development of political economy and of the opposition to
which it gives rise keeps pace with the real development of the social contradictions and class conflicts
inherent in capitalist production.”503

Marx distinguishes four phases in the development of political economy: the first embraces the period
of “classical economics” and the remaining three the various stages of “vulgar economics.” According to
Marx, the identity of the historical situation combines the representatives of classical political economy
into one consistent intellectual school, despite their sometimes great individual differences (for example
between [William] Petty, [David] Hume, and the physiocrats, and between these and Smith or

Ricardo).504 This was the period during which modern capitalism and consequently the modern
working class emerged, thus the “period in which the class struggle” between the proletariat and the

bourgeoisie “was as yet undeveloped.”505 Classical economics is the expression of rising industrial
capitalism, wrestling for power. Its theoretical and practical thrust is not directed against the
proletariat, which is still weak, but against the representatives of the old society, the feudal landowners
and old-fashioned usurers. The feudal forms of ground rent and “antediluvian” interest-bearing capital
have “yet to be subordinated to industrial capital and to acquire the dependent position which [they]
must assume.”506

Ricardo’s theory of ground rent, like Hume’s critique before it,507 is directed against feudal
landownership. Ricardo’s theory of value does, at the same time, articulate the struggle between the
capitalist class and the waged proletariat, in theory. But the industrial bourgeoisie and its theory are still
“naïve,” that is, can afford to engage in the pursuit of truth without regard for possible dangers and
implications, as yet unsuspected and in fact not yet present, that follow from their own principles. So
the labor theory of value is developed without fear of emphasizing in theory the contradictions between
the working class and the propertied class that can be derived from it, or of highlighting the distinction

between productive and unproductive labor.508 For it was the representatives of the feudal occupations
who were particularly ranked into the category of unproductive labor.

Those authors are “classical,” according to Marx, to the extent that they express this front-line
position; for example, John Locke, in his polemic against “unproductive” feudal landownership and

ground rent, which according to him “is in no way different from usury.”509 This front-line position is
particularly apparent in their theory of “productive” and “unproductive” labor, in which the relationship



of the rising bourgeoisie to preceding classes and outlooks is entirely clear. This theory starkly
contradicts both the perspective of the ancient world, “when material[ly] productive labor bore the
stigma of slavery and was regarded merely as a pedestal for the idle citizen,” and that of the social classes
and occupations carried over from the feudal period, declared to be unproductive.510

The language of classical political economy is, Marx thinks,
the language of the still revolutionary bourgeoisie which has not yet subjected to itself the whole of society, the state etc. All these
illustrious and time-honored occupations—sovereign, judge, priest, officer etc.—with all the old ideological castes to which they
give rise, their men of letters, their teachers and priests, are from an economic standpoint put on the same level as the swarm of their
[i.e., the bourgeoisie’s] own lackeys and jesters maintained by the bourgeoisie and by idle wealth—the landed nobility and idle
capitalists. . . . They live on the produce of other people’s industry, therefore they must be reduced to the smallest possible
number.511

So long as the bourgeoisie has not yet confronted the “real productive laborers” in conscious, openly
hostile antagonism—laborers who “moreover tell it that it [the bourgeoisie] lives on other people’s
industry”—it can still confront the “unproductive classes” of the feudal period as “the representative of
productive labor.”512

When the bourgeoisie has consolidated its position of social power in the course of economic
development, in part taken possession of the state and in part concluded a compromise with the feudal
classes and “ideological castes,” and, in addition, once the proletariat and its theoretical representatives
arrive on the scene and draw egalitarian and socialist conclusions from the classical economists’ labor
theory of value (the right of the working class to the full fruits of its labor), “things take a new turn.”
Political economy “tries to justify ‘economically,’ from its own standpoint, what at an earlier stage it

had criticized and fought against.”513 At this point classical political economy disappears from the
historical stage, and the hour of vulgar economics ([Thomas] Chalmers, John Ramsay McCulloch, Jean-
Baptiste Say, and Germain Garnier) has struck (the second phase of political economy). The vulgar

economics of the 1820s and 1830s, the “metaphysical period” of political economy,514 is the expression
of the existence of the victorious and now conservative bourgeoisie, which therefore apologetically
obfuscated the prevailing order, and whose theoretical representative in England was [Thomas] Malthus.

He combated any tendency in Ricardo’s work that was “revolutionary in relation to the old society.”515

Like Ricardo, Malthus did indeed wish to have “bourgeois production,” but only so long as “it is not
revolutionary . . . but merely creates a broader and more comfortable material basis for the ‘old
society,’” a society with which the bourgeoisie had just struck a compromise.516

Now the classical theory of the distinction between productive and unproductive labor was abandoned
(as in Say and Malthus)—out of fear of the proletarian critique that had already registered its demands
—and replaced by the conception that all labor is equally productive. Malthus likewise turned the real
meaning of Ricardo’s theory of ground rent, aimed against the landowners, into its direct opposite, by
introducing capitalism’s problem of sales. Malthus does emphasize the inevitability of generalized
overproduction, affecting all branches of production. He only does so, however, in order to prove the
necessity of unproductive consumers and classes, that is, “buyers who are not sellers,” so that the sellers
can find a market in which they can dispose of what they supply. Hence the necessity of waste (including

war).517 Finally, Ricardo’s labor theory of value is now also abandoned. By regarding the wage as a
proportion of the total social product (relative wage), Ricardo articulated the class relation that is

inherent in the capitalist economy.518 With the development of the real antagonisms of capitalist
production, the embryonic theoretical class antagonism contained in Ricardo’s labor theory of value
began to polarize. The (theoretical) opposition “to political economy has [already] come into being in
more or less economic, utopian, critical and revolutionary forms.”519

[William] Thompson (1824), Percy Ravenstone (1824), and [Thomas] Hodgskin (1825, 1827),520

the theoretical representatives of the working class in England, draw egalitarian conclusions and



demands from Ricardo’s labor theory of value.521 In the face of such demands, as an 1832 text by
Malthus openly admits, the classical labor theory of value was abandoned through successive small
changes and transformed into a meaningless theory of costs of production: the specific value-creating

role of labor was obliterated.522 A particular productivity—a creation of value!—was now attributed
to land and capital in and of themselves, and labor was now only acknowledged as another factor of
production, alongside capital and land. In this way Ricardo’s conception of the wage as a relation of the
working class’s share in total production that it has itself created was likewise overturned, justifying
capitalists’ profits as the result of the “productivity” of their capital (not of labor). In similar fashion,
ground rent was justified as the fruit of the productivity of the land, which meant that antagonism
toward landownership that characterized classical theory now lapsed and became meaningless.

The third phase of political economy, the period in the 1830s and 1840s following the July revolution,
was a period of sharpening class antagonisms and cumulative proletarian critique of the prevailing social

order in England (John Gray and [John Francis] Bray) and France ([Constantin] Pecqueur).523 It also
saw the first attempts to organize the workers’ movement politically: the Saint-Simonians, [Philippe]

Buchez, Louis Blanc, and [Pierre-Joseph] Proudhon’s struggle against interest-bearing capital.524 The

result is an intensified phase of vulgarization and transformation of classical economics.525 The last
remnants of the original content of the theory were eradicated: those real contradictions of capital that
were still admitted and highlighted by Malthus and Say (Say’s disproportionality theory of crisis;
Malthus’s theory of generalized crisis) were now denied and disappear from economic theory. In

Frédéric Bastiat’s work (1848) capitalism is transformed into a harmonious system.526

The fourth phase of political economy, after 1848, falls into the period during which fully developed
class antagonisms became unmistakably visible during the June days in Paris, as the working class first

struggled for its own goals.527 The result was the complete dissolution of the Ricardian school and a
departure from all genuine theory. Economic theory was abandoned and replaced by the historical

description of phenomena (the older historical school, with Wilhelm Roscher at its head).528 Or
economic theory was degraded to a pseudotheory, as it departed entirely from the terrain of economic
reality and took flight to the higher regions of psychology (first attempts at a subjective theory of value
by Nassau Senior and Hermann Heinrich Gossen, 1854). This likewise achieved the desired end: the
turn away from real class antagonisms and granting equal rank to capital and labor in the creation of
value. The theory of costs of production—the equation of labor, land, and capital as factors in the
creation of value—was unsatisfactory, as it represented a trivial, circular argument. In attempting to
explain the process of the creation of value, the value of products was reduced to the value of the factors
jointly acting to produce the product, such that value is explained by value. (There is no such circle in
Marx’s labor theory of value, as labor creates value, but is not itself a value: it is the use value of the
commodity labor power). Under the pressure of the left Ricardians’ critique, the theory of costs of
production had to be abandoned. But since a return to the labor theory of value was undesirable, a way
out was found by transforming economics into psychology. In principle, Senior had already

accomplished this change.529 Basing himself on one of the two interpretations of labor provided by
Smith, according to which labor is not seen as an objective expenditure of energy (measured by time)
but rather as the subjective effort employed in producing an article, Senior treats labor as a
psychological sacrifice. In order for capital to be granted equal status with labor as a parallel factor in the
creation of value, it must also be turned into a psychological variable. If the wage is the reward for the
effort of labor, then the interest on capital is the reward for the subjective sacrifice of saving,
renunciation of immediate consumption of capital.

The “development” of the individual phases of political economy, as sketched above, imposes the



formulation of the following question: can Marx, the theoretician of the proletariat at an advanced stage
of capitalist development, take over and “complete” the theories and categories of classical economics—
in particular those of Ricardo—as the dominant conception maintains, if Ricardo, like classical
economists in general, expressed bourgeois interests at a much lower stage of capitalist development, a
stage of undeveloped class antagonisms? And the thesis that Marx’s original achievement in his “socialist
critique” of capitalism is that he drew socialist conclusions inherent in Ricardo’s labor theory of value—
in short, that he was a “Ricardo turned socialist”—is just as much to be rejected. As pre-Marxist
socialists also offered a socialist critique of capitalism, such a critique cannot be regarded as the specific
essence of Marx’s theory. But Marx reproaches the egalitarian left Ricardians for the “superficiality” of
their critique, namely, that they base their critique on Ricardo’s theory and only attack “particular
results of the capitalist mode of production” instead of its “manifold presuppositions.” An effective
socialist critique could only be based on a specific, new theory, with the assistance of new economic
categories.

In his critique, Marx proceeds from the mystifying character of the reified forms of value, that is, the
fact that relations which people enter into in the process of production appear as relations between
objects, things, and that these reified forms conceal true relations between people. Marx therefore
speaks of the deceptive appearance of all forms of value. In contrast to transparent, precapitalist forms,
the relation between exploiter and exploited in the modern capitalist form of value is opaque, because
in the wage relation, which is a form of value that regulates the “exchange” between the wage laborer
and the entrepreneur, it appears that the worker’s wage fully compensates all his labor and no unpaid
labor is performed.530

According to classical theory, all exchange transactions correspond strictly to the law of value, that is,
equal labor times always exchange for equal labor times. This principle also applies to the exchange
relation between the workers and the entrepreneur. Now, according to Marx, it is quite evident that
there is no exchange of equivalents between worker and entrepreneur. If workers were to receive as
much in wages (measured in labor) from entrepreneurs as they give in labor, then profit—surplus
accruing to entrepreneurs and hence also the capitalist economy, which is based on this profit—would

be impossible.531 Since both profit and capitalism do, however, exist, no exchange of equivalents can
take place. Marx’s entire effort is directed at showing that the transaction between capitalist and worker
is as much an exchange of nonequivalents as of equivalents, depending on whether this transaction is
regarded within the sphere of circulation (on the market) or during the process of production. The
exchange of equivalents between worker and capitalist on the market is merely an appearance arising
from the form of exchange. Despite the alleged exchange of equivalents,

the laws based on the production . . . of commodities become changed into their direct opposite. . . . The relation of exchange
between capitalist and worker becomes a mere semblance belonging only to the process of circulation, it becomes a mere form,
which is alien to the content of the transaction itself, and merely mystifies it. The constant sale and purchase of labour power is the
form; the content is the constant appropriation by the capitalist, without equivalent, of a portion of the labour of others, which has
already been objectified, and his repeated exchange of this labour for a greater quantity of the living labour of others.532

Marx regards it as one of Smith’s great merits that he at least sensed that the exchange between capital
and wage labor is a flaw in the law of value. Although Smith could not clarify it, he could see “that in the

actual result the law is suspended.”533 According to Marx, it is precisely the form of exchange value
that mystifies the real content. “The wage form thus extinguishes every trace of the division of the

working day into necessary labour and surplus labour, into paid labour and unpaid labour.”534 Just as
the wage form does, so too all the other forms of value that emerge in the process of exchange

mystify.535 The reified forms of value (exchange value, ground rent, profit, interest, wages, prices,
and so on) conceal and invert the real relations between people, by making them appear as the “fantastic
form of a relation between things,” “a social hieroglyphic,” “something dark and mysterious.”536



Classical economics did seek to dissolve the mystifying categories of value into “labor,” and thought
that in doing so it grasped the essence behind the deceptive appearance of phenomena. Marx wants to
demonstrate that this attempted solution leads to contradictions that could not be overcome on the basis
of classical political economy. Any glance back at earlier economic epochs shows that mystifying forms

of value first arose in the period of commodity production and exchange.537 Resolving these forms of
value into “labor” turns their mystifying character into an eternal feature of all social processes, as labor

itself is definitely a “nature-imposed necessity” of human existence.538 Experience contradicts this
view, however, and this contradiction is insoluble from the standpoint of the classical economists.

For Marx, who wants to grasp the “concrete” in thought, the mystifying categories of value cannot
simply be eliminated or ignored, to be replaced by other, “true” categories. Even though the
phenomena of exchange value are mystifying, they are still an important component of reality. The
point is not to eliminate one mystifying factor and substitute another but rather to demonstrate the
necessary connection between the two and to explain what is deceptive in the phenomena of value.
Because capitalism has a dual reality, mystifying and nonmystifying sides, and binds them together in a
concrete unity, any theory that reflects this reality must likewise be a unity of opposites.

It has become almost banal to assert that Marx taught that monetary processes should not be regarded
as the primary elements in economic events but only as their characteristic reflexive determinations,
and that real processes should be sought behind the veil of money, on the side of commodities, within
the process of production. The acknowledged polar opposition between commodity and money is
repeated within the world of commodities itself as the opposition between the commodity’s value and
its use value. For it is not the metallic existence of money that is deceptive but rather its character as

value.539 Marx sarcastically criticizes the “crude . . . vision” of political economy, which only perceives
what is misleading in exchange value, in its “developed shape” as money, but not in its preexisting form of

the values of commodities, to the extent that they occur as mutual equivalents for each other.540 It is
precisely this equivalent form that Marx sees as a puzzle: the “internal opposition between use value and
value” within the individual commodity becomes visible in the “external opposition” of two
commodities, in which one counts “only as a use value” and the other commodity—money—“only as
exchange value.”541

The illusion is not due merely to the money form but to the value form in general. Consequently, real
economic processes have to be sought not only behind the veil of money but behind the veil of value in
general.

2.
In the section of the first volume of Capital dealing with “The Fetishism of the Commodity and Its

Secret,” Marx attempts to penetrate the mystification involved in the exchange value form.542 Two
different, [though] in their basic notion analogous methods serve this end. The first is the method of
historical comparison between the period of commodity production and earlier periods when there was
no production or exchange of commodities and consequently no exchange value. In these periods there
was, therefore, no mystification: personal relations of dependence appeared in unconcealed form, and

were not veiled by the process of exchange.543 In order to illustrate this, Marx presents three different
types of economy that do not produce commodities: Robinson Crusoe, medieval feudal lords with their
serfs who perform compulsory labor, and finally the patriarchal peasant family. In all these cases
producers create useful objects for the satisfaction of their own needs. As there are no exchange values,
“all the relations between Robinson and these objects that form his self-created wealth are . . . simple

and transparent.”544 What is mysterious and mystifying about the production of commodities evidently



does not derive from the use value side of commodities but is instead connected only with the process of
exchange and exchange value.545

Marx arrives at the same result by the method of comparing various sides of commodity production
itself, value side with use value side, the process of valorization with the labor process. In short, the
means of seeing through the mystifying character of the categories of exchange value is, in fact, use
value! The use values of earlier historical periods are just as much the result of human labor as the
products of the epoch of commodity production. But only in this contemporary period do products
assume a mystifying character. The same source—labor—cannot yield such totally different results. It is
not sufficient to say that commodities are the products of “labor,” as such, just as those of earlier

economic epochs were. Instead, it is necessary to distinguish two different moments546 of labor, its
“dual character.” First, labor that is “concrete,” “useful,” creating not value but rather objects of use: the
labor of the joiner, tailor, weaver, which functions in the technical labor process and as “productive
activity appropriate to its purpose” of the appropriation of the natural world, is a nature-imposed

necessity for all social formations.547 Secondly, general human labor “that creates exchange value,”
functioning in the process of valorization, the moment of labor that only appears in one particular social

formation (of commercial interaction).548 Only with the arrival of exchange value does the object of

use become a commodity.549 It is evident that only this second side of labor, the characteristic that it
“creates exchange value,” is the origin of all that is mystifying and fetishistic. The reduction of the forms
of value to labor pure and simple, as carried out in classical economics, is false because labor as such is
an unreal abstraction, a “mere spectre.”550

In this way Marx arrived at the differentiation of the “double character” of the labor represented in

commodities, which in his own eyes constituted what was “fundamentally new” in his theory.551 With
a pride he seldom expressed, Marx emphasizes the importance of his discovery: the examination of the

twofold character of labor was the “point . . . crucial to an understanding of political economy.”552 He
saw in this element a decisive break between his conception and that of all his predecessors. And in fact,
from the new standpoint of a two-dimensional conception of economic processes, he repeatedly
criticizes the classical political economists in principle, reproaching them for their one-dimensional
theory exclusively concerned with value. Time and again he raises the objection that classical political
economists and their successors did not distinguish the dual character of labor. “Classical political
economy in fact nowhere distinguishes explicitly and with a clear awareness between labour as it

appears in the value of a product, and the same labour as it appears in the product’s use value.”553 And
then Marx makes this general objection more precise in specific criticisms of William Petty, Adam

Smith, Ricardo, and Hodgskin.554 This alone is sufficient to show that we find ourselves here at the real
center of Marx’s innovation in comparison with the classical political economists. The great significance
of the new conception is that Marx found in it a means of eliminating what was deceptive in the pure
categories of exchange value and thus created a foundation for his further research into capitalist
production, which gave him the possibility of grasping the true interconnections of this production,
behind the veil of value.

3.
The results of our analysis are particularly confirmed by those statements by Marx in which he deals
with his relationship with the classical political economists and indicates the place he claims for himself
in the development of political economy.

Such statements in Capital as well as A Contribution to a Critique of Political Economy reveal that Marx
regarded classical political economy as fundamentally concluded, completed by Ricardo, because in



Ricardo “political economy ruthlessly draws its final conclusion and therewith ends.”555 Marx judged
John Stuart Mill’s attempts to develop classical political economy beyond this limit and to accommodate
the principles of classical theory to the demands of the working class as a “shallow syncretism” and “a

declaration of bankruptcy by ‘bourgeois’ economics.”556 So did Marx himself yet again complete what
already had been completed and “further develop” what had already been concluded? According to
Marx’s own conception, he stands in starkest opposition to classical theory and not only as regards its
specific theories (such as theories of wages, ground rent, crises, and so on) but also to the very
theoretical foundation of economics. He does not aim, therefore, “to develop classical theory further”
but rather to undertake a “scientific attempt to revolutionize a science.”557

He expressed himself quite clearly about the nature of this “revolutionizing.” After first developing the
dual character of the commodity in the first chapter of the Contribution, in the section “Historical Notes
on the Analysis of Commodities,” he provides a characterization of his theoretical position and its
relation to those of his predecessors: “The decisive outcome of the research carried on for over a
century and a half by classical political economy, beginning with William Petty in Britain and
Boisguillebert in France, and ending with Ricardo in Britain and Sismondi in France, is an analysis of the
aspects of the commodity into two forms of labor—use value is reduced to concrete labor or purposive
productive activity, exchange value to labor time or homogeneous social labor.”558

The issue is therefore one of a contrast between two conceptions, one of which (the English) took
exchange value as its main object, the other (the French) use value. That is, each only grasped one side
of reality. Marx’s actual theoretical position only emerges in sharp profile when it is seen from the
perspective of this historical background. Only then is it understandable why Marx identified the
discovery of the dual form of labor as the “decisive discovery of the research carried on for over a
century and a half by classical political economy.” Marx’s theory of the dual character of labor is the
critical synthesis, and only as such a further development, of both conceptions.

The following analysis is intended to show that Marx fundamentally transformed the most important
categories inherited from classical economics, based on the new viewpoint that he had elaborated. In
Marx’s work they all obtain a value and a material side.

The commodity is a dual entity, a unity of exchange value and use value. This is because its source,
labor, has a twofold character, which of necessity reveals itself not only in the commodity but in all the

products of labor. The commodity is the unity of exchange value and use value.559 The capitalist

production process is the unity of the technical labor process and the valorization process.560 While the
means of production, raw and auxiliary materials, are transformed by human activity into material
products, use values, during the labor process, the valorization process is the site of the creation of new
values, whose excess over the values used in production results in surplus value and its derivatives
(industrial profit, ground rent, gains made through trade, interest, and so on). This dual character is
also apparent in the management of the capitalist production process, the necessity of which results from the
division of labor, the increasing scope of the means of production employed, and the necessity of

controlling their proper use.561 On the one hand the management function is necessary in any
economic system, insofar as it arises from a social labor process with a division of labor, like the
function of an orchestra conductor. On the other hand, under the capitalist mode of production the
capitalist exercises the management function by virtue of ownership of capital; it is “made necessary by

the capitalist and therefore antagonistic nature of that process.”562 The process of reproduction of total
social capital is also “not only a replacement of values, but a replacement of materials, and is therefore
conditioned not just by the mutual relations of the value components of the social product but equally

by their use values, their material shape.”563 The category of wages has the same dual character. On the
labor market, the worker does not sell “labor,” that is, the activity, since labor does not take place on



the market, but rather the commodity “labor power”: the capacity to labor. For this the worker receives
as countervalue, as the wage, an exchange value (as in the sale of any other commodity). Only later in
the labor process, thus outside the market, does this labor power become an activity, that is, when it is

used by the entrepreneur.564 Surplus value is obtained precisely from this use value of labor. By
splitting the classical category of (wage) labor in this way into its use and exchange value sides, the
contradictions in which the classical economists entangled themselves could be avoided.

The category of capital also has a dual character. The classical political economists already made the
distinction between fixed and circulating capital. Marx took this distinction over but gave it an entirely
different meaning, in which, yet again, the difference between the value and use value sides of fixed
capital became decisive. The difference between fixed and circulating capital in the sphere of circulation
employed by the classical economists is meaningless. It is only valid for productive capital, that is, in the

sphere of production, in the labor process.565 As money or as a commodity, capital is neither fixed nor

circulating.566 The material bases of fixed and circulating components give rise to the distinct

characteristics of the useful forms, in which they function as factors in the labor process.567 Circulating
capital is used up in a single working period, while fixed capital functions in a series of “repeated labour
processes” due to the durability of its natural form. The result of this difference in the duration of the
lives of different capitals, that is, the time aspect, is the completely different manner in which fixed
capital is replaced, on the one hand as value and on the other as use value, in its natural form. Marx
derived the necessity of periodic crises already under simple reproduction from this difference in the
mode of replacement.568

The category of the organic composition of capital changes in a similar way. Ricardo already made the
distinction between capital-intensive and labor-intensive spheres of production, which was important
for his theory of profit. But he conceived of it purely in terms of value. Marx split Ricardo’s category

into its use value and exchange value sides in order to reunite them in a synthesis.569 The category of
organic composition, transformed in this way, takes on a completely different function, not only for the
explanation of profit, as in Ricardo’s work, but also as the “most important factor” in the accumulation
of capital.570

Finally, the same dual aspect is apparent in the category that occupies the central place in Marx’s

system: the falling average rate of profit, the “driving force in capitalist production.”571 Repeatedly in
Capital, “the internal opposition between use value and value, hidden within the commodity” is
emphasized, and the development and growth of this contradiction as capitalist production develops is

explained.572 The nature of the opposition between use value and value in the commodity and why it
constantly assumes ever greater dimensions was never previously treated as a problem. Now, when seen
in connection with the presentation of the development of the productive power of labor in the first

volume,573 the presentation of the tendency of the rate of profit to fall in the third volume of Capital
shows that Marx also derives this category from the dual character of labor, namely, the inverse
movement of the mass of use values and values as a consequence of the increase in labor’s productive

power.574 The richer a society, the greater the development of labor’s productive power, the larger
the volume of useful things that can be made in a given labor time. At the same time, however, the
value of these things becomes smaller. As with the development of labor’s productive power, an ever-
growing mass of means of production (MP) is set in motion by a relatively ever-falling mass of labor (L),
the unpaid part of the labor (surplus value or profit) must also progressively fall [relatively]. In capitalist
terms, growing social wealth is expressed in the tendency for the [rate of] profit of a given capital to
decline. The decline in [rate of] profit, the factor that regulates and drives the capitalist mechanism, also

calls the continued existence of this mechanism into question.575 The greater the mass of use values,



the more pronounced the tendency for the rate of profit to fall (in value terms).
In its interpretation of Marxist economics the dominant theory has, however, expunged the entire

theory of the dual character of labor indicated above, that is, precisely what is specific to Marxism and
what distinguishes it from classical political economy, in order, subsequently, to incorporate it into
classical theory’s lines of thought. That this “incorporation” was no mere accident is apparent when

Benedetto Croce virtually credits it as one of the merits of the dominant theory.576 In showing the
untenability of classical theory, the intention is to demonstrate thereby the invalidity of Marx’s
theory.577

4.
From its origins, theoretical political economy was a theory of abstract exchange value: where it did

concern itself with production it dealt solely with the value side, passing over the labor process.578

Since the rise of marginal utility theory and the mathematical school, the analysis of the concrete
production process was increasingly excluded as a component of theory, only considered in establishing
its preconditions and overall framework. Analysis was concentrated almost exclusively on relations
between given market variables. It therefore had a static character and was unable to explain dynamic
structural changes in the economy. Marx’s economic theory deviates in principle from both of these
tendencies.

The capitalist mode of production is governed by the relation: exchange value–

increase in exchange value, (M–M’).579 As a faithful expression of the bourgeois economic system,

classical theory was always only a theory of abstract exchange value.580 Adam Smith does begin his
work The Wealth of Nations by emphasizing the division of labor as the source of wealth. A people’s
wealth consists of an abundant supply of the results of labor: useful things. In the subsequent course of

his work, however, he forgets use values; they are not used any further in the economic analysis.581

Certainly, there are also presentations of material and structural relations. They have, however, an
exclusively descriptive character. His theory is one of abstract exchange value. The social equilibrium

between supply and demand, which yields the “natural price,” is exclusively a value equilibrium.582

The same applies to Ricardo. Chapter 20 of his Principles, where he elaborates the distinction between
use value and value, and the importance of “wealth,” of use values, remains an alien body in the

book.583 Ricardo’s entire ingenuity is concentrated on value terms (profit), and the use value side of
commodities plays no role in his analysis. The life of the working class depends on the mass of use values
that can be bought with a capital. The entrepreneur, meanwhile, is only interested in exchange value,
the expansion of exchange value, that is, profit. Ricardo expressed this in the now-famous dictum that
for the employer who annually makes £2,000 profit on a capital of £20,000—10 percent—“it would be
a matter quite indifferent whether his capital would employ a hundred or a thousand men . . . provided,

in all cases, his profits were not diminished below £2,000.”584 Whether a given capital employs a
hundred or a thousand workers depends on the specific economic structure. Ricardo is indifferent to
this. Marx emphasizes that Ricardo is only concerned with net revenue (pure profit), with the excess, in
value terms, of price over costs, not with gross revenue, that is, the mass of use values necessary for the
maintenance of the working nation. For Ricardo these are considered only as costs, to be pushed down
as low as possible. Marx says: “By denying the importance of gross revenue, i.e. the volume of
production and consumption apart from the value-surplus—and hence denying the importance of life
itself—political economy’s abstraction reaches the peak of infamy.”585

Ricardo’s central interest is the theory of distribution: “To determine the laws which regulate . . .



distribution is the principal problem in Political Economy.”586 In a letter to Malthus he calls political
economy a theory of laws that govern the proportional division of a given wealth among the various
social classes. He regarded the determination of the mathematical relation between the parts of this

given totality as “the only true object of the sciences.”587 This point of departure renders Ricardo’s
method aprioristic and deductive: his theories can be derived from a very small number of premises.
Classical theory is more a system of logical deductions than research into and presentation of the
objective economic relations of the capitalist mode of production.

In postclassical economics this tendency to avoid the real labor process becomes even more
pronounced. In itself the principle of labor [as the source of] value contains a revolutionary element. It
indicates, as the classical political economists themselves stated, that workers do not receive the full
product of their labor under the prevailing social order, and that rent and profits on capital represent
deductions [from it]. The egalitarian Ricardians in England merely drew the conclusion implicit in the
classical labor theory of value when they explained that a social situation in which workers received the
full product of their labor is, fundamentally, the only proper and “natural” one.588

The reaction of right-wing students of Ricardo to this theoretical turn of the left Ricardians was to

become ever more conservative. They scented a threat to class peace in Ricardo’s theory of value.589

Any analysis of the production and labor processes was avoided, in order to avoid the awkward question
of the labor theory of value and its dangerous implications for distribution and the prevailing social
order. Analysis was restricted to market phenomena, exchange: “Exchange,” says Bastiat, “is political

economy.”590 According to Léon Walras, the founder of the Lausanne school, political economy is “the
theory of exchange of value and of exchange; on the contrary, he [Walras] forbade us to study
production and distribution entirely.”591

For fear of ending up in opposition to prevailing propertied interests, every effort was made to give
economic theory the most abstract and formal shape possible, abandoning any qualitative, concrete

content.592 In short, efforts were made to erect a theory of distribution based on a theory of markets in
order to furnish proof, by means of a theory of allocation, that all factors of production are rewarded in
proportion to their contribution to the product and that, consequently, workers receive in wages full
compensation for their labor.593

A second line of development also begins to become apparent just as early. Out of the same need to
flee from reality, it pushes economic theory onto another terrain, that of psychology. This begins with
Jean-Baptiste Say, who starts with the use values of commodities, understanding them not as physical
phenomena but rather as psychological variables, the subjective utilities of the objects, and who
constructed a subjective theory of value on [the basis of] this “service.” From Say through Senior (1836)
in England, [Jules] Dupuit (1844) in France, and Hermann Heinrich Gossen (1854) in Germany, the

subjective theory of value led on to the theory of marginal utility as a theory of general hedonism.594 In
the process, political economy’s object of inquiry shifted from the realm of things and social relations
onto the terrain of subjective feelings. “Böhm-Bawerk’s analysis of subjective value is the purest and
most rationalistic hedonism,” as Böhm-Bawerk’s tenth supplementary discussion “On the

‘Measurability’ of Sensations” particularly shows.595 The process of production is passed over.596

Analysis is confined to market phenomena, the explanation of which is sought in human nature.
An even higher level of abstraction is represented by those attempts to make economics into a

mathematically “exact” science that consequently disregard any qualitative content in economic
phenomena. Market phenomena are one-sidedly regarded as mere “economic quantities” and, where
possible, are expressed in mathematical equations. This tendency in modern theory is, perhaps,

formulated most clearly by Joseph Schumpeter.597 The process of production, like all objective
economic relations, lies outside the analysis. According to Schumpeter, the essence of economic



relations rests on a relation “between economic quantities,” which is indeed reduced to the relation of
exchange; all other relations among economic quantities are neglected as inessential.

Summarizing, it can be said that although theoretical schools and tendencies have changed a great deal
over the entire century since classical economics, they possess the common trait that the real labor
process and the social relations entered into during its course are excluded from their theoretical
analyses.598

Marx’s critique is directed against political economy’s abstract value approach, as was the contrasting
critique made by the older historical school. The latter sought, however, to overcome the abstract
“absolute” character of classical theoretical deduction by means of superficially and indiscriminately
drawing on concrete historical or statistical material about production, consumption, trade, tax, the
conditions of workers or peasants, and so on. It remained purely descriptive, denying, in effect, the
possibility of knowing theoretical laws. But Marx set himself the task of “revealing the economic law of

motion of modern society.”599 This cannot be done, however, by abstracting from the “real world” and
merely clinging to its aspect as “economic quantities.” Such a procedure is not political economy but the
“metaphysics of political economy,” which, the more it detaches itself from real objects by way of
abstraction, “the more [it] imagine[s] [itself] to be getting all the nearer to the point of penetrating to

their core.”600 As reality does not merely consist of values but is rather the unity of values and use
values, Marx’s critique begins from the twofold character of economic phenomena, according to which
the essential character of the bourgeois economic system is given by the specific connection of the
valorization process to the technical labor process. Of course, subjectively, the entrepreneur is only
interested in the value side, in the valorization process of his capital, in profit. But he can only realize his
desire for profit through the technical labor process, by making products, use values. And the capitalist
period impresses its specific stamp on precisely the specific character of this labor process: from being a

means of satisfying needs it becomes an instrument of the valorization process.601 Marx accuses
previous economic theory of only looking at individual, isolated sectors instead of grasping the concrete
totality of economic relations.

The monetary system of the mercantilists merely analyzed the circuit of capital in its money form
within the sphere of circulation. The physiocrats (Quesnay) grasped the problem at a deeper level yet
regarded the economic process as an eternal circuit of commodities, because the production of
commodities was not actually the work of human beings but of nature. Finally, the classical economists
(Adam Smith, Ricardo) did take the production process as the object of their analysis, but only to the
extent that it is a valorization process. In this way, by detouring through production, they eventually

arrive at the same formula that constituted the basis of mercantilism.602 In contrast to his predecessors,
Marx emphasizes the decisive importance of the production process, regarded not merely as a process of
valorization but, at the same time, as a labor process. This does not mean, however, that the two other
forms of the circuit of capital, as money and commodities, may be ignored. Capitalist reality is a unity of
circuits: the process of circulation (of both money and commodities) and the process of production (as
the unity of the valorization and labor processes). Only to the extent that it is the unity of the labor and
valorization processes does the production process, according to Marx, constitute “The basis, the
starting-point for the physiology of the bourgeois system—for the understanding of its internal organic

coherence and life process.”603 When the production process is regarded as a mere valorization process
—as in classical theory—it has all the characteristics of “hoarding,” becomes lost in abstraction, and is
no longer capable of grasping the real economic process.604

Because Ricardo’s categories of value are the expression, if only one-sided, of concrete reality,
namely, the valorization process, they are taken over by Marx in principle and developed further. At the
same time, however, he modifies them, by rounding their exclusively abstract value character out with
the material side, and elaborates their dual character. The meaning of Marx’s critique of Ricardo’s



categories of value and the changes he made to them moves in the same direction as his critique and

transformation of [Georg Wilhelm Friedrich] Hegel’s dialectic.605 Both exhibit the same basic feature,
being directed against the abstract and final character which Ricardo’s categories of value and Hegel’s
dialectic share, because both abstract from “real determinateness.” In his critique of Hegel’s dialectic,

Marx compares, in characteristic fashion, the logic with which Hegel begins the Encyclopaedia606 with
money and value: it is “mind’s coin of the realm” and the “mental value of man and nature,” because it is
“totally indifferent to all real determinateness” and has become “thinking which abstracts from nature

and from real man: abstract thinking.”607 Similarly, money represents the “most irrational” form of
capitalism, and in interest-bearing money capital, capital has achieved the “pure fetish form” “in which
all its determining features are obliterated and its real elements [are] invisible; in this form it represents
merely independent exchange value.”608

Marx also puts this decisive philosophical position into practice in economics: the abstract study of
value obscures “real determinateness,” the qualitative content of the concrete labor process, which
impresses its specific, differentiating features on the capitalist economy. These can only be grasped by
demonstrating the specific connection of the valorization process to the technical labor process in each

particular epoch.609 The “value-form, whose fully developed shape is the money-form, is very simple

and slight in content.”610 The category of exchange value leads an “antediluvian existence.”611

Exchange value can be found in ancient Rome, in the Middle Ages, and under capitalism. Different
contents are hidden behind each of these forms of exchange value. Marx emphasizes that “exchange
value,” detached from the concrete relations under which it has arisen, is an unreal abstraction, as
exchange value “cannot exist except as an abstract, one-sided relation of an already existing concrete
living whole.” Whoever says “exchange value” presupposes “population which produces under definite

conditions.”612 Of course, “political economy . . . is not technology.”613 The point is not, however, to
study the valorization process in separation from the particular labor process, on whose basis it arose
and with which it constitutes a unitary whole. “The concrete is concrete because it is a synthesis of many
determinations, thus a unity of the diverse.” The task of science consists of the “reproduction of the
concrete” “by way of thinking.”614

Just as the paleontologist reconstructs the entire skeleton and even the presumed muscles and
movements of an animal from a few excavated bones, Marx reads the necessary tendencies of capital
that are peculiar to an epoch from the structure of the labor process in the particular epoch and the type
of tools used in it. For “technology reveals the active relation of man to nature, the direct process of the

production of his life, and thereby . . . the social relations of his life.”615 “The hand-mill gives you

society with the feudal lord; the steam-mill, society with the industrial capitalist.”616 Since social
relations are closely bound up with the forces of production, changes in the tendencies of capital can be
read from changes in these forces.

The best illustration of Marx’s theoretical thought is provided by chapters 14 and 15 of the first

volume of Capital, the chapters on “Manufacture” and “Machinery and Large-Scale Industry.”617 They
are by no means historical-descriptive depictions, in which Marx seeks to present genetically how large-
scale industry arose out of manufacture. Both chapters have an eminently theoretical character, which is
proven by the fact that they are merely subsections of the part of Capital dealing with “The Production
of Relative Surplus Value.” What characterizes manufacture and large-scale industry by means of
machines as two distinct phases of capitalist production? Both have a capitalist character; both are based
on wage labor and are governed by the pursuit of profit. The technical labor process in each is,
however, completely different. Manufacture represents a “productive mechanism whose organs are

human beings.”618 In contrast, modern large-scale industry is based on machines. So precisely it [the



technical labor process] marks the distinctness of capitalism’s different phases. The example of the
derivation of these objective tendencies of capital from the analysis of the concrete labor process and its
instruments, machinery, illustrates the difference in principle between Marx and other theoretical
tendencies in the study of economic events. Further consequences arising from this for the problem of
crises and dynamics will be dealt with later.

While transformations in the mode of production during manufacture begin with labor, in large-scale

industry they proceed from the instruments of labor: machinery.619 The process is as follows:
machinery makes muscle power dispensable and thus facilitates the incorporation of women and
children into the production process on a massive scale. It lowers the price of labor power and increases
surplus value, because the wages of the entire “parcelized family,” doing labor that is many times

greater, are now no higher than that previously received by the individual head of the family alone.620

The degree of exploitation of labor increases in an avalanche.621 Further, the tendencies to employ
minors and immature people and simultaneously to strengthen the despotism of capital through the
extensive employment of women and children break down the resistance put up by the male

workers.622 The material consumption of the machinery, which represents a large capital value and
which must have interest paid on it and be depreciated, does not only occur when it is in use but also
when it is not in use, as a result of the destructive effects of the elements. Hence the capitalists’
tendency to make labor continue day and night. It is further strengthened by the circumstance that
every new invention threatens to devalue machinery. Hence the capitalists’ efforts to minimize the
danger of the “moral” depreciation of the machinery by reducing the period in which its total value is

reproduced.623 “Hence too the economic paradox that the most powerful instrument for reducing
labour-time suffers a dialectical inversion and becomes the most unfailing means for turning the whole
lifetime of the worker and his family into labour-time at capital’s disposal for its own valorisation.”624

A further impulse to the prolongation of labor time therefore comes from savings on outlays for
additional machinery and buildings, otherwise normally required for the expansion of the scale of
production. The expansion in the scale of production without these additional outlays signifies an
increase in the mass of surplus value, with a simultaneous reduction in capital expenditure per unit of
the commodity produced, which further increases the mass of profit.625

Machinery leads to the tendency for labor to become more intense and particularly in all areas where
workers’ resistance has made the extensive prolongation of the working day impossible because of legal
prohibitions. In the factory, “the dependence of the worker on the continuous and uniform motion of

the machinery had already created the strictest discipline.”626 The increased speed of machinery forces
the worker to become more attentive and active.627

Here the tendency for the rate of valorization to fall and to create an industrial reserve army also
comes into play. At higher levels of capitalist development and with its general application, machinery,
whose purpose is to enlarge relative surplus value and hence the mass of surplus value, brings about a
countertendency, that is, toward a fall in the rate of valorization. For the mass of surplus value that can
be obtained depends on two factors: the rate of surplus value and “the number of workers

simultaneously employed.”628 In the hunt for increased relative surplus value, the capitalist is driven to
constantly develop labor’s productivity by expanding the application of machinery in relation to living
labor, and he “attains this result only by diminishing the number of workers employed by a given

amount of capital.”629 A part of the capital that was previously variable and yielded surplus value
progressively becomes constant capital, which produces no surplus value. The result is apparent in the
tendency to create an excess working population; on the other hand, in the tendency for the mass of
surplus value attainable, in relation to the size of the capital employed, to fall. “Hence there is an
immanent contradiction in the application of machinery to the production of surplus value, since, of the



two factors of the surplus value created by a given amount of capital, one, the rate of surplus value,

cannot be increased except by diminishing the other, the number of workers.”630 Finally, Marx
underlines the dynamic impulses that emanate from machinery. While manufacture traditionally “strives

to hold fast to that [appropriate] form [of the division of labour] when once it has been found”631 and

was consequently unable to seize hold of society in its full extent and transform it in depth,632 large-
scale industry based on machinery is forced by the fall in the rate of profit to continually revolutionize
the technology of the labor process and therefore the structure of society.

5.
The second characteristic feature of the dominant theories since classical economics (the first was their
one-sided view of the valorization process) is their static character. No one disputes the static character

of the theory of the physiocrats, who discovered the “economic circuit” (the “tableau économique”).633

The theories of Smith and Ricardo are both similarly static. All of their categories are based on the
concept of an equilibrium in which “natural price” (value) asserts itself as an ideal point in economic
activity, around which market prices oscillate. As a result, there is no room for crises in Ricardo’s
mechanism. For him, they are merely accidents, introduced from the outside (wars, bad harvests, state

intervention, and so on).634 Left to itself, the economic circuit always moves in equilibrium and always
follows the same path. The deceleration and cessation of capital accumulation in the distant future that
Ricardo forecast must be described as mere pseudodynamics, because the “dynamic” factor is not
inherent in the economic process itself but is rather a natural force that influences the economic process
from the outside (falling rate of profit as a consequence of growing population and hence increased
ground rents).

This is how it remained with Ricardo’s students, too. In France, Say’s theory of markets, that is, the
theory that every supply is simultaneously a demand, that consequently any production, through the
very fact of its supply, creates its own demand, leads to the conclusion that an equilibrium between
supply and demand is possible at any time and on any scale of production. But this implies the possibility
of the unlimited accumulation of capital and expansion of production, because there are no obstacles to
the full employment of all factors of production.635

John Stuart Mill does make the first attempt to consider the dynamic character of the economy, by
distinguishing between statics and dynamics. But this division of the scientific object into two, taken
over from the mechanics of physics, proved disastrous for the further development of political
economy. Mill’s analysis has an entirely static character. After having first analyzed the economic
mechanism in a static state (with constant population, production, capital, and, likewise, unchanged
technology) and investigated its laws, he subsequently sought to add “a theory of motion to our theory
of equilibrium—the dynamics of political economy to the statics.”636

A certain number of corrections are introduced into the static picture: population growth, growth of
capital, and so on, as if such subsequent retouching removes the statically conceived character of the
economic system’s essence; as if there were two capitalisms, a static one and a dynamic one. But if
capitalism is dynamic, what is the point of investigating the laws of an imaginary static economy
without, at the same time, demonstrating how the transition from statics to dynamics is to take place?637

As equilibrium theories, the dominant theories cannot, in principle, derive generalized crisis from the
system, because for them prices are an automatic mechanism for the restoration of equilibrium, for
overcoming disturbances. Any attempt to incorporate into their system one of the empirically
confirmed moments of disturbance, that is, the tendency to break through equilibrium that is actually
observed, necessarily suffers from a fundamental contradiction. Consistent application of the lines of



thought employed in equilibrium theory can only demonstrate that such disruptions of equilibrium are
only generated precisely “from outside,” that is, by changes in economic data. From the standpoint of
equilibrium theories, the economy can always only react in one direction following changes in these
data, by adjusting: by tending to create a new equilibrium. It is not apparent how a crisis can arise in
such a system.638

Alfred Marshall (1890), who tries to combine classical theory with marginal utility theory, has a
decidedly static construct. He does investigate shifts in a developing society. These merely constitute,
however, an external framework for his analysis. It is only a matter of the adjustment of the economy to
changing, external data, such as population, capital, and so on, but not of economic developments that
arise from the economy itself. Marshall’s economy does not develop. At the center of his system lies the

concept of a general equilibrium enforcing itself in all parts of the economic mechanism.639 Once it is
achieved, no further changes take place. This basic idea is then applied to individual problems.
Equilibrium is not a heuristic device in theory but a tendency asserting itself in reality.640

The whole system is governed by the idea of a general state of equilibrium (maximum satisfaction),
toward which the economy, under free competition, tends. Marshall only arrived at this static picture
thanks to his inadequate method, because, despite his “general theory of equilibrium,” he does not
provide any theory of the system as a whole that deals with all the submarkets and the production
process at the same time that is one which grasps the overall interdependence of the system. What he
offers, in reality, is a theory of partial equilibria in submarkets, which is always concerned with relations
between already existing economic variables, with the determination of the price level (if supply and
demand curves are given), or with the determination of the demand curve, if quantities and prices are
known. So Henry Ludwell Moore, quite correctly, characterizes Marshall’s approach as “static and
limited to functions of one variable.”641

John Bates Clark, in Schumpeter’s view the most influential American theorist of the previous
generation, did “take a significant step beyond Mill’s standpoint, already mentioned, and carefully
defined the static state. . . . He also energetically advanced the proposal for a specific theory of

‘dynamics.’”642 But this remained a “proposal.” In resignation, Clark says of dynamics: “But the task of
developing this branch of science is so large that the execution of it will occupy generations of

workers.”643 What he really gives is a picture of a fictional, static economy: year after year the mass of
workers employed and the number of capitals remain unchanged, along with the tools and technologies
in production. In this society, there are no transfers of capital or labor from one branch of production to
another, and consumer demand also remains constant. Under these assumptions he investigates the
principle of distribution and demonstrates the way that prices, wages, and interest on capital are formed
in a static situation. Commodities are sold at their “natural,” that is, cost prices, so that entrepreneurs

gain no profit.644 Clark admits that “this picture is completely imaginary. A static society is an

impossible one.”645 “Actual society is always dynamic. . . . Industrial society is constantly assuming

new forms and discharging new functions.”646 But no conclusions are drawn from this observation.
Clark thinks that static forces, isolated in this way, do nevertheless possess real meaning: they also
always operate as a fundamental component force in the dynamic world; they indicate real

tendencies.647 But there is more. Despite all the emphasis on the “hypothetical” character of the “static
state” and despite all his references to the dynamic essence of reality, Clark almost totally abandoned
dynamics in his later, principal work, Essentials of Economic Theory. His picture of the economy and
society is static. The static model asserts itself in a competitive economy—although not in an ideally
pure form. As long as there is free competition, “the most active societies conform most closely to their

static model.”648 The situation is not much different in contemporary society (with imperfect



competition).649 Precisely the mobility of the prevailing economy’s elements enables a static state to be
attained more quickly than if these elements were less mobile. The “normal” (static) form asserts itself
better in the highly industrialized society of [the United States of America] than in immobile Asian

societies.650 “The static shape itself, though it is never completely copied in the actual shape of society,

is for scientific purposes a reality.”651 In short, “static influences that draw society forever toward its

natural form are always fundamental and progress has no tendency to suppress them.”652 What the
economy’s “dynamic” character consists of, and how disturbances can arise, Clark has not said. He
presents dynamic development, with its rapid changes in the economic organism, as a succession in time
of different static states.653

This static character becomes even more pronounced in the pure theory of marginal utility. Dynamic
changes in the structure can hardly be reconciled with such a construct, because it assumes that
production is governed by consumers (demand), and that the economy can be reduced to subjective
choices between various subjective uses. They are merely external data, which this theory assumes. But
it does not investigate or explain their emergence. Schumpeter (1912) could therefore state that “the
static character of its theoretical edifice was unaffected by the great reform of theory, through the
subjective theory of value. . . . In fact, the static character of the theory gained substantially in rigor and
clarity as a result of the new analysis.”654

As [Maurice] Roche-Agussol states, the main object of marginal utility theory’s analyses is an
“essentially static problem,” namely, the valuation and distribution of goods “at a given level of needs and

the means for satisfying needs.”655 With the introduction of movement through time, this theory has to
fail, even from its own standpoint, because no statements about future needs and means for satisfying
them can be made. Conscious of this fact, Menger declares that “the conception of theoretical
economics . . . as a science of the . . . ‘laws of development in economy,’ and other such things, is a

one-sided monstrosity. . . . It is a living proof of the aberrations,” et cetera.656 The theory of William
Stanley Jevons, the other founder of the marginal utility school, is also decidedly static. He operates
with concepts borrowed from the science of mechanics (such as “infinitely small quantities”), on which
he erects his theory of exchange. “The laws of exchange resemble the laws governing the equilibrium of

a lever, as they are both determined by the principle of virtual velocities.”657 Jevons does know that all
economic phenomena are in motion and must, therefore, be dealt with in units of time. But in chapter 3
of his book, he manages to exclude the time factor from his analysis by recourse to a methodological
trick. From the outset, he dispenses with the idea “of a complete solution to the problem in its entire
natural complexity” (that would be “a problem of motion—a problem of dynamics”) and confines his
analysis to “the purely static problem” of establishing the conditions under which exchange ceases and
equilibrium is achieved.658

The marginal utility school has consistently retained this character to the present; for reasons of space,
we have to restrict ourselves to a few typical examples from various currents. Frank Hyneman Knight
does emphasize that history does not stop and that “evolution to other forms of organization as the

dominant type” is inherent in capitalism,659 but thinks that “such a social development falls outside the
scope of the economic theorist,” because the notion of equilibrium is entirely applicable to such

changes.660 He refers the study of these changes to the science of history and comes to the conclusion
that “economic dynamics, in the sense which this expression should have in order to be applicable [in
economic theory], does not exist. What is specified as being dynamic in it should be named evolutionary

or historical economic theory.”661 Ewald Schams’s position is no different. According to him,
economics is a theory of “economic variables,” and understanding the relations among variables and
dependent variables necessarily requires the construction of functional concepts and the specification of



equations.662 Since, however, the theory of functional relations, as is generally conceded today,663 is
necessarily static, because it merely investigates relations between given value variables, Schams arrives
at the conclusion (despite his acknowledgment of the dynamic character of the capitalist economy) that
we must work with static conceptual tools. This is because we do not possess a specifically dynamic
conceptual form that could grasp dynamic changes. The theory of economic variables [mathematical
economics], as a theory of relations, has no more possibility of development than geometry. Quite
independently of whether “there is a stationary reality or simply an economy in full motion,” “logically

defined statics will always be an assumption.”664 Schams therefore directs his criticism against the
twofold division of theory into statics and dynamics. “Every theory of economic variables is entirely
static.” Economic movement can only be understood as the succession and comparison of various static
states of equilibrium, as “comparative statics,” as “the comparison of the two states of dependent

variables over a certain interval of time.”665 There can be no specifically dynamic problems that are not
theories of variables within the theory of economic variables but at most theoretical problems that are
no longer questions of the theory of variables, and are thus theories of the development of economic
data. But these lie outside the scope of economic theory.666

The realization that several interdependent movements and nonequivalent relations cannot be grasped
mathematically has apparently led one part of the dominant theory into an intensified struggle against

attempts to “dynamize” the theory and to a renaissance of static theories of equilibrium.667 According
to Conrad, an exchange economy without centralized management is a “self-regulating mechanism,
which tends toward a steady state, that is, seeks to assume uniform movement.” The essence of self-
regulation is that the “mechanism is steered toward a stationary state”—“a tendency that never actually
reaches its goal but which is alone to be thanked if an exchange economy, lacking centralized

management, does not fall into chaos.”668 Conrad does know that there are crises and disturbances that
cannot be regarded as movement toward a stationary state. The presupposition of the tendency toward
equilibrium is therefore “that the regulative apparatus functions correctly” (sic!). If this were not the
case, “then it is possible that the approach toward the stationary state will be constantly impeded.”669

According to Conrad, movement should be understood as a succession of stationary states without

making the intervening, nonstationary states intelligible.670 Alexander Bilimovic concedes that
previous theory merely succeeded in determining equilibrium equations for a stationary economy but
not for a dynamic economy. This explains why “the schemas which have predominated until now do not
express economic equilibrium in the real world.” These schemas are, nevertheless, held to be capable of
improvement, and Bilimovic hopes that it may also be possible to construct a mathematical model of a
nonstationary economy, for previous attempts’ lack of success in dynamizing the schemas of a stationary
economy cannot be attributed to any fundamental defect in these schemas.671

Doesn’t this twofold division of theory recall John Stuart Mill’s similar proposition? And won’t it
remain as futile as Mill’s, in view of the basic fact that no bridge can lead from statics to dynamics, even
if this dynamics is thought of as a succession of static states? For these are various static states that follow
one another. The static line of thought is unable to explain how successive new states arise, precisely for
the reason “that the equilibrium of static analysis does not allow for growth, that this analysis can only
describe an expanding system in terms of successive states of equilibrium, with the intervening stages of
transition left, and left with danger to the validity of the argument, unanalyzed.”672

These difficulties only really begin to accrue when statics are no longer regarded as a real tendency but
as a heuristic device, because there is then even less of a bridge leading from this hypothetical state to
reality, which moves in disequilibrium. “If the economic cycle’s entire course is movement in
disequilibrium—neither cumulative downward nor upward—what is the point of regarding particular
states of equilibrium as the point of departure or a transition point in this movement? If equilibrium is



nowhere departed from, tended toward, or passed through, why behave ‘as if’ this was the case?”673

Proceeding from the assumption of static equilibrium, the entire problem of dynamics is reduced to the
question of which factors “disturb” this supposed state. Thus, for [Gottfried] Haberler, there is an
inherent tendency toward equilibrium in the economic system. Consequently, for him, only the
downturn in the course of the economic cycle, the “long swing” “in the negative direction” but not the
upswing, requires explanation, “since the upward movement, the approach to full employment, might
be explained as a natural consequence of the inherent tendency of the economic system towards
equilibrium.”674

More recently still, criticisms of the concept of “the stationary state”675 as a superfluous, because
economically unreal, presupposition have multiplied in another area of the dominant theory. As Hicks
says, this group is forced to concede “that the actual state of any real economy is never in fact stationary;
nevertheless, stationary-state theorists naturally regarded reality as ‘tending’ towards stationariness;
though the existence of such a tendency is more than questionable.” “The stationary theory itself gives

no indication that reality does tend to move in any such direction.”676 Still more, Hicks holds the
concept of a stationary economy directly responsible for retarding the development of science, because
it neglected problems of dynamics.677

We can deal with the mathematical tendency’s lines of thought briefly, because our concern is not to

offer an exhaustive critique of this school but rather to bring out its static character.678 “No

presentation is more static than that of Léon Walras.”679 As can be read on a memorial tablet in the
Lausanne Academy, Walras was exalted as the theorist “who first established the general conditions of
economic equilibrium.” According to Walras, the economy can be compared with a lake, whose waves
may well be temporarily whipped up by a storm, but which subsequently subside to form a new,
mirror-flat equilibrium. Similarly, economic disturbances to general equilibrium spread out through the
entire economic system. But Walras simply regards them as oscillations, whose amplitude falls over

time until equilibrium is restored.680 The question of whether, perhaps, such a static state cannot be
realized at all is not posed. On the contrary, Walras is convinced of the possibility of the realization of
an enduring equilibrium. “The more we know of the ideal conditions of equilibrium, the better we shall
be able to control or prevent these crises.”681

The same can be said of [Vilfredo] Pareto’s work. Hicks calls Pareto’s Manual “the most complete

static theory of value which economic science has hitherto been able to produce.”682 Pareto
distinguishes three areas of research: the theory of statics, the area of economic theory that is the most
complete; the theory of successive equilibria, “we have only a very few notions about the theory of
successive equilibria”; finally the theory of dynamics, which deals with the investigation of the
movement of economic phenomena, “except for a special theory, that of economic crises, nothing is

known about dynamic theory.”683 Pareto himself contributed nothing to the investigation of dynamics
and, rather, impeded it by assuming that the above threefold division of research actually corresponded

to reality.684 His attention is only directed toward statics; his central, indeed only, problem is that of

equilibrium,685 to which he devotes chapters 3 to 6 of his book. He never indicates the bridge that

leads from statics to dynamics.686 Pareto underscores the significance of Walras’s equations for
economic equilibrium and attributes to them an analogous role to Lagrangian equations in mechanics, in
that he conceptualized reality as a system of “continual oscillations around a central point of

equilibrium” and thought that this center of equilibrium moved.687 The question of whether the
concept of economic movement is compatible with that of equilibrium is never raised and is almost
completely excluded by the untenable assumption that all economic phenomena share a simultaneous,



uniform rhythm.688

This static trait of Pareto’s theory is understandable if it is considered that he deals exclusively with
relations between already existing values on the market or, in Pareto’s later formulation, with choices
between indifference combinations that already exist. According to his conception, equilibrium is
achieved if two people possessing a certain number of goods exchange them with each other on the
market up to the point at which both parties agree that no further exchange is possible. The state of
equilibrium attained can therefore be defined as “a state which would maintain itself indefinitely” if there
is no change in its conditions or if this change is so slight that the system “tends to re-establish itself, to
return to its original position.”689

Pareto employs the concepts of statics and tendency to equilibrium, borrowed from mechanics,
without investigating whether they make sense in economics. The essence of his method of the general
interdependence of all economic variables, long regarded as a modern miracle, like the essence of any
functional approach that abstains from genetic explanation, is their static character. It only shows the
relations between already given economic variables (be they utilities or indifference combinations), but
not the capacity of the system for movement, the evolution of these variables, and hence the direction in
which the system is moving. To do this, it is necessary to look at the process of production as the source

of all changes in “economic variables.” But this is excluded from the analysis at the outset.690 Although
Hicks thinks that Pareto’s exchange equations could be extended to production processes, given certain
corrections, he makes the reservation that they would only be valid for a stationary economy in which
no capital accumulation (Hicks says no net saving) and no other changes in given economic data take
place. But this makes Pareto’s equations, as Hicks concedes, “far from being a description of reality.”
“They are not a description of reality.”691

As early as 1846, Marx wrote against Proudhon that “the relations of production of every society form

a whole.”692 The same authors who emphasize the “general interdependence” of all economic variables
and reject methods that seek to single out and explain only individual groups of phenomena from the
process of economic life themselves break this totality down into sectors. They separate market
phenomena from the sphere of the labor process and make this artificially separated sphere of exchange
the main object of their analysis. Pareto could arrive at “equilibrium equations” by dealing with the

functional connection between given market variables693 and excluding the dynamic factor of the
production process or, that is, by “completely dedynamizing the system.”694

At the same time, the above example shows how the accuracy of the mathematical process is invoked
in the construction of the system of equilibrium equations. This accuracy is not related to the content of
economic knowledge but rather to the technique of mathematical calculation. Despite the accuracy of
these operations, mathematical treatment can be a source of the greatest errors, precisely because of the
postulates that underlie the equations and determine the value of the knowledge they yield.695

In its youthful enthusiasm, the mathematical school (Walras, Marshall, [Ysidro] Edgeworth, Pareto in

his Cours, but also Böhm-Bawerk)696 believed it could measure everything and constructed an edifice of
equilibrium equations, whose basis was the assumption that utility is, in principle, a measurable
variable, or would be a measurable variable if we had knowledge of enough facts at our disposal. After
one generation, a more sober assessment was made. The objection initially raised by a few was generally
acknowledged: utility, as an intensely psychological variable, cannot be measured and subjected to

mathematical operations.697 But if marginal utility is not measurable, then nor is aggregate social
utility, and hence all the equilibrium equations constructed on this unreal basis are invalid.

The critique of the marginal utility theory, which was initially made only by opponents of the
mathematical school, is now pursued by its supporters and has led to the dissolution of marginal utility

theory.698 The breakdown of marginal utility theory did not, however, lead to the abandonment of



equilibrium equations but rather to efforts to construct them on another basis. In his Manual Pareto took
refuge in the concept of “ordinal” indifference curves, in order to use this as the basis, supposedly taken

from experience, on which to construct his theory of preference and its equilibrium equations.699

Criticism proved the untenability of this theory by highlighting the arbitrary nature of the assumptions
behind the equations. The mathematicians’ procedure presupposes the infinite divisibility of goods and
the unlimited substitutability of various goods (for example, of nuts for apples) in the satisfaction of
wants. Hence a gulf arose between the assumptions on which the indifference curves were based and

reality.700 Elevated to the status of a general rule, the assumption of the unlimited substitutability of
goods “leads to the most absurd conclusions.” For example, in the everyday consumption combination
of bread and wine, a very little or even a minimum amount of bread can be “replaced” by a lot of wine,

or increasingly small amounts of meat by more and more salt!701 These absurd results and the
indifference curves, demand curves, price relations, and equilibrium positions derived from them are
not an approximate reflection but “in truth a distorted picture of reality.”702

Considering that even in the circumstances of a solitary individual with few commodities at his
disposal there are an infinite number of possible indifference combinations, it is apparent that with forty
million people and several thousand different types of commodities, “the time and energy of a whole
generation would not suffice” to collect the incalculable amount of information needed to construct the
hundreds of millions of indifference combinations. And the time and energy of a further generation
would not suffice to solve the equations that were constructed on this basis.703

The static character of the monetary theories of crisis, which spread during the postwar period—
Wicksellian and neo-Wicksellian efforts to overcome economic cycles and stabilize the economy, the
value of money, and world prices in a purely monetary way, by means of the appropriate regulation of

interest rates by central banks—is also apparent.704 According to Wicksell, “in principle” the real
causes of crisis do lie on the commodity side. But this plays no role in his thinking because, according to
him, the connection between the economy and credit has shifted the economic system’s center of
gravity toward the monetary side. With an appropriate regulation of interest rates “the real element of

the crisis” would fall away and be reduced to “an even fluctuation.”705 This holds not merely for
individual countries but primarily for the world economy. “It would then simply be the task of the
[central] credit institutions to regulate their interest . . . rates against and with each other . . . so that
the international balance of payments remains in equilibrium and the general level of world prices is

unchanged.”706 And it is precisely this static conception of the economy that is identified by [Friedrich]

Hayek as “the most important basis for all future monetary theory of the trade cycle.”707 In fact, this

conception underlies all monetary theories of crisis (Irving Fisher and Ralph George Hawtrey).708 For
the latter, economic fluctuations are not of necessity bound up with the essence of the capitalist
mechanism but instead “arise out of a world-wide contraction of credit.”709

The crisis cycle is consequently “a purely monetary phenomenon,” and changes in economic activity,
“the alternation of prosperity and depression,” have as their sole cause “changes in ‘the flow of money.’”
“If the flow of money could be stabilised, the fluctuations in economic activity would disappear,” and
prosperity could continue indefinitely without limit.710

Doubts within the dominant theory about the correctness of the static conception first arose under the
pressure of the great crisis of 1900–1901 and then the economic disturbances of the postwar period.
More attention was paid to the problem of crises and to collecting empirical material on the course of
past crises. Using this material, economic research institutes founded to investigate these problems
attempted to establish the laws of the economic cycle’s course and its phases. Only now was attention
paid to the material elements of the production process, in addition to the value side, and the distinction
between the production of means of production and the production of means of consumption was



introduced into the analysis, emphasizing their different roles in the course of the economic cycle. The

specific role of so-called durable (“fixed”) capital711 was emphasized as a cause of crisis, for example by

[Arthur] Spiethoff and [Gustav] Cassel.712 The role of progressive technological improvements, the

disproportion between the structure of the various branches of production,713 and the influence of the
length of the period of construction on the course of the cycle ([Albert] Aftalion) were emphasized.714

These attempts turned out to be unsatisfactory, as each of the authors simply made one individual,
isolated material moment of the entire process the basis of his crisis theory, which gave these theories an
accidental, eclectic character, resting on partial observations. The same can be said of the most recent

attempts, by John Maurice Clark,715 Simon Kuznets,716 and Leonard Ayres,717 to use the durability
of the means of production as a possible basis for explaining periodicity itself and the more intense
fluctuations in the industries producing “capital goods” (the so-called accelerator principle). An attempt
is made to explain the special problem of crises by means of individual observable correlations. This
means abandoning any connection with the theoretical foundations of political economy, because of the
feeling that the old static theories are of little use in explaining a dynamic process. Since, on the other
hand, no conclusive dynamic theory in which these material elements have been treated theoretically
has been constructed, these more recent investigations of crisis have remained special theories of a
subfield in economics, lacking a broader theoretical foundation.718

Only a very small circle within the dominant theory itself has perceived the lack of a general theory of
dynamics. As Hans Mayer stated, “the unsatisfactoriness and deficiency of previous theories” was felt
“more and more intensely,” as was their fundamental error: that the apparatus of their system “could not
assimilate and deal with certain problems thrown up by the actual course of economic events.” “The
evidently dynamic problem of the economic cycle and crises” cannot be grasped by the “previous,
essentially static systems of price theory,” as a consequence of its “purely static approach” to relations of
exchange between given economic variables, which merely describes “existing price relations in a state
of equilibrium that has already been reached.” For the “analysis of the processes of movement in

economic reality” requires “insight into the process of price formation.”719 As shown above, all these
systems abstained from grasping the economic system’s overall trend in a definite direction, that is, its
developmental tendencies, and were also incapable of doing this, because they confined themselves
solely to grasping exchange relations between given variables. But from the exchange equations it is
apparent that all the quantities of goods or prices that an economic subject disposes of are received as
increments by others. Hence all these (positive or negative) increments in the number of goods or
prices result in a total sum of zero. There is no incalculable [sic] remainder that could be regarded as an

index of a definite trend in the course of the system as a whole.720 The relations of exchange of the
“economic variables” on markets are, likewise, not real processes of movement, a sequence over time.
They are transfers, a timeless “movement,” a circular motion. If, however, the economic system’s
overall trend in a definite direction is to be grasped, not only the relations of exchange of given variables
must be investigated but also their evolution, growth or passing away or (as Mayer says) the process of
“price formation.” It is insufficient to investigate exchange relations; the production process as well as
the process of circulation, that is, the process as a whole, must also be investigated. It is then apparent
that positive and negative changes no longer balance out in the full account to yield zero but that they
assume definite values (for example, a falling rate of profit). That is, they reveal the direction of
movement of the system as a whole, its developmental tendency. So the main task of theory for Marx in
Capital, the investigation of “economic laws of motion,” which was banished from the realm of
economic theory by the marginal utility school, finally steps into the foreground of the dominant theory
too. Now, for the first time, a small group of theoreticians within the dominant theory—[Rudolf]
Streller, [Luigi] Amoroso, [Paul] Rosenstein-Rodan, [Umberto] Ricci, [Oskar] Morgenstern, [Karl]



Bode, and others—turns, in principle, against the central line of thought of equilibrium theories, with
their fictitious assumption of the simultaneous rhythm of economic events. The group’s criticism is
meant to prepare the ground for a dynamic theory. It maintains that “with the realistic assumption of
diverse rhythms . . . of [economic] movements, it would . . . be a matter of coincidence if equilibrium

came about.”721 For the tendency toward equilibrium is one possibility; the alternative is that due to
nonsimultaneous rhythms of movements, one change “always brings about other changes, a perpetuum

mobile of changes, the time coefficients do not equalize and no state of equilibrium emerges at all.”722

Theories of equilibrium would have to prove that this second constellation of time coefficients cannot
occur. They have not provided such a proof, and because of the assumption of the simultaneous rhythm
of all economic processes, they have blocked the path to understanding the problem of dynamics.

The “equilibrium system” of the mathematical school only exists thanks to the circumstance that it is
“economics without time”: “The equilibrium system of the mathematical school, which includes neither

time indices nor coefficients, can therefore in no way grasp the real state of equilibrium.”723 And the
critique of the mathematical school does not single out one particular aspect of the theory or a particular
theorem but rather the theory itself, “because it offers the most precise formulation of a line of thought
common to all economic schools, so that its proven defect affects all other formulations even more
acutely.”724

The fundamental error of equilibrium theories is not, therefore, only that “they have regarded
moving, changing variables as fixed, as invariant.” For if these movements were of the same duration, if
they were equitemporal, the real course of the economic process could indeed be grasped as a series of

“successive equilibria,” each of which could be defined by the equilibrium system.725 The moment the
theory proceeds to grasp nonequitemporal movements, that is, to explicitly express the time factor t,
however, as Shams states, “the static system is struck at its weakest point: the assumption of the

pseudoconstancy of economic periods.”726 For the incorporation of the time element, that is, divergent
periods of movement, shatters the equivalence of the relations that constitute the basis of the

mathematical system of the equations and therefore cannot be managed mathematically.727 So talk
about the failure of economic theory is understandable, because it progressively lost all relation to
reality. A theory that regards capitalism as a mechanism tending, through self-regulation, toward
equilibrium is incapable of comprehending the economic developments of the last few decades, namely,
the attempts to establish such an equilibrium through conscious interventions of monopolistic regulation
that characterized this period.

So the dominant theory faces a dilemma. Mathematical economics could celebrate its triumph as long
as it was dominated by ideas of equilibrium. These, however, failed to explain the economy’s dynamic
movements. They regarded these movements as mere oscillations around a state of equilibrium or as

temporary disturbances prior to the achievement of a new equilibrium,728 while reality demonstrates
long-term disequilibrating movements, exhibiting increasing disequilibrium instead of a tendency
toward equilibrium. The reason why all tendencies within the dominant theory emphasized the static
character of the economy, its capacity to adjust to the changing needs of society, for over a century—
from Ricardo to the present—has clearly been the need to justify the existing economic order as a
reasonable, self-regulating mechanism. The concept of self-regulation serves to divert attention away
from the actually prevailing chaos of the destruction of capital, the bankruptcy of entrepreneurs and
factories, mass unemployment, insufficient capital investment, currency disturbances, and arbitrary

redistributions of property.729 Only in this way is the introduction into economic theory of concepts of
statics and dynamics, which originated in theoretical physics, without any justification of such a twofold
division of theory, understandable.730

The untenability of such a division becomes clear when the fact that there are no immobile economic



processes is considered; that the so-called “stationary” economy “moves,” is, namely, a circular process.
Hence the characteristic distinction between statics and dynamics cannot be that one investigates
immobile, the other mobile changing phenomena. Instead, we characterize as static a kinetic economic
process that has reached complete equilibrium in its movements and, because all subjective and
objective conditions persist, repeats itself forever in unchanging form, from one period to the next (a

cyclical process).731 Consequently, a dynamic economy is not to be understood just as an economy “in
motion” (a static economy also moves) but rather as an economic process that has not reached
equilibrium in its movement and thus moves in disequilibrium over the course of time. This can only
mean, however, that the conditions of this economic process change from period to period, hence the
result of the economic process—the economic structure—also experiences continual changes.

Since John Stuart Mill, theory has been forced into this twofold division, but only statics, the tendency
toward equilibrium, has been worked on. There has been discussion of dynamics and the necessity of
“dynamizing” theory, without anyone being able to construct a complete theory of dynamics. Success in
breaking away from the dictatorship of these traditional concepts has come late and very slowly. Finally,
as Bode states, it has been recognized that there is no point in clinging to the concept of an equilibrium
state if, in reality, “equilibrium is nowhere departed from, tended towards or passed through.”

Understanding that the equilibrium line of thought is untenable has not, however, made the position
of the dominant theory any easier. On one hand, it states that a dynamic theory is needed to explain
reality; on the other hand, however, it is forced to admit that the construction of such a theory
generates fundamental difficulties.732

6.
The discovery, only made by the most advanced, minority wing of the currently dominant theory—and
then only after the violent disturbances of the [First] World War—namely, that a dynamic reality
cannot be explained by arguments based on ideas of equilibrium, had already been enunciated by Marx
in 1867 in the theory of the dual character of labor. This theory was completed in the second volume of
Capital, in the theory of the various circuits of capital and also of the turnover time of capital. Marx was
obliged to set foot here, too, on terrain that had never been entered before. First, he had to create all
the categories and concepts that were connected with the time element (circuit, turnover, turnover
time, turnover cycles). He correctly raises the objection that classical theory has neglected the

investigation of the time element, the form of the circuits and of turnover.733 Such a disregard was
understandable given their merely value-oriented approach. In contrast, Marx’s conception of the dual
character of all economic phenomena compelled him to look at the economy in its specific movement,
not statically. For capital advanced in the form of money can only maintain and multiply itself by
changing its natural form in the circuit, transforming itself from the money form into the shape of the
elements of production and from these again into the shape of finished products, commodities. Capital
must spend a given minimum period of time, objectively determined by the technologies of the
processes of production and circulation, in each of these three stages before passing on to the next
phase. Capital “is a movement, a circulatory process through different stages. . . . Hence it can only be

grasped as a movement, and not as a static thing.”734 The “production time” presented in the first

volume of Capital is now supplemented in the second volume by an analysis of “circulation time.”735

This not only has consequences for the specific problem of the size of profit but also gives Marx the
opportunity to deal with the naked form of motion as such—the question of the duration of the circuits,
whether they coincide or are sequential, that is, the conditions for the undisturbed transition from one

stage to the next.736 The circuit of capital proceeds normally only so long as its various phases pass into



each other without delay.737 Marx demonstrates the theoretically postulated conditions for such a
normal circuit, which in reality are only present by way of exception: the undisturbed course requires
the coexistence of capital in all of its three natural forms. The normal “succession” of each part is
conditioned by the “coexistence” of capital, that is, by its constant availability in all three forms—as
money capital, productive capital and commodity capital—and by its proportional division into each of

these forms.738 This simple formulation conceals the problem of dynamics. The coexistence of the
three forms of capital is identical with their synchronization and thus presupposes given values that are
unchanged, because they all fall into the same unit of time. It is precisely only in this case that the “unity

of the three circuits” can really be spoken of.739 In contrast, succession is a process in time and
consequently includes the possibility of revolutions in the value of the individual parts of capital, which

must impede the smooth transition of capital from one phase to another.740 Thus, according to Marx,
equilibrium would only be possible under the unrealistic assumption that values and technology are

constant.741 Since in reality this condition cannot be realized, the circuit of capital must move
“abnormally,” that is, in disequilibrium.

The entire presentation is crowned by the analysis of the “turnover of capital,” where the circuit of
capital through all three stages is understood “not as an isolated act but as a periodic process.” The
duration of this turnover, given by the sum of production time and circulation time, is called “turnover
time” and measures “the periodicity in the capital’s life-process, or, if you like, the time required for the

renewal and repetition of the valorisation and production process of the same capital value.”742 Finally,
following the presentation of the turnover of individual capitals, Marx arrives at the presentation of
“The Overall Turnover of Capital Advanced: Turnover Cycles,” in order, within this train of thought,
to emphasize those elements that operate in the direction of disequilibrium.743

In his reproduction schemas, Marx proceeds on the assumption of an identical turnover time of one
year for all capitals in all branches of production. While for the dominant theory the synchronization of
all movements is a definitive approach, for Marx it is merely a preliminary, simplifying assumption, a
first step in the process of successive approximation of reality. He later considers the circumstance that,
in reality, “the turnover times of the capitals vary according to their various spheres of investment.” This
variation in turnover time depends on the natural and technical conditions of production of each kind of

commodity (food crops, leather, and so on).744 In addition to these circumstances, resulting from the
process of production and “which distinguish the turnover of different capitals invested in different
branches of industry,” there are others given by conditions in the sphere of circulation (for example,
improved means of transport and communication, which reduce the period during which commodities

are moved about).745 It is self-evident that all these differences in total turnover times must necessarily
result in disequilibrium of the system, considering that the original equilibrium in the equations for the
reproduction schemas only resulted from the assumption of an equal turnover time for all capitals.

In addition to these sources of disequilibrium due to variations in the total turnover time of the
capitals in the various branches of production, there are further differentiating factors within each
branch of production, because the turnover times of the fixed and circulating parts of capital are
different. With regard to circulating capital, Marx investigates the temporal relation between working
period and turnover period, since the size of the circulating capital which functions during both of these
periods is conditioned by their durations. Of the three possible cases—that the working period is the

same as, longer than, or shorter than the period of circulation746—only the first, “in which the
working period and the circulation time form two equal halves of the turnover period,” allows the

undisturbed transition of the capital functioning in the working period into the circulation phase.747

The same applies in the case in which both periods are indeed unequal but the turnover period “is . . . an



exact multiple” of the working period, for example, if the working period is three weeks and the

circulation period six, nine, or twelve weeks, and so on.748 The turnover process only proceeds
“normally,” undisturbed, under this “exceptional . . . assumption,” which in reality only occurs by
chance.749

In all the other cases, that is, for the majority of social circulating capital, the necessary modification
of the “normal course” occurs during the annual or multiyear turnover cycle. As a result, the circulating

capital advanced is “set free” or “tied up.”750 This generates the objective basis as well as the subjective
impulses for credit expansion or contraction and also the impulses to expand or contract the given scale
of production itself, instead of the originally assumed “normal” transition, on an unchanged scale, from
the working period to the circulation period. These impulses do not come from outside but arise
endogenously, “simply by the mechanism of the turnover movement,” that is, from the temporal

difference between the working period and the circulation period.751 Far from being a primary cause
of changes in the scale of production (as monetary theorists of crisis assume), credit expansion and
contraction is a dependent variable, conditioned by the turnover mechanism.752

And similarly, the time factor (the durability of the means of production) constitutes the basis for the
distinction between fixed and circulating capital. The means of labor employed in the production
process “only form fixed capital to the extent that the time during which they are in use extends longer

than the turnover period of the fluid capital,”753 that is, to the extent that the “turnover of the fixed
component of capital, and thus also the turnover time needed by it, encompasses several turnovers of
the fluid components of capital.”754

This difference in the length of the life of both types of capital results in the variation in the
replacement of both kinds of the means of labor, to the extent that we do not consider the value side (as
replacement of money) alone but, at the same time, replacement in kind. While labor power and those
means of production that represent fluid capital (raw materials) are used up in a shorter period of time
and must therefore be continuously renewed, the replacement of fixed capital in kind does not occur

continuously but rather periodically.755 Marx uses this divergence in the time periods necessary for the
replacement of both types of capital, in the form of money and in kind, as one of the elements (“the
material basis”) of his explanation for the periodicity of crises.756

So long as the process of reproduction and the problem of equilibrium are regarded exclusively from
the value side, the problem under consideration here won’t be encountered at all, because the
distinction between the lifetimes of fixed and fluid capital applies to their natural form, not their value.
If Marx’s scheme for simple reproduction is regarded merely in terms of value and assumes an annual
renewal of all the components of capital, the resultant synchronization of all the movements in the
schema would obliterate the specific difference between fixed and circulating capital and hence the

whole problem connected with their various replacement times.757 For both fixed and also circulating
capital are renewed annually as values in the schema. The problem first arises when the schema is
considered in terms of use value: only now does the difference in the life of each type of capital become
apparent and hence also the problem of the different dates of their replacement. (The originally assumed
synchronization of replacement dates was only a preliminary approximation, which does not correspond
to reality.) While raw materials have to be renewed annually, fixed capital (for example, the 2,000
units in department II of the schema, the consumer goods industry) “is not renewed for the whole of the

period during which it functions,” because it lasts for several years.758 Consequently, there can be no
sales from department I, which manufactures this fixed capital, to department II for several years. Since,
however, the annual productive capacity of department I remains 2,000 units, overproduction must
necessarily take place in department I. “There would be a crisis—a crisis of production—despite

reproduction on a constant scale.”759 “Normal” production could then only occur in department I if



(despite the assumption of simple reproduction in department I) department II was to be expanded over

several years,760 creating a new, additional market for department I each year (the accelerator

principle).761 This is, however, impossible. For the faster expansion of department II, on the basis of
the given technology, presupposes an impossible increase in the working population. The second
department in the schema would have to double in the second year and triple in the third; the working
population employed there would have to grow by 100 percent in the second year of reproduction, 50
percent in the third, and 33 percent in the fourth!

In addition to the reasons for the absence of an equilibrium previously mentioned, there is a much
more fundamental and general one, resulting from the structure of the capitalist mode of production,
from the tensions that are grounded in the dual character of this mode of production.

Theories both before and after Marx confine the conditions for equilibrium to submarkets and merely

in terms of value.762 The relation between quantities and values is only analyzed from the perspective
of the effect of variations in quantity on marginal values. Equilibrium can always be achieved under such

assumptions.763 In contrast, Marx shows that the issue is not equilibrium in submarkets (money
market, labor market, commodity market for the means of production or consumption), just as little
equilibrium in the “production process” or the “circulation process.” Instead, because Marx regarded the
capitalist process of production as a “circuit” in which capital passes through its various stages, he
highlighted the idea that equilibrium has to be grasped as an equilibrium within the overall interaction of
all these stages. From this perspective, he was the first to carefully define the state of equilibrium in the
“process as a whole” and investigate the conditions under which it arises. At the same time, however, he
showed that these conditions cannot be realized within the capitalist mode of production. For Marx this
signifies, however, that the “normal course,” the “state of equilibrium,” does not mean an “average,”
“typical,” or “most frequently occurring” process but instead only an imaginary, undisturbed course of
reproduction (under fictitious conditions), which never comes about in reality and merely serves as a
methodological tool of analysis. As a total social process, the problem of reproduction has to be dealt
with in its dual character, that is, “the process of reproduction has to be considered from the standpoint

of the replacement of the individual components of C’ both in value and in material.”764 Consequently,
equilibrium could only be realized if both sets of conditions, those on the value side and those on the use
side, are simultaneously fulfilled.

Marx’s specific crisis problematic and its solution arises from this comparison of the two series—“the
value components of the social product . . . with its material components.” In the circuit C . . . C’, “the
preconditions for social reproduction can be immediately recognised from the fact that it is necessary to

demonstrate what becomes of each portion of the value of this overall product C’.”765 This means not
only that, in terms of value, all the commodities produced must be sold on the market, without a
remainder. It is also necessary to investigate what then happens to the material mass of things, the use
values that have been purchased, to see whether they can in fact be completely employed in the

production process (equilibrium in production), including individual consumption.766 It is therefore a
matter of the “transformation of one portion of the product’s value back into capital, the entry of
another part into . . . individual consumption . . . and this movement is not only a replacement of
values, but a replacement of materials, and is therefore conditioned not just by the mutual relations of
the value components of the social product but equally by their use values, their material shape.”767

From the above, it is already apparent that the assertion often made in the literature that according to
Marx use values lie “outside the consideration of political economy” is based on a misunderstanding.
According to Marx, only “use value as such,” that is, use value in the sense of subjective utility, lies

outside political economy.768 He counterposes to this use value as “material shape,” which is not a
subjective utility but an objective thing with a definite, economically important form, a natural form



that is exchanged on the market or functions as a means of production in the labor process.769

Consequently, Marx speaks of “use value or object of utility,” of use value or “material shape,” of “use
value or its physical shape as a commodity,” of the “sensuous objectivity of commodities as physical

objects,” and of the “mass of the means of production” as distinct from their values.770 Use values,
defined in this way, take on crucial importance in Marx’s system.771

Under the influence of dominant theories, Marxist literature has regarded the problem of equilibrium
—insofar as its conditions are specified in Marx’s “tableau économique”—exclusively from the value side

([Karl] Kautsky, Rudolf Hilferding, Otto Bauer, Rosa Luxemburg, and [Nikolai] Bukharin).772 There
have to be certain quantitative value proportions in both of the departments in Marx’s reproduction
schemas if all the quantities of value supplied and demanded are to be exchanged without a remainder.
The analysis of the material side of the labor process was reduced to the single proposition that in the
process of reproduction, department I must produce means of production and department II means of
consumption.

Marx’s conception of equilibrium, however, is fundamentally different from the above. He shows
that, in addition to value proportions, quite definite technical proportions must exist between the mass
of labor and the mass of the means of production (machines, raw materials, buildings), in all the
departments and subdepartments of the reproduction schemas. These depend on the particular
character of the sphere of production under consideration. For the technical labor process, the amount

of value these use values represent is quite immaterial.773 In factories, such a technical proportionality
among factors of production is arranged directly by the technical management. In view of the reciprocal
relations of the various branches of production within society, however, it is also the basic condition for
the undisturbed course of the production process, because the social division of labor makes the various
preceding and subsequent stages of the labor process dependent on one another, as “element[s] of the
total labour of society.” Despite all their apparent personal independence, producers soon discover that
“the independence of the individuals from each other has as its counterpart and supplement a system of

all-round material dependence.”774 Only insofar as there is such technical articulation and reciprocal,

quantitative accord among individual branches of production is “full employment”775 of all productive
factors in the technical labor process possible, without either unused capacity or shortages of raw
materials, machines, or labor power.

In short, the condition for equilibrium in the system of capitalist production as a whole is a dual
proportionality of its basic elements. While sale on the market, without a remainder, requires value
proportionality within the scope of individual branches of production, for the technical labor process
quantitative proportionality of all productive factors, among all branches of production and within each
branch as conditioned by the state of technology, is necessary. This technical proportionality is no more
present from the outset under the capitalist mode of production than value proportionality, as “the

quantitative articulation of society’s productive organism . . . is . . . haphazard and spontaneous.”776 Is
there any possibility that this dual proportionality is realized at all? This question takes us to the heart of
Marx’s conception of the problem of equilibrium in the “process as a whole,” which is the unity of the
technical labor process and the process of value circulation. The difference from the dominant
conception is most clearly intelligible in the example of simple reproduction.

“The supposition is that a social capital . . . supplies the same mass of commodity values and satisfies
the same quantity of needs in both the current year and the previous year” (that is, it supplies the same
mass of use values). Does an equilibrium in reproduction now exist in the case, for example, of a bad
harvest reducing the amount of cotton by a half, although it represents the same value as twice as much
cotton did previously? In short, does “value . . . remain the same, even though the volume of use values

declines”?777 Seen in terms of value, there would still be “a market equilibrium” in the schema of



simple reproduction. In contrast, the schema would necessarily exhibit large disturbances when looked
at from the standpoint of the technical labor process: half the spindles and looms would have to be shut
down due to the shortage of cotton, that is, the technical scale would be halved. “Reproduction cannot

be repeated on the same scale.”778 This example shows the inadequacy of the dominant theory’s purely
value perspective. It assumes that the conditions for equilibrium that are expressed in value equations
can always be realized. It does know that capitals that are immobilized in one branch of industry can
only be shifted to another branch with difficulty. It treats such instances, however, as “frictions” that
only impede the realization of value equilibrium for short periods. In contrast, it regards “adjustment”
over longer periods as eminently possible, because the issue here is not so much the transfer of already
immobilized old capitals as of the investment of new capitals, thus of “processes of adjustment” within
production. These allow the subsequent reestablishment of the correct value proportions on both sides
of the exchange equation. In contrast, Marx shows that the value equilibrium asserted by all static
theories, to which the economy is supposed to tend, can be established only exceptionally and by
chance. This is because the technical labor process gives rise to objective and enduring resistances and
blockages that in principle exclude the establishment of such an equilibrium. Even if, when seen from a
purely physical point of view, complete freedom and mobility of capital existed, and the transfers in the
sense required by the value equations for the establishment of equilibrium took place, equilibrium in the
system as a whole would not be achievable, due to the incongruence, in principle, between value
proportions and technical, quantitative proportions. It may well be possible for a partial equilibrium to
occur temporarily, for example a value equilibrium on the market. But then it becomes apparent that
there is no equilibrium in production and various elements of production cannot find employment, or,
conversely, that although there is quantitative equilibrium in production, there is no value equilibrium
on the market. It follows that with a definite quantitative, technical proportion, which is necessarily

given by the scale of production and depends on the size of fixed capital,779 a value proportion
resulting from this technical proportion is also already given. It cannot be changed according to the free
will of the entrepreneur so that the theoretically postulated conditions for value equilibrium are
satisfied. In short, value proportionality is not very elastic because it is bound up with technical
proportionality. Under these circumstances, the incongruence of the two series of proportions and
hence the tendency toward the disequilibrium of the system as a whole is unavoidable. On the basis of
capitalist production, equilibrium—the “normal course”—is merely our abstraction, a conceptual
fiction derived from the “real movement,” which is the opposite of this abstraction, namely, constant
disequilibrium. “In political economy law is determined by its opposite, absence of law. The true law of
political economy is chance.”780

Not only does Marx deny the regulatory function of the price mechanism, its supposed tendency to
balance supply and demand, but he also shows that once this mechanism has fallen into a state of

disequilibrium, it continually generates impulses that increase this disequilibrium.781 Because too much
has been produced, there is an impulse to produce still more! From Adam Smith to the present, the
dominant schools could only propound the theory of the tendency for the volume of production to
adjust to demand with the aid of competition, because they presupposed competition as given, as a kind
of occult quality, without ever investigating its origins. “Competition . . . is burdened with explaining
all the economists’ irrationalities, whereas it is supposed to be the economists who explain
competition.”782

In contrast to the dominant conception, Marx shows that there is no balancing mechanism in the sense
of the adjustment of production to demand. According to Marx, an orientation to consumption, that is,
adjustment of production to demand, was a characteristic of capitalism’s youth, the period before the

advent of modern large-scale industry, when there was as yet no large fixed capital.783 There can be no
talk of such an adjustment of production to demand at present, when fixed capital constitutes a



predominant and continuously growing share of total capital. The entrepreneur ignores the “market’s
command” to curtail production, supposedly expressed in falling prices. An orientation toward
production instead of consumption is precisely characteristic of the highly developed capitalist
economy: that is, production precedes demand. Hence, for the reasons previously provided, there is an
inherent tendency to periodically overproduce durable “fixed” capital, for which no profitable

employment can be found.784 But because there is a persistent tendency to overproduce in the sphere
producing fixed capital, a compulsion to compete necessarily arises, which does not operate to balance
supply and demand. Where, as a consequence of overproduction, there is insufficient living space
(market outlets) for all entrepreneurs, individuals are compelled to save themselves from collapse at the
expense of the others. Far from curtailing output when prices and profits are falling, every entrepreneur
with access to the necessary means seeks to produce more cheaply and, indeed, profitably than
competitors, by introducing better and cheaper technologies and by expanding the scale of production.
So the continual overproduction of fixed capital constitutes a permanent impulse to continually
revolutionize technology and hence to continuous revolutions in value, which are characteristic of the

capitalist mode of production.785 Continuous improvements in technology and expansion of the scale
of production make general overproduction even worse. The individual entrepreneur has, however,
secured the profitability of and markets for his own progressive plant.786

So, under the pressure of initial overproduction, the transformation of the entire structure of the
capitalist mechanism propagates over the whole breadth of society. At one pole, new, higher
technology, together with the enlarged scale of the individual plant, is victorious. The extra profits
achieved attract new entrepreneurs, the movement becomes more generalized, and an “upswing”
occurs. At the other pole of society, simultaneously and as a direct consequence of the spread of
improved technologies and associated revolutions in value (reduction in “socially necessary” labor time),
this does not prevent all plants with more backward technologies from being even more threatened by
falling prices and overproduction and pressured to withdraw from competition altogether. As,
however, the scale of those few new, large plants exceeds the productive capacity of the many small,
failing plants, the end result of the movement is growth in the overall scale of social production. And
this movement is repeated again and again, as the large, new plants with the most modern technologies
soon lose their privileged position because of the generalized application of technological innovations,
and the game must begin anew.

Under the pressure of periodically occurring overproduction, the impulse to constantly
revolutionized technology and hence also to “periodic revolutions in value” is strengthened. The
entrepreneurs who yesterday were able to gain extra surplus value by introducing new processes are
today threatened by newcomers with still better technologies and have to be content with the average
profit. Tomorrow they may not even cover their costs or may indeed register a loss, and will have to

pull out of the market.787 There is an eternal hunt after extra profits for their own individual plants, a
continual attempt to secure an at least temporary, privileged island of extra profit by revolutionizing
technology. The “real movement,” presented above, shows that there can be no talk of an adjustment of
production to demand; rather, production constantly outpaces demand, and the regulatory function of
the price mechanism does not exist at all. Far from leading to the curtailment of production, periods of
falling prices were in the past and still are today periods of the greatest technological progress and
expansion of production. In the face of this now self-evident failure in the construction of the existing
economic mechanism, the dominant theory also begins to discover that instead of the alleged tendency

toward equilibrium, there is perpetual motion of change, a tendency toward disequilibrium;788 that
instead of the regulatory function of the price mechanism balancing supply and demand, situations can
arise in which “once destroyed, equilibrium is lost forever.”789

A theory of dynamic movement must not only point out individual dynamic factors but also make the



disequilibrating movement of the system as a whole and its causes intelligible. Beyond that, it has to
show the consequences of the dynamic movement for the whole system. In a self-contained theory,
Marx sought to grasp not only the sequence of the economic cycle but also the structural changes in the
whole system that were its result. Only thus could he show the direction of the overall course of the
economic system, its “developmental tendencies.” This is not contradicted by the fact that, at a
particular level of development, the indicated direction of this course encounters a limit and approaches
its end. The validity of the theory is not put in question if it is shown that this limit to the capitalist
dynamic is conditioned by and derived from the basic conditions of the system, the dual character of
labor.790

We have seen how, with the development of the capitalist mode of production, a tendency toward

growth in the minimum size of plants prevails.791 Hence also growth in the capitals required to run a

business under “normal” conditions.792 It follows that, at a given moment, the scale of production, the
size of plant, does not depend on the free will of the entrepreneur. “The actual degree of development

of the productive forces compels him to produce on such and such a scale.”793 This is, therefore,
something given by the technology. It is self-evident that this makes accord between the technical
proportions and the required value proportions more difficult. In the course of capitalist development,
the tendency toward growth in the organic composition of capital prevails. An ever-larger part of a
given capital is transformed into means of production (MP) and an ever-smaller part into labor power

(LP).794 Looked at from the value side, the ratio c:v does grow, however, because of the slower pace of
technological progress (cheapening, in value terms, of the means of production) than the quantitative
growth in the ratio of MP to LP. The difference between capital’s rates of growth in terms of the
quantity [of commodities] and value makes the congruence of value and physical proportions even more
difficult than previously.

Further, the analysis of the technical labor process yields the law of the uneven development of the

individual branches of production.795 It is precisely the example of this disproportionality in
development that best illustrates the distinction between Marx’s conception and that of the dominant
theory. The latter represents uneven development as capital accumulation in different branches as being
different in value terms, for example, 20 percent in one, 35 percent in another, and so on; and
disturbances as arising from such value disproportions. According to Marx, this can happen, but does
not have to; and does not get to the essence of the problem. Even if all spheres were to have
accumulated evenly in value terms, for example, by 1 percent, disturbances must nevertheless arise if
the expansion in material terms is not proportionally the same in all branches of production. For with
the same percentage growth in capital in all branches, the material expansion in the various branches can
vary in size and amount, for example, to 5 percent in one sphere and 20 percent in another. This is
conditioned by the specific technological character of each sphere, and according to Marx, it is these
characteristics that underlie leaps in technological development.796

The contradiction, in the abstract, between possible, continuous accumulation of value and the fact of
discontinuous, jerky material expansion is related to, but not identical with, the above law. Vulgar
Marxist literature is fond of looking at accumulation in purely value terms and assuming that any

arbitrary amount of value can be accumulated (see, for example, Laurat):797 that 50 percent of the
surplus value is consumed by the capitalist and the other 50 percent steadily accumulated each year. It
does not ask whether this surplus value destined for accumulation is large enough to acquire the
quantities of means of production required for the expansion of production. The assumption that any
small increase in profit can correspond to an equally small growth in the technological apparatus of
production, that is, the presupposition of the infinite divisibility of goods, underpins this conception. In
contrast, Marx emphasizes that such a parallel relation between value accumulation and material



accumulation does not exist, because not every dollar earned is accumulated, that is, can be converted
into the material elements of production. For the expansion of the scale of production, a certain
minimum amount of capital is usually required, to buy a whole set of technically connected machines

making up a unit (for example, in the textile industry).798 Expansion can only take place, therefore, by

this unit, or multiples of it.799 Such material relations—and consequently also the value relations they
bear—consequently determine the minimum amount of money capital necessary for expansion and vary

from industry to industry.800 In short, according to Marx, “the proportions in which the productive

process can be expanded are not arbitrary, but are prescribed by technical factors.”801 While, for
example, the entire surplus value (or even part of it) suffices and is employed for the expansion of
production in one branch, in others the surplus value is saved up for several years until it reaches the

minimum size necessary for “real accumulation.”802 Consequently, while one branch of production
may be expanded every year, expansion in others only occurs at intervals of several years.

The incongruence between the value side and the material side of the process of reproduction, which
we have examined from the side of production, is increased still more by impulses that come from the
demand side. An even, proportional expansion of all the spheres of production rests on the tacit
assumption that demand (consumption) can be expanded just as evenly and proportionally. In contrast,
Marx emphasizes that the individual or productive use of certain commodities is constrained, inelastic,
which must likewise result in an uneven material expansion of production in various spheres. No one
who finds two tractors sufficient for the cultivation of their land will buy four simply because their price
has fallen by half. Demand for tractors is, all other things being equal, not dependent on their price
alone but is rather determined by the area to be cultivated, that is, quantitatively. “But the use value—
consumption—depends not on value, but on the quantity. It is quite unintelligible why I should buy 6
knives because I can now get them for the same price that I previously paid for 1.”803

All these moments exclude symmetry in technical and value movements; consequently, they impede
the doubly proportional expansion of the productive apparatus, in both value and quantitative terms,
that theory postulates as the condition for equilibrium. The realization of this equilibrium cannot be an
enduring rule. With the constant impulse to revolutionize technology and values, the coordination of
the value and material sides of the productive apparatus must become more and more difficult and their
incongruence constantly grow. The two sides of the productive apparatus move in opposite directions,
following technological change and the development of the productive forces: the values of individual
commodities have a tendency to fall, while the mass of material goods increases. Under such
circumstances equilibrium, the “rule” presupposed by political economy, can only occur, as it were, by
chance within the general irregularity, as a momentary point of transition in the midst of constant
disequilibrium.804
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606. [Hegel, The Encyclopaedia Logic.]
607. Marx, “Economic and Philosophic Manuscripts of 1844,” 330. [Marx italicizes “mental value” and “abstract.”]
608. Marx, “Economic Manuscript of 1861–63 [Notebooks XII to XV],” 462. [Editor’s interpolation.]
609. Hegel already criticized this tendency to mathematicization, which only grasps one side, the relations between quantities, in the
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encompasses nearly 150 pages. But much space is also devoted to the presentation of the technical labor process in its connection with the
valorization process.
618. Ibid., 457, 468.
619. Ibid., 517.
620. [This phrase is used by Marx in German but does not appear in the English translation of Capital referenced here. See Ibid., 518, and
Marx, Das Kapital, 355.]
621. Marx, Capital, vol. 1, 517.
622. Ibid., 526. See pp. 489–90 on the insubordination of workers characteristic of the period of manufacture.
623. Ibid., 528.
624. Ibid., 532.
625. Ibid., 529.
626. Ibid., 535.
627. Ibid., 536–37.
628. Ibid., 530.
629. Ibid., 531.
630. Ibid.
631. Ibid., 485. [Editor’s interpolation.]
632. Ibid., 489.
633. [Quesnay, Quesnay’s Tableau Économique.]
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697. “Utility is, and will remain, only a comparable but not a measurable magnitude. . . . Attempts to treat utility like an ordinary
extensive magnitude, in our opinion . . . are bound to fail. . . . One cannot subject utility to the ordinary arithmetic and algebraic
operations.” Compare Fisher, Mathematical Investigations, 88. [Bernadelli, “The End of the Marginal Utility Theory?” 192. Bernadelli
emphasized “comparable” and “measurable.” Grossman provided no reference for this quotation from Bernadelli. As the source of the
quotation, Bernadelli cites Bilimovic, “Irving Fishers statistische Methode.” It is not there but is in Bilimovic, “Ein neuer Versuch der
Bemessung,” 178. The page in Fisher’s work that Grossman refers to does not seem directly relevant, although the entire monograph is
devoted to the subjection of utility to algebraic operations.]
698. “It is a curious process of a self-decomposition of a theory—a supreme example of Hegelian dialectics . . . —which not so long ago
had been hailed as the essential step in putting economics on a scientific basis.” Bernadelli, “The End of the Marginal Utility Theory?” 192.
699. For example, someone who possesses 100 apples and 100 nuts can be asked how many nuts would compensate for giving up 10 or 20
apples. A combination of 80 apples and 140 nuts, for example, could result.
700. Mayer, “Der Erkenntniswert der funktionellen Preis-theorien,” 214.
701. Ibid., 211–12.
702. Ibid., 212; compare 216. Compare also Ricci, “Pareto e l’economia pura,” 43, Schultz, “The Italian School of Mathematical
Economics,” 77, and Mayer, “Der Erkenntniswert der funktionellen Preis-theorien,” 207–8. Mayer stresses that the indifference
combination only takes the form of a curve with two goods; with a combination of three goods, the diagram becomes three-dimensional;
under real conditions, that is, with thousands of goods, indifference diagrams would be “inconceivable,” thought of in a space of thousands
of dimensions (!)—[“diversities in hyperspace”—that would be purely imaginary and have nothing more to do with reality.
703. In addition, the Lausanne School’s method—the method of the general interdependence of all economic variables—so admired in its
time, is today held responsible for the school never going beyond worthless generalities. It led to the school’s “theoretically idle state.”
Lange, “Die allgemeine Interdependenz,” 56. Hicks underlines the “apparent sterility of the Walrasian system,” because of its great distance
from reality, in Value and Capital, 60. As Husserl correctly says, the danger of such failures is inherent in the essence of mathematics itself.
It is a technique that can be and often is applied to the most various and also irrelevant areas. “The same thinkers who sustain marvellous
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The Evolutionist Revolt against Classical

Economics805

1. In France: Condorcet, Saint-Simon, Simonde de Sismondi
Any theoretical analysis of a contemporary economic system must lead to the formulation of a standard
with which to evaluate the existing level of development. To have any validity, such a standard must be
worked out of the developmental process itself and not merely from the level attained at the moment of
analysis. It will therefore be useful to the present-day theorist to look back and see how dynamic or
evolutionary thinking actually entered the field of economic theory. The problem has not been
adequately or at all accurately presented in our economic literature. Thus, Richard T. Ely writes: “It is
probably due to Herbert Spencer more than to any other person that we have come to recognize the

applicability of evolution to the various departments of the social life of man.”806 But the essay of
Spencer to which he refers did not appear until 1857, decades after others were already using

evolutionary notions in the social sciences.807 John Bagnell Bury, to cite a more recent example, wrote
a whole book on the idea of progress without even mentioning [Jean Charles Léonard Simonde de]
Sismondi or Richard Jones—the two men who first worked out the idea of the historical succession of

ever more advanced economic stages.808 In German economic literature either the problem is not

discussed at all, as in [Karl] Bücher’s widely known study of the rise of national economy,809 which
does not once mention feudalism or capitalism; or else the sole responsibility for what they call the

“sociologizing” of economics is falsely attributed to [Georg Wilhelm Friedrich] Hegel and his school.810

[Edmund] Whittaker, too, in a recent book, makes the mistake of overestimating the German
representatives of historicism—the German historical school and Hegel. At the same time, speaking of
the French and English, he mentions the economic views of [Henri] Saint-Simon, Sismondi, James
Steuart, and Richard Jones, but not their ideas on evolution. [Marie-Jean-Antoine-Nicolas de]

Condorcet is not mentioned at all.811

The purpose of the present study is to show the decisive role of French and English economists in
laying the basis for modern evolutionary theories of economics, and particularly for the work of Karl
Marx. It is fully consistent with the general neglect of our problem that Marx’s contribution to the
“sociologizing” of economics is also widely misconstrued. According to [Werner] Sombart, for example,
the importance of Marx lies not so much in the field of economic theory as in the field of sociology.

“Marx,” he writes, “applied evolutionary thinking to the social process.”812 He gives us “an insight into
the historical character of the economy, into its constant changeability in the course of history. He first

created the concept of the economic system and made it the subject of economic science.”813 Sombart thus
arbitrarily gives Marx credit for accomplishments he never claimed and thereby conceals and distorts

the picture of Marx’s real work.814 Unfortunately, Sombart’s view has been widely echoed, even in
socialist circles. Eduard Heimann, for example, repeats that Marx’s decisive contribution to the growth
of economics, his truly “Copernican significance,” does not lie in specific theories, such as the theory of
surplus value, the theory of concentration, or the theory of crisis, but in his having for the first time
“historicized” or “sociologized” economics. It was Marx, he writes, who “first conceived [capitalism] to
be historical, and therefore time bound, transformable and transitory.” Marx was able to discover this
insight because he was the “heir and executor of Hegel’s thinking” and because he possessed the



“political will” to attack static capitalism.815

We can easily dispose of the allegedly Hegelian basis for the “historicizing” of economics. All the great
theorists of the French Enlightenment, with the exception of Rousseau, held the philosophic view that

history was an endless progress marking man’s path to reason.816 Endless progress necessarily implies
that the existing reality, the given state of affairs, will be negated and will not continue to exist
indefinitely. Hegel, on the other hand, thought that history had reached its goal in his own day, that the

idea and reality had found their common ground.817 On this point, Marx was closer to the French
tradition than to Hegel.

In the Philosophy of Right, Hegel patterns the notion of freedom after the free ownership of

property.818 The historical process thus becomes a glorification of the history of the middle class, and

Hegel’s Philosophy of History ends with the consolidation of middle-class society.819 Here was a social
system no longer to be transcended. We shall see that the French tradition, from Condorcet through
Saint-Simon and his disciples to Sismondi and [Constantin] Pecqueur, was very different. For them the
idea of historical progress ruled by reason tended to turn away from the possessing classes in favor of
“the great mass of those who live by their work” (Condorcet). They stood opposed to the existing
oppressive social system. Progress does not end with middle-class society. Quite the contrary, it will
continue to unfold in the future in new social structures. Whereas one trend in eighteenth-century
thought, influenced by the religious tradition of the Garden of Eden, placed the golden age in the past,
at the beginning of man’s history, Saint-Simon turned the sequence around. “The golden age,” he wrote,
following an idea of Condorcet’s, “which a blind tradition had always placed in the past, lies ahead of
us.” Here, too, Marx is linked to French thought, not to Hegel.

We must remember that Hegel’s Philosophy of History was a relatively late work, published
posthumously in 1837, four years after Richard Jones had already appeared with his historical study of

economics.820 Hegel, furthermore, as we shall see later, expressly rejected the concept that must lie at
the base of any genetic theory of development, namely, that a higher, more developed phase proceeds
from the preceding, lower phase.

On the other hand, a genuinely powerful influence on evolutionary thinking must be assigned to the
revolution in astrophysics brought about by the publication of [Pierre-Simon] Laplace’s The System of the
World in 1796. Laplace denied the unchanging character of “eternal” nature and offered his famous
theory of the evolution of the planetary system through purely mechanical phenomena of the attraction
and repulsion of atoms, from a rotating ball of gas that by cooling and contraction threw off segments of
its surface. These segments in turn united to become the planets. Both the earth and the entire solar
system were formerly nonexistent, and the time will come when the sun will be extinguished and the

universe will break apart.821 At one time the earth was an uninhabited and unformed mass of gas. It
required millions of years for the cooling of the earth’s crust to create the conditions that brought into
existence the lower organic forms and eventually man himself.

This evolutionary theory of astrophysics had already appeared in 1755 in an anonymous publication by
Immanuel Kant. It had failed to make headway against the biblical tradition of Genesis, however, and
had passed unnoticed. Kant himself knew that he had “traveled on a dangerous journey” and went to

great pains in his preface to ward off the charge of atheism.822 It required the intellectual atmosphere
of the French Revolution to obtain recognition for such a work as Laplace’s System.

Finally, it must be noted that the sociologizing of economics is not and cannot be regarded as a purely
intellectual development flowing from Hegel’s dialectics or any other book. While the thinkers of the
Enlightenment strove to deduce the eternal laws of a rational “natural order” from nature and from the
properties of the human individual, the advocates of the evolutionary idea whom we are dealing with
here based their universal laws and predictions on history, on actually observed evolutionary tendencies.



Their ideas are the theoretical reflection of such great historical phenomena as the French and American

revolutions and the industrial revolution in England.823 Above all, it was the outbreak of the French
Revolution that, like the eruption of a volcano, exposed the weaknesses of eighteenth-century

rationalism. What caused such an eruption? To answer that question, man turned to history.824

§ § §
The classical economists had also made some investigations of the past. Adam Smith, for example,
revealed considerable historical knowledge, as in chapter 4 of book 1, “Of the Origin and Use of
Money” or chapter 11, “Digression concerning the Variation in the Value of Silver during the Course of
the Four Last Centuries” and, above all, in book 3, on the “Progress of Opulence in Different

Nations.”825

The classical economists never reached the point, however, of permitting the idea of development to bring
order out of the chaos of economic facts. Adam Smith distinguished between advancing, stationary, or

declining conditions of society,826 and [David] Ricardo talked about the “progress” or “natural advance

of society,” of “an improving society” advancing from poverty to a flourishing condition.827 But neither
one knew of phases of development, only of datable conditions of one and the same capitalist society—
conditions that varied in size of population, extent of capital accumulation, or knowledge of agricultural

techniques828 and not in their fundamental structure.829 In his chapter entitled “On the Accumulation
of Capital,” Adam Smith’s account of the historical development of England from the invasion of Julius
Caesar is characteristic. He writes: “When we compare the state of a nation at two different periods and
find that the annual produce of its land and labour is evidently greater at the latter than at the former,
that its lands are better cultivated, its manufactures more numerous and more flourishing, we may be

assured that its capital must have increased during the interval between the two periods.”830

“In different stages of society,” wrote Ricardo in a similar vein, “the accumulation of capital . . . is

more or less rapid,” so that in new settlements with little capital, for example, it is very slow.831 The
“different stages” are thus nothing but levels of the same capitalist system of economy. Marx
commented sarcastically that “the bourgeois form of labor is regarded by Ricardo as the eternal natural
form of social labor. Ricardo’s primitive fisherman and primitive hunter are from the outset owners of
commodities who exchange their fish and game in proportion to the labor time which is objectified in

these exchange values.”832

The classical economists lacked an understanding of the real developmental sequence and changes of
economic systems. Just as Rousseau in the Social Contract explained the origin of social institutions

rationalistically, the classicists took a rationalistic rather than a genetic approach to the past.833 All
previous societies were measured with the rational yardstick of free trade. That is why they knew of
only two ideal states: the “original state of things,” occurring before the fall from grace, as it were, and
the bourgeois state in their own days of more or less free trade and competition. All intervening epochs,
with their severe limitations upon trade and industry, were condemned as unfit and erroneous. They

were never discussed in terms of the limitations and conditions of their own time.834

We have become so accustomed to the idea of historical development that it is difficult for us to
imagine such a lack of historicism. How did the change in our thinking come about? It must be stressed
that we are not concerned with individual, isolated representatives of the evolutionary idea; such

representatives appeared as early as the Middle Ages835 and the Renaissance (Vico).836 The subject of
our analysis is a current of thinking that emerged in the social sciences during the last third of the
eighteenth century and became triumphant during the first half of the nineteenth century: the concept



of the evolution of human society through a succession of economic stages, each superior to the
preceding one. Six men are the main representatives of this current: Condorcet, Saint-Simon, and
Sismondi in France; Sir James Steuart and Richard Jones in England; and, finally, Karl Marx, who
synthesized and completed the whole development. Thereafter the theory of evolution through the
succession of definite economic structures was not further developed and fell into discredit with the

dominant school.837

The great revolution in thought brought about by the French Revolution was most notable in the
handling of social problems. Ever since Descartes, the notion of the unity of all knowledge had been
generally prevalent. All phenomena, it was believed, no matter how complicated, can ultimately be
understood by the same method—the mathematical method of the natural sciences. With the French
Revolution, however, the idea arose that social phenomena constitute a special class, requiring special
treatment and a special methodology. Eternally unchanging laws may be valid for the natural sciences,
because nature is eternal and unchanging, but human society undergoes constant change (progress) from
epoch to epoch. The particular task of the social sciences is therefore not to seek for eternal laws but to
find the law of change itself.

It is true that the application of eternal natural laws to human society was still given formal
recognition; but in actual practice, men like Condorcet, Saint-Simon, and Richard Jones began to make
sharp differentiations. Eventually, with the further spread of new sciences such as chemistry and
biology, in which mathematical analysis played no role, an open revolt set in against the application of
the methods of natural science to the study of society. Auguste Comte waged a bitter struggle against
the “metaphysical prejudice that no real certainty can exist outside mathematics” and the “empty
scientific overlordship temporarily granted the mathematical spirit.” In the last “lesson” of his Course,
Comte wrote: “Instead of seeking blindly for a sterile scientific unity, as oppressive as it is chimerical, in
the reduction of all phenomena to a single order of laws, the human mind will eventually consider the
different classes of events as having their special laws.” He went on to say that “the laws of organic
phenomena or social phenomena are established by the predominance of specific methods: the

comparative method in biology, the historical method in sociology.”838

§ § §
The pioneer of the new approach is Condorcet (1743–94). According to him, the great revolution of his
own time can be understood only through “the picture of revolutions which preceded and prepared the

way for it.”839 Historical development “is subject to . . . general laws. . . . The result which every
instant presents, depends upon that offered by the preceding instants, and has an influence on the
instants which follow. . . . This picture, therefore, is historical; since subjected as it will be to perpetual
variations, it is formed by the successive observation of human societies at the different eras through
which they have passed.” The student’s task is to discover “the laws of . . . change” of the steady
progress of spiritual and social development “towards knowledge and happiness.” Progress, Condorcet

continues, “may doubtless be more or less rapid, but it can never be retrograde.”840 The certainty of
progress can be derived from the fact of the American and French revolutions. By freeing themselves
from their tyrannical rulers, the two countries give us the symbol of progress and free us from
antiquated preconceptions. We must construct “an art . . . of foreseeing the future improvement of the
human race, and of directing and hastening that improvement,” and “history . . . must form the

principal basis of this art.”841 “From these observations on what man has heretofore been, and what he
is at present, we shall be led to the means of securing and of accelerating the still further progress, of

which, from his nature, we may indulge the hope.”842

We have already seen that the idea of development, of history as a continuous movement of causally



linked processes, was worked out before the French Revolution. There was no place in such a
conception for a theory of historical stages, however. The spokesmen of the eighteenth-century
Enlightenment were convinced that, as soon as reason had discovered the truth, the existing irrational
state of affairs would immediately be replaced by a state of perfection. The prevailing irrational
conditions were nothing more than the unnecessary products of “error” or “prejudice.” The rationalists
therefore believed that, with the progress of reason, there would be an unbroken, straight-line rise to
perfection. Then came the French Revolution, with its tremendous political and social upheavals, its
frightful party and class conflicts; yet it failed to bring about a state of perfection. Rationalism received a
mortal blow. The revolution and its aftermath demonstrated that moral and legal relationships did not
depend on reason alone, that economic interests were a more important factor in determining the
political position of each group in the population.

Condorcet, himself a member of the Girondist party, promptly incorporated this disillusioning

experience into his conception of history.843 The ultimate aim of a state of perfection was not
abandoned, but the idea of progress became more differentiated into a succession of stages and periods.
He now saw that historical development was an uneven process, in which desirable progressive aims are
constantly, though temporarily, being turned into their opposite, into backward steps, until they are
finally realized in a new and higher stage. The French Revolution failed to accomplish what its
spokesmen had hoped because both the ideas and the social relationships were incomplete and not yet ripe

for a state of perfection.844 The conclusion was therefore inevitable that it is not possible to move
directly from any given condition to perfection through the demands of reason. Certain specific
preconditions must first be fulfilled. And that means that past history should be looked upon not as
merely an error that could have been avoided by proper insight but as historically determined and
therefore as necessary and unavoidable. In other words, historical development encompasses not only
the elements of rational progress but also those of irrational progress. “The history of general errors: . .
.the manner in which general errors are introduced, propagated . . . among nations, forms a part of the

picture of the progress of the human mind.”845 Thus Condorcet arrived at his stage theory. The
“errors” of the past, and especially of the revolution, were a necessary part of a transitional stage in the
road to perfection.

After formulating this general theory, Condorcet proceeded to sketch the social evolution of human
progress in nine epochs, each representing a higher stage than its predecessor, concluding with a
preview (the tenth epoch) of the “future progress of the human spirit.” He found two fundamental
tendencies in history.

1. There is a certain regularity in the development of mankind, so that the backward nations will
eventually go through the same process of growth that the most advanced nations have already

traversed.846 Condorcet was therefore convinced that the immense distance that separates these people
(the most enlightened) from “the slavery of countries subjected to kings, the barbarity of African tribes,
and the ignorance of savages” will “gradually vanish,” until historical development has accomplished “the
destruction of inequality between different nations. . . . Every nation [will] one day arrive at the state of
civilization attained by those people who are most enlightened . . . as the French, for instance, and the

Anglo-Americans.”847 This goal is realizable because “the march of these people will be less slow and
more sure than ours has been, because they will derive from us that light which we have been obliged to
discover, and because for them to acquire the simple truths . . . we have obtained after long wandering

in the mazes of error, it will be sufficient to seize upon . . . proofs in our . . . publications.”848

2. The development of social progress is uneven as compared with the progress of knowledge. “We
perceive,” he wrote, “that the exertions of these last ages have done much for the progress of the human
mind, but little for the perfection of the human species. . . . We behold vast countries groaning under



slavery. . . . In a few directions, our eyes are struck with a dazzling light,” while the great mass of

mankind is “consigned over to ignorance and prejudice.”849

What is responsible for this lag? Up until now history was the history of individuals instead of being
the history of the masses. “The mind of the philosopher reposes with satisfaction upon a small number of
objects” and forgets “the spectacle of the stupidity, the slavery, the extravagance, and the barbarity” that

characterizes the great majority of people.850 “Hitherto, . . . history . . . has been merely the history of
a few men. That which forms in truth the human species, the mass of families, which subsist almost
entirely upon their labour, has been forgotten . . . the chiefs only have fixed the attention of historians.”
This is all wrong. Whether we are concerned with a discovery or an important theory, a legal system or
a political revolution, we must always examine its effects on the largest section of each society, “the true
object of philosophy.” Until now, that is precisely the part of “the history of the human species” that is

“the most obscure, the most neglected.”851 Condorcet proceeded to explain this neglect in a purely
intellectual way, as the failure of science and knowledge to pay sufficient attention to the social
condition of the great mass of working people, who, during the two revolutions, had taken their first
active role on the stage of history and thereby demonstrated their importance. Behind the intellectual
explanation, however, there was an important insight into historical development, which necessarily
brought the economic factor into the foreground. With Condorcet the idea of natural laws of historical

development and the collectivist view of history as a history of the masses were born.852

§ § §

Leaning heavily on Condorcet,853 Saint-Simon (1760–1825) sought to give history the strictly scientific

character and certainty that marked astronomy and chemistry.854 As his starting point Saint-Simon
takes the fact of the French Revolution, which he seeks to fit into the whole sequence of historical
changes. By this method he hopes to discover the basic forces of history. His ultimate purpose is to
found a politique scientifique, based on systematized historical observations and destined to replace the
hitherto current politique métaphysique based on abstract hypotheses, which in reality is only a kind of

theology.855 History, Saint-Simon thinks, can be made into a science only if the student learns from
historical experience and “laws” how to predict the future on the basis of the past. “The wise [or

knowing] man . . . is the man who foresees.”856

Saint-Simon’s philosophy of history has a history of its own. Originally he too accepted a purely
intellectual theory and considered the growth of knowledge to be the determining factor in the
historical transformations of society. After 1814, however, he turned to an economic conception.
Retaining the formal framework of his earlier view, that is, the idea of the progressive development of
historical phenomena causally determined by some basic force, Saint-Simon substituted the economic
factor for intellectual enlightenment as the driving force. Material production and the law of property,
he now stated, were the base of society. In all social changes the strongest determining factor is not the
spiritual element but the organization of property: “The national character is powerless against objective

developments. . . . There is no change in the social order without a change in property.”857 In his Views

on Property and Legislation (1818),858 Saint-Simon develops his idea of the dependence of the legal
superstructure upon the economic base: he emphasizes that while parliamentary government is merely a
form, it is the structure of property relations that is the fundamental thing and therefore “this structure is
the real foundation of the social edifice,” implying that with the revision of property relations the whole

social order can be changed.859 “Thus putting it briefly, politics is the science of production, whose object

is to discover the order of things most favorable to all sorts of production.”860



The exposition of Saint-Simon’s ideas on the historical sequence of various economic structures must
be preceded by a short summary of his philosophy of history. “The universe,” says Saint-Simon, “is ruled

by a single immutable law,” and the science of man is part of physical science.861 The study of history

enables us to demonstrate the sequence of organic and critical epochs in the life of nations.862 In the
organic epochs mankind “moved with regularity under the sway of common beliefs,” as well as common
institutions, whereas during the critical epochs “all forces were engaged in destroying the principles and

institutions which had guided the preceding society,”863 because new facts have emerged and society

has new needs that cannot be satisfied within the narrow frame of old institutions and beliefs.864 In
such epochs, dominant religious and political institutions and ideas binding together the culture of a
given epoch lose their harmonious unity and organic character; they are undermined by new critical
elements, and the society enters a revolutionary crisis: the old creeds and institutions become the
targets of attack. At first weak, the new elements, by repeated assault, shake the old order to its
foundations and in the end overthrow it. Thus a fundamental change in the basic factor of a given period
destroys the superstructure, and society is driven into anarchy. The crisis is overcome only after a
reconstruction of the foundations has created the conditions for the development of new cultural
elements, common institutions, and beliefs; then a new organic period begins. Thus the historical
process does not follow a straight and continuous line but is interrupted by periodic setbacks.
Nevertheless, Saint-Simon regards this succession of progressive and regressive periods as useful and
necessary. For each setback is only the expression of new forces facilitating the transition from the

existing to a more advanced social system.865

Particularly interesting are the concrete illustrations of this theory given by Saint-
Simon and further developed by [Saint-Amand] Bazard. Pre-Socratic Greece, dominated by polytheism,
constituted an “organic” period. This was followed by a long “critical” period, from Socrates to the
barbarian invasions, during which ancient religion suffered a slow process of disintegration. The Middle
Ages, says Saint-Simon, are generally regarded as a period of barbarism and ignorance; what is
overlooked is that with the Middle Ages mankind entered a new organic period, after Charlemagne had
created the social organization and Pope Gregory VII the spiritual organization that gave European

society a homogenous character for centuries to come.866 These institutions proved advantageous as a
whole; this was the “period of splendor of the feudal system,” during which Europe waged few wars,

and these unimportant.867 The modern critical period began with Copernicus, who destroyed the
scientific armor of the Christian religion, and with Luther, who undermined the political power of the
papacy, thus breaking the bond that united all the European countries. Carried further by [Francis]
Bacon, [René] Descartes, Galileo [Galilei], [Isaac] Newton, and [John] Locke, this spiritual revolution
led finally to the French Revolution—the peak of critical dissolution, the collapse of the power of

Catholicism.868 Simultaneously with that dissolution of European unity there began the struggle of the
European powers for the domination of the world, from Charles V through Philip II and Louis XIV until

Napoleon.869

It is against the background of this succession of organic and critical epochs that Saint-Simon shows us
the sequence of the various socioeconomic systems—his most brilliant contribution. In contrast to the
theoretical individualism of the classical economists and the eighteenth-century Enlightenment, Saint-
Simon regards history as an objective process, as the slow, century-long maturation of successive, ever
more advanced social systems. The whole population contributes to this process, but not as separate
individuals; Saint-Simon stresses the primacy of the class over the individual and the nation; he regards
historical development, “the march of civilization,” as the result of class relations. The so-called
“creators,” or great men of history, such as Luther, Wycliffe, Huss, merely express the new that had



slowly come into being. “Nobody creates a system of social organization; the concatenation of interests

and ideas which had been formed is noticed and pointed out, that is all.”870 The “real constitution”
cannot be invented but only described. The “veritable constituent power” belongs neither to the king nor
to the constituent assembly but to the “march of civilization,” observed and formulated into a “general

law” by the philosopher.871 The seemingly unlimited power of kings is in reality limited by the existing
social structure; when general conditions are not ripe, even absolute kings cannot accomplish much, as
is shown by the failure of Emperor Joseph II’s (1780–90) attempt to restrict the privileges of the

nobility and the church in Austria.872 Every social organization of the past, however deficient it may
seem to us, was justified at the time of its birth because it corresponded to the degree of scientific

enlightenment and to the productivity of social labor conditioned by it.873 That for Saint-Simon the
economic factor is predominant can also be seen from the fact that, according to him, the leading class
in production must also be the politically ruling class. In the Middle Ages, because the nobility played a
leading part in agriculture, it also wielded political power beginning with the eleventh century (in
alliance with the clergy as representatives of spiritual power), and these classes “subjugated the rest of

the population to exploit it for their own profit.”874 But after Louis XI (died 1483) the kings, alarmed
by the power of their big feudal vassals and desirous of strengthening their own power, allied
themselves with the new class of industriels that had arisen in the womb of feudal society, against the

nobility.875 In their class strategy directed against the nobility, the kings encouraged the nobles to live
in luxury, to settle at the royal court, and so on; this led to the farming out of the noblemen’s estates
and deprived them of any active function in the productive process. Thus it alienated them from the
nation. “From that time on they ceased to have any political importance in the country, because they

were no longer the leaders of the people in their everyday labors.”876

After the kings had thus succeeded in destroying the power of the nobility, they turned against the
growing power of the industrial class. Under Louis XIV, with the establishment of banking in France,
the power of the industrial class grew tremendously and surpassed that of all other classes. Louis XIV,
changing the previous class strategy of the French kings, went over to the side of the nobility and
pursued a policy directed against the industriels. As a result, the monarchy came into contradiction with
historical development; it allied itself with a class doomed to perish in its struggle with the new class,
which to an ever-increasing extent concentrated in itself all the economic and spiritual forces of the

nation.877 When the French Revolution broke the power of feudalism and the nobility, the end of the
monarchy allied with the nobility was inevitable.

The revolution was a gigantic, destructive force; room was now made for the unfettered development
of industry. But the revolution, says Saint-Simon, is not yet completed, for the task of every social
movement is the creation of a superior social and political organization, and up until now no unified

social and cultural organization of society has been created.878 Production through competition has
prevailed and created a wavering chaos, which lacks any principle of integration; self-interest is
triumphant everywhere. However, “no system can be replaced by the critique that overthrows it; only a
new system can replace an old one.” Saint-Simon tried to develop this positive system of the future in The

Organizer, whose very name was a program.879

He does not, however, condemn capitalism, with its base in individual freedom and its dispersal of
forces. He regards capitalism as a necessary stage of evolution that won its right to existence through its
victory over the restrictive feudal economy. But capitalism cannot last long. The restoration period will
not bring stabilization, and the danger of new disorder will be present as long as the leading class in
production—the industrial class—is not also the leading political class. The term “industrial class” is
taken here not in its modern meaning but as denoting all those who do productive work, including the



entrepreneurs, not in their character as capitalists but as the technical and commercial directors and
organizers of industry, in opposition to the oisifs, or the idle (the unproductive wing of the bourgeoisie:
rentiers, the military, bureaucrats). The majority of the industrial class, however, consists of the “least

educated and poorest men.” This class is “the only useful one.”880 Economic evolution shows that “this

class is increasing steadily at the expense of the others; it must end by becoming the only class.”881

According to Saint-Simon the restoration period is a period of transition. A parasitical group consisting
of the unproductive portions of the bourgeoisie mentioned above (rentiers and so on), the classe
intermediaire, has wedged itself between the old, defeated nobility and the industrial class; this
intermediate class seized power during the revolution and concluded a compromise with the old
nobility during the restoration; at present it forms the royal bureaucracy and exploits the industrial

class.882 Such a situation is untenable for any length of time, because it is based on “two antagonistic
principles”: economic and social power is held by one class, while political power is held by another.

“The nation is essentially industrial and its government is essentially feudal.”883 The time is now nearer
for a new organic period that will overcome the present disorganization. The economy of the future, he
explains, will be a system of association completely different from all previous systems. Its main task
will be to improve the lot of the class whose sole means of subsistence is the work of its hands, which
constitutes the majority of the population. For the time being, no one is concerned about this class kept

in silent subjection by the ruling classes.884 But the increasing significance of the new organization “will

make them pass from the governed to the governing.”885 The people will no longer be subjects; men
will cease to command one another and will be partners, and there will no longer be any need for
“government” but only for “administration.” The repressive functions of the state are needed only when
the majority of the population is exploited by the ruling class. With the abolition of exploitation the

repressive functions of the state will disappear.886 The social organization will have only one purpose:
the fullest possible satisfaction of human needs and the increase of social wealth.

The rise of this system is not a utopian dream of an individual but the necessary outcome of the
development of civilization during the last seven hundred years. Mankind has always moved in the

direction of the industrial system, and, once constituted, “this system will be the final system.”887

Saint-Simon’s philosophy of history unquestionably exerted a great influence on the further
development of evolutionary thinking in France, England, and Germany. There is a widespread belief
that evolutionary ideas in France and in England were developed under German influence; it is
important to stress that the exact opposite is true and that particularly after the July revolution (1831)
Paris became the mecca of the liberals of all Europe and that many young Hegelians and members of the

Young Germany movement were strongly influenced by the Saint-Simonians.888

With regard to the further development of the historical approach to political economy, it is
particularly interesting to note that Friedrich List’s “natural law of historical development,” according to
which social evolution must necessarily pass through definite stages—an idea readily accepted by the

historical school of German economists—is of Saint-Simonian origin.889 That Bruno Hildebrand,
another German economist of the historical school, who propounded the theory of definite stages of
economic development, derived his ideas from the Saint-Simonians has been pointed out by Johann

Plenge.890

§ § §
A real pioneer was Simonde de Sismondi (1773–1842), who was not only a historian but also a

remarkable theorist.891 He made important contributions in various fields of economic theory and



especially in his critique of the static, harmonistic conceptions of Ricardo, Jean-Baptiste Say, and
[Thomas] Malthus. Against their abstract, deductive method, he insists upon experience, history, and

observation.892 Rejecting the prevailing glorification of free competition, Sismondi points to the crises
of 1814 and 1818, the transformations in England during the first two decades of the nineteenth
century, the poverty of the working class that grew out of free competition, the concentration of masses
of workers in the new industrial centers, the flight from the soil, the growth of the slums, and the
creation of the modern proletariat. This dark picture is very different from the rosy pictures painted by
his contemporaries. More than that, Sismondi draws an equally dark view of the future in his first theory
of crises. Crises, he argues, are not something accidental, the product of noneconomic factors such as
drought or war, as Ricardo taught, but are storms necessarily resulting from the very nature of
capitalism. They will become increasingly severe with the future development of capitalism. Since the
purchasing power of the working class is never large enough to take all of one year’s production, and
since the productive power of industry grows more rapidly than the limited purchasing power of the

workers, this gap must grow wider as capitalism develops.893

This is the point at which Sismondi’s theory merges with his sociologizing of economics. Just as he
gave a preview of future developments, so he also examined the past systematically; and in 1819 he
offered the first general explanation of the development of the existing economic system of the most
advanced countries (England and France) out of the conditions of the past—conditions that had by no
means disappeared from the world. Modern capitalism is thus conceived as a sort of island in a sea of
other, older forms of economy.

Sismondi traced the history of agriculture, for example, from patriarchal exploitation at the dawn of
cultural history through slave exploitation in antiquity, serfdom in the Middle Ages, métayer system
(share farming) and corvée labor in the early modern period to modern capitalism, in which large-scale
exploitation (bail à ferme) reveals its tremendous superiority over small-scale exploitation because the

former can “substitute capital for human forces.”894 This superiority means that small-scale production
will ultimately disappear. Sismondi then traces industrial production from the guild organization in the
towns of the Middle Ages to the development of capitalism. He shows how the capitalist system follows
from the separation of the independent handworker from the means of production. In its pure form this
system would involve the coexistence of but two classes—the wage earners and the owners of the
means of production. In actual fact, however, there still remains a third group held over from the

earlier stage—the peasants and craftsmen.895

Underlying Sismondi’s account of the historical development of agricultural and industrial production
is his notion of the difference between dominant and subordinate economic forms. When specific
institutions are carried over into a new system, their relation to the whole is altered, and a decisive
change occurs in their function. Thus the once-dominant role of the peasant and craftsman has
disappeared. What remains is merely a fragment of the past, occupying a subordinate role in the new
capitalist economy.

Sismondi was also a pioneer historian. Before his work appeared, the history of medieval Italy was
virtually unknown. To the eighteenth-century rationalists the Middle Ages appeared as an era of
barbarism and darkness, of interest to none but antiquarians. Sismondi was one of the first to
understand that the liberation of the medieval Italian towns prepared the foundation of bourgeois

society in Italy earlier than anywhere else.896 Sweeping aside the classical evaluation of these earlier
economies as “irrational,” he showed the historical justification for their existence. Each of these earlier
systems grew spontaneously out of contemporary conditions, spread without compulsion, and
eventually became a dominant form because, from the standpoint of the development of liberty, it
represented an economic and social advance over its immediate predecessor. Only when the dominant
system passed the peak of its development and creativity did it degenerate and become a hindrance to



further progress. It then sought to maintain itself by force against the rise of new economic forms, only

to be compelled to give way in the end to a new and more progressive system.897 The economic
development of man is thus not a mere succession of different economic systems but a development

toward even greater progress and freedom.898

Characteristic of Sismondi’s insight is that he projected this historical development into the future. In
view of the long process of the rise and decline of economic systems, he argues, we cannot assume that

the existing bourgeois wage-labor system represents the final form of society.899 On the contrary, we
must assume that “our actual organization . . . the dependency of the worker” will also be transcended

and replaced by a better system in the future.900

Sismondi is thus a forerunner of the Marxist doctrine of the historical development of different
economic systems in the direction of a progressive unfolding of the forces of production. “It is one of
the civilizing aspects of capital,” Marx wrote, “that it extorts this surplus labor in a manner and in
conditions that are more advantageous to social relations and to the creation of elements for a new and

higher formation than was the case under the earlier forms of slavery; serfdom, etc.”901 What escaped
Sismondi, however, was a realization of precisely which factors constitute the driving force of historical
development. His investigations into the history of the free Italian towns from the twelfth to the
sixteenth century convinced him that the characters of nations, their energy or weakness, their culture
or backwardness, are not the products of climate or racial peculiarities but the results of social
organization and political institutions. The real motive power of politics and the interdependence
between politics and economics, however, he did not see.

Sismondi’s doubts about the permanence of the capitalist system could not be forgiven by the
representatives of the official doctrine. Among his contemporaries he was recognized chiefly as a
historian and historian of literature. Later on, after 1850, the protagonists of social reform, exaggerating
Sismondi’s really limited faith in reform measures, hailed him as a precursor. But as a theorist he fell
into oblivion for more than a century.

2. In England: James Steuart, Richard Jones, Karl Marx
Alongside the trend of thought linked with the French Revolution, another important movement grew
out of the industrial revolution in England. Every year new technical processes were increasing the
productivity of industry. The equilibrium of society was overthrown, to the detriment of the country
districts and to the advantage of the towns, which were rapidly increasing both in number and in size.
The workmen affected by the rapid introduction of machinery were in revolt against the novel

conditions.902 England was steadily moving away from the Continental type of agricultural nations, and
this rapid process of differentiation demanded an explanation of its historical roots. “Why have not all
civilized societies,” wrote Lord Lauderdale, “derived equal benefit from them [that is, from the new
technical inventions]—and what are the circumstances that retard the progress of industry in some

countries, and that guide its direction in all?”903

The tremendous leap in production, on the other hand, particularly during and after the Napoleonic
Wars, resulted in a marked increase in trade and extension of the world market. One of the
consequences was the establishment of close economic and cultural contact between Western European
capitalism and the more backward economies of southern and eastern Europe, South America, and,
above all, Asia. A clear understanding by means of historical comparison was thus afforded of the
different economic systems still existing in different parts of the world and of the changeability of
specific economic institutions, such as property. These new insights, together with the influence of the

French Revolution previously discussed,904 inevitably led to a better understanding of the historical



development of all social institutions and to the formulation of the inductive method in the field of

history and economics, which in the field of history is associated with the name of Auguste Comte.905

§ § §
The chief representative of evolutionary ideas in the field of economics in England is the Reverend
Richard Jones; but the way was prepared for Jones by the work of Sir James Steuart (1712–80), whose
Inquiry into the Principles of Political Economy reveals an evolutionary approach to economic problems. He
argues that the “speculative person” or theorist must use not only deduction but also the inductive
method grounded on observation. On the one hand, he must consider the universal factors—he must

“become a citizen of the world.”906 In analyzing individual branches of the economy—population,
agriculture, trade, industry, interest, or money—he cannot remain satisfied with mere description, “the

nature of the work being a deduction of principles, not a collection of institutions.”907

On the other hand, Steuart warns against too-easy generalizations that are not properly based on
experience, against the “habit of running into what the French call systèmes. These are no more than a
chain of contingent consequences, drawn from a few fundamental maxims, adopted, perhaps,

rashly.”908 “If one considers the variety . . . in different countries, in the distribution of property . . . of
classes, [and so on] . . . one may conclude, that . . . principles, however universally true, may become

quite ineffectual in practice.”909

Political economy must be adjusted to these differences. That is why, in approaching political
economy, Steuart conducts “himself through the great avenues of this extensive labyrinth” of facts “by

this kind of historical clue,”910 and he promises to treat the subject “in that order which the revolutions

of the last centuries have pointed out as the most natural.”911

In the second chapter of book I, entitled “Of the Spirit of a People,” Steuart offers a sketch of the

historical development of Europe “from the experience of what has happened.”912 The “great alteration
in the affairs of Europe within these . . . centuries, by the discovery of America and the Indies,” namely,
the rise of industry and learning and the introduction of trade, led to the “dissolution of the feudal form

of government” and the introduction of “civil and domestic liberty.”913 These, in turn, “produced
wealth and credit; these again debts and taxes; and all together established a perfectly new system of

political economy.”914 All these factors “have entirely altered the plan of government everywhere. . . .

From feudal and military, it is become free and commercial.”915

The social transformation has led, in turn, to corresponding changes in “the manners of Europe,”916

and the two together are changing the spirit of the people, slowly, to be sure, but nonetheless

unmistakably, when we compare any two succeeding generations.917

§ § §
The “sociologizing” of economic categories and institutions was carried through still more penetratingly
and systematically by the Reverend Richard Jones (1790–1855), a man who has not been properly

appreciated except by Marx.918 Jones was the first Englishman to criticize the classical economists from
the standpoint of the historical school. He sharply attacked their attempts to deduce economic laws valid
for all times and all countries. He wrote:

We must get comprehensive views of facts, that we may arrive at principles which are truly comprehensive. . . . [If] we determine to
know as much as we can of the world as it has been, and of the world as it is, before we lay down general laws as to the economical
habits and fortunes of mankind or of classes of men: there are open to us two sources of knowledge—history and statistics, the story
of the past, and a detail of the present condition of the nations of the earth. [On the other hand, i]f we take a different method, if we
snatch at general principles, and content ourselves with confined observations, two things will happen to us. First: what we call



general principles will often be found to have no generality. . . . At every step of our further progress, we shall be obliged to confess

[that they] are frequently false; and secondly . . .919

Jones was especially sharp in his criticism of the supposed universality of Ricardo’s laws. He held that
they have but limited historical validity, specifically only where Ricardo’s presuppositions agree with
the actual conditions. They are valid neither for the past nor for the future, because in different epochs

the conditions change and no longer coincide with Ricardo’s premises.920

This approach is genuinely epoch making when contrasted with the “eternal” laws of the classicists.

Just before the publication of Jones’s major work,921 his friend William Whewell hailed him as the
founder of the inductive system of political economy, in contrast to Ricardo, the master of the

deductive method, and expected that Jones’s book would faire époque.922 Actually, the work received
scant notice. Among the classical economists, only [John Ramsay] McCulloch gave it some attention,
and he dismissed it as “superficial” and unimportant. John Stuart Mill describes Jones’s “essay on

distribution”923 as a “copious repertory of valuable facts on the landed tenures of different countries”;

Jones’s evolutionary ideas are not mentioned.924 Much more recently Böhm-Bawerk, in his history of
economic theory, the third German edition of which appeared in 1914, that is, after the publication of
Marx’s study of Jones in his Theories of Surplus Value, could not say more than that Jones “contribute[s]

nothing of great consequence to our subject.”925 Marian Bowley disposes of him briefly by saying that
he “looked upon sociology as a branch of economics, thus revising Comte’s treatment of economics as a

branch of sociology,” and that he “criticised the classics for ignoring the relativity of economic laws.”926

Though Jones’s influence on his immediate contemporaries was thus slight, he exercised a powerful
indirect influence through Marx. He is one of the few economists of whom Marx speaks with deep
acknowledgment, despite the fact that Jones, a friend of Malthus, was very conservative in his political
thinking and rejected Ricardo’s doctrine of the opposition of class interests in favor of a faith in class

harmony.927 Marx recognized the limited, bourgeois character of Jones’s horizon but called him the

last representative of the “true science of political economy”928 and made a special analysis of each of
his major works; we find in this analysis frequent references to Jones’s superiority over the classical

economists.929

Jones was not a theorist in the classical sense of developing categorical concepts by sharp, logical
deduction from a given set of presuppositions. He was a historian. But unlike the discredited school of
[Wilhelm] Roscher, who substituted for theoretical laws an unthinking, chronological accumulation of
unanalyzed descriptive material, Jones considered it his function to test and correct the prevalent
theories against actual historical developments and to formulate concrete experience into new
theoretical viewpoints and categories. With Thomas Hodgskin, for example, he was one of the earliest
opponents of McCulloch’s wage-fund theory, which held that there is a special fund of fixed magnitude
for the employment of workers. Unlike Hodgskin, however, whose critique (1825) of this theory was a
beautiful exercise in logic, Jones went to history to show that such a wage fund never really existed in
fact. Quite the contrary, given a fixed amount of capital, there is continual fluctuation between its

constant (for machines and raw material) and its variable (for wages) elements.930 To this important

theoretical conclusion Marx appended the gloss: “This is an important point”;931 and he developed it
still further in critical opposition to the classical school in the chapter on “The So-Called Labour

Fund.”932

Jones went still further. Whereas the wage-fund theory held that there is a rigid law of wages, that is,

that wages can rise only if the number of workers decreases or if the amount of capital increases,933

Jones showed by historical evidence that it is possible—and at given historical moments it actually



occurs—that “great fluctuations in the amount of employment, and great consequent suffering, may

sometimes be observed to become more frequent as capital becomes more plentiful.”934 This happens
in the “periods of transitions of the labourers from dependence on one fund to dependence on another,”
that is to say, in the period of the transition from an economy of independent peasants and

handicraftsmen to a system in which those groups become a propertyless proletariat.935 Such a
“transfer”—the loss of economic independence through the loss of ownership of the means of

production—obviously cannot be accomplished without serious disturbances.936 Marx commented
that Jones had here hit upon the germ of the idea of “primitive accumulation,” that is, the antecedent of
capital formation, and had thus begun the necessary process of replacing the “absurd” and rationalistic

notion of capital formation through “savings” by a more realistic and historically correct view.937

Even more important insights into the historical roots of the capitalist system are to be found in
Jones’s discussion of various systems of production. He was well aware of the fact that different systems
have succeeded one another in the past and sought to work out their essential characteristics. The
decisive factor in differentiating these various systems is the way in which human labor is organized. As this
factor changes, the whole economic system changes. That is why Jones does not follow a chronological
arrangement in describing the succession of economies but begins with the capitalist system as a
yardstick with which to measure and differentiate earlier systems.

Like Sismondi, he considered the “transfer,” that is, the separation of the once-
independent producers (peasants and craftsmen) from their means of production, to be the necessary
historical precondition for capitalism. Through the “transfer” process they became wage workers
dependent on the capitalist. “The first capitalist employers,” he wrote, “those who first advance the
wages of labour from accumulated stock, and seek . . . profits . . . have been ordinarily a class distinct

from the labourers themselves.”938 This development had so far been limited pretty much to

England,939 and even there it was historically a late phenomenon.940 In previous centuries the
handworkers were supported not by advances from capital but by land revenue, “the surplus produce”

of the land.941 This surplus produce “may be handed over to individual landowners” or it “may be paid

to the state.”942 In the latter case “the wages of such workmen were obviously derived directly from
the revenue of their great customer, and not from an intermediate class of capitalists,” and it “is in Asia

that we observe this particular fund . . . in full and continued . . . predominance.”943 In Europe the
number of workers paid out of land revenues is still large but no longer predominant, and “in England

itself, . . . the body is comparatively small.”944

Jones shows the superiority of the capitalist system over preceding forms. In China and throughout
the East, for example, tailors and other artisans wander all over the city, day in and day out, seeking
work in their customers’ homes, and thus waste a great deal of time, while under capitalism the
workers became sedentary and “can now labour continuously.” Finally, on this basis, where one

capitalist employs many workers, an organized division of labor becomes possible.945

It is on the basis of such concrete historical material that Jones developed his idea of the sequence of
economies through which every nation must pass, though at different tempos according to their varying
conditions. After a given economy becomes dominant, it begins to lose that position while still
remaining very widespread, and it slowly becomes more and more subordinate to a new form. When
Jones says that “England is much in advance of other nations,” he does not mean that English conditions
are better but merely that “in arriving at our present position, we have passed through and gone beyond
those, at which we see other nations. . . . The future of all other people will, however, at some time, be like our
present.” This succession theory has exceedingly broad implications, as he himself recognized: “the

prophecy is bold.”946 Following Condorcet, he sees an easier road ahead for the younger nations. They



have “better hopes for the future” because “if they assume our economic organisation and power, [they]

may escape many of the evils that have afflicted our progress, or from which we suffer now.”947

Jones goes still further. Not only does he predict that every nation must ultimately attain the highest
economic form so far developed—capitalism—but he sees the possibility of still further development in
the future to a socialized form of production in which the separation of the wage worker from the
means of production will be ended. Capitalism is thus a historical and transitory, though necessary,
stage on the road to a more advanced economy of the future.

A state of things may hereafter exist, and parts of the world may be approaching to it, under which the labourers and the owners of
accumulated stock, may be identical; but in the progress of nations, which we are now observing, this has never yet been the case. . .
. [The present system in which] a body of employers pay the workers by advances of capital . . . may not be as desirable a state of
things as that in which labourers and capitalists are identified; but we must still accept it as constituting a stage in the march of

industry, which has hitherto marked the progress of advancing nations.948

Having shown the way in which historical economies succeed one another, Jones then tried to
differentiate those elements in the economy that are particularly active and decisive in the process of
transformation from the more passive and secondary ones. He was not interested in the traditional
categories of political economy—profit, rent, wages, and so on—but in the changes in production
insofar as they influence the growth of productive power and the character of the economy itself. His
study of history led him to the conclusion that “changes in the economical structure of nations” teach us

to understand the secrets of ancient and of modern history;949 on the other hand, that changes in the
structure of the economy are closely linked with changes in the institution of property, and that the

differing property relations correspond to different stages in the development of productive power.950

For Jones, therefore, the
economical structure of nations [is made up of] relations between the different classes which are established in the first instance by the
institution of property in the soil, and by the distribution of its surplus produce; afterwards modified and changed (to a greater or
lesser extent) by the introduction of capitalists, as agents in . . . feeding and employing the labouring population. . . . An accurate
knowledge of that structure can alone give us the key to the past fortunes of the different people of the earth, by displaying their
economical anatomy, and showing thus, the most deeply-seated sources of their strength, the elements of their institutions, and

causes of their habits and character. It is thus we must learn the circumstances which divide them into classes.951

In other words, the economic structure, as thus defined, is the key to social relationships:
There is a close connection between the economical and social organisation of nations. . . . Great political, social, moral, and
intellectual changes, accompany changes in the economical organisation of communities. . . . These changes necessarily exercise a
commanding influence over the different political and social elements to be found in the populations where they take place: that

influence extends to the intellectual character, to the habits, manners, morals, and happiness of nations.952

As communities change their powers of production, they necessarily change their habits too. During their progress in advance, all
the different classes of the community find that they are connected with other classes by new relations, are assuming new positions,

and are surrounded by new moral and social dangers, and new conditions of social and political excellence.953

This superstructure, in turn, “react[s] on the productive capacities of the body.”954

Only after he has shown the historical relationship of capitalism to earlier systems does Jones turn to
the problem of modern land rent. Here, too, he resorts to historical study and shows how modern
ground rent developed out of earlier forms. Rent takes on a completely different character within each
economy. In one case it is the dominant institution; in another it becomes subordinate to capital, and
the landowning class no longer participates directly in production. Jones differentiates five historical
types of rent: (1) labor rent, that is, slave and serf rent; (2) an intermediate form of rent, which is the
transition from type 1 to type 3; (3) rent in kind; (4) money rent of the precapitalist period; and, finally
(5) in the capitalist period, farmer’s rent (in the Ricardian sense). The latter differs from all others and
can exist only in a society based on the capitalist mode of production, because rent, as a surplus above
the average profit, requires as its precondition the development of the industrial average profit rate. In

sum, every specific form of property has its corresponding form of labor and of rent.955



Jones rejected Ricardo’s theory of a “continuous diminution in the returns to agriculture, of its

assumed effects on the progress of accumulation.”956 By historical illustrations he showed that rents
were actually highest in countries where agriculture was very productive, and he thus destroyed the
historical basis of Ricardo’s theory of rent. As the classical theory of profits and wages was closely
connected with the theory of rent, the collapse of the latter endangered the classical theory as a whole.

It is not hard to see why Jones earned the enmity of the classical school and, on the other hand, the
strong approbation of Marx. Jones, the latter wrote, is characterized “by what has been lacking in all
English economists since Sir James Steuart, namely, a sense of the historical differences in modes of

production.”957 “What distinguishes Jones from the other economists (except perhaps Sismondi) is that

he emphasizes that the essential feature of capital is its socially determined form [Formbestimmtheit].”958

Probably the highest praise Marx could give Jones was to contrast his presentation of genetic

developments with Ricardo, who “developed nothing.”959

It is worth noting here the emphasis placed by John Stuart Mill on the intellectual backwardness of
England—the country that in his judgment was “usually the last to enter the general movement of the

European mind.”960 Mill underscored the charge that, whereas “the doctrine that . . . the course of
history is subject to general laws . . . has been familiar for generations to the scientific thinkers of the
Continent” (France), it was opposed in England well into the second half of the nineteenth century

because it conflicted with “the doctrine of Free Will.”961 The fate of the new science of geology is
particularly revealing in this context. The foundation for a rational evolutionary system of geology was
laid in Italy by [Cirillo] Generelli, a Carmelite friar, in 1749; in France by [Nicolas] Desmarest (1777)
and [Jean-Baptiste] Lamarck (1802); in England by [James] Hutton (1785). Hutton, however, was
accused of heresy; evolutionary ideas were condemned as incompatible with the biblical account of
Genesis.

It was in such an antievolutionary atmosphere that Jones, like Sismondi before him, had the courage to
attack the whole structure of the classical economists, not merely specific doctrines, and to cast doubts
upon the permanence of the capitalist system. Their critique of the existing economic order, their
emphasis upon its historical, transitory character, was considered a heresy, which could not be forgiven.
As theorists, both men were ignored by the representatives of the dominant school and left in oblivion for
nearly a century.

§ § §
It is apparent that by the time Karl Marx (1818–83) began his work in the forties of the last century, the
application of evolutionary concepts to economic institutions and the formulation of the doctrine that
economic systems are historical in character had been basically accomplished. Marx himself pointed that
out repeatedly, though it was left to him to complete and sharpen the analysis. He took over the
heritage of Saint-Simon and Sismondi in France, of James Steuart and Richard Jones in England, and of
certain elements in Hegel’s philosophy of history, and introducing certain new ideas of his own created
an integrated, original theory.

We need not underline the point and we assume it as well known that for Marx the Hegelian
“development” meant something quite different from what the eighteenth-century Enlightenment, the
Saint-Simonians, or even Sismondi, Jones, and positivists like Auguste Comte understood by this term.
To men oriented to the natural sciences of their day, development meant nothing more than the

generalization of an empirically and inductively constructed series of particular observations,962

whereas Marx, like Hegel, understood the relationship between the particular and the universal quite
differently, viewing the historical “object” as made up not of individual observations but of the “cultural

whole” of social-collective unities.963 Using the genetic method of the dialectic, with its constant



creation and synthesis of opposites, Marx sought to grasp the evolution of these collective unities in
their historical necessity. Every present moment contains both the past, which has led to it logically and
historically, and the elements of further development in the future.

At the same time there is a fundamental point at which Marx is joined with Sismondi and Jones against
Hegel—one that must not be overlooked in ascribing the “historicizing” of economics to Hegelian
influence. For the former, historical development, occurring in the external world in time, is a
succession of objective economic stages of different economic structures whereby the higher stage
develops out of the lower. In other words, history does not have a relativistic character; it does not
depend on the accident of the observer’s point of view, ideals, or standards. What Marx did was to
remove the study of history from that subjective level to a higher one, where objective, measurable
stages of development are perceived. He fulfilled Saint-Simon’s hope of making history a science.

Hegel was flatly opposed to such a doctrine. The German word Entwicklung has two different
meanings, translated into English (and French) by two distinct words—“development” and “evolution.”
Hegel always used the term in the first sense, meaning the unfolding and dissection of the various
component elements (Gedankenbestimmungen) contained in the Begriff (“notion of the essentials of a
thing”). Development is possible only under the rule of the Begriff and hence takes place in the sphere of
logic. “Metamorphosis,” Hegel wrote, “pertains only to the Notion as such [that is, to the notion of the

essential in contrast to the notion of phenomena], since only its alteration is development.”964 Hegel
therefore attacked the concept of the natural philosophers (and thus also of the sociologists) that
evolution as an objective process in history is the “external real production” of a higher stage from a
lower one. He insisted, on the contrary, that it is the “the dialectical Notion which leads forward the

stages, is the inner side of them.”965 That is why in The Philosophy of History he saw the various stages in
world history not as an objective process in the sphere of real history but as a process within the sphere of

logic.966 World history is to Hegel the progress within man’s consciousness of the idea of freedom, and it
is this development of consciousness that determines the four principal levels achieved by the various

peoples: the oriental world, the Greek, the Roman, and the Germanic world.967

Marx, on the contrary, uses the term Entwicklung mostly in the second sense, meaning not
development within the sphere of logic but, like Sismondi and Richard Jones, evolution as an objective

process in the sphere of real history.968

With such a point of view, writes [Georg] Lasson, “Hegel must reject the theory of [biological]
evolution. Long before Darwin he had discarded all of Darwinism as an unclear confusion of the notion

and external existence.”969 Hegel himself said of the idea of evolution as an objective process in the
external world: “A thinking consideration must reject such nebulous . . . ideas as in particular the so-

called . . . origination of the more highly developed animal organisms from the lower and so on.”970

Marx, on the contrary, accepts the idea of the rise of more developed structures from the lower, and
for this reason he was one of the first to acknowledge the importance of Darwin’s work. In a similar
way, as Darwin uses nature’s technology, that is, the formation of the organs of plants and animals, as
instruments to explain the origin and development of species, Marx wishes to use the history of human

technology as an instrument “that distinguishes different economic epochs,”971 as the “productive organs of

man in society . . . are the material basis of every particular organisation of society”972 and the
“instruments of labour . . . supply a standard of the degree of development which human labour has

attained.”973

In sum, Marx refuses to follow Hegel on the basic question of the concept of development but works
rather from the conception of Sismondi and Richard Jones. For Marx, evolution is an objective process

of history whereby each historical period or social structure is marked by specific objective tendencies974



that can be discovered from the nature of the technological instruments and from the social organization

of labor in the use of those instruments.975

From the basic point of view, Marx saw that the history of economic organization is a series of
economies, each more advanced than its predecessor because of changes in the method of production:
“In broad outline, the Asiatic, ancient, feudal and modern bourgeois modes of production may be

designated as epochs marking progress in the economic development of society.”976

Throughout Marx’s writings there are scattered but nonetheless profound characterizations of each of

these epochs.977 His main efforts, however, were not directed to the precapitalist forms but to a

systematic analysis of the genesis and development of the specific historical phases of capitalism978 and

to the transition from capitalism to socialism.979 Marx views “the development of the economic

formation of society . . . as a process of natural history,”980 and his aim “lies in the illumination of the
special laws that regulate the origin, existence, development and death of a given social organism and its

replacement by another, higher one”981 whereby society “can neither leap over the natural phases of its

development nor remove them by decree. But it can shorten and lessen the birth-pangs.”982

Marx showed, for instance, that industrial capitalism did not develop out of handicraft or out of
accumulated rent from landed property (as Max Weber and Sombart later taught) but from the
merchant. The latter, by progressively subordinating the production of the craftsman and transforming
him into a proletarian, brought about the transition from mercantile to industrial capitalism. Starting
with the decentralized workshop under the command of the merchant capitalist (domestic system),
production moved into the various phases of the period of manufacture (cooperative, heterogeneous,
and organic manufactures) and finally into modern large-scale industry based on the machine. Marx did
not stop with the delineation of the broad lines of historical development, however. He continued the
application of the genetic method to the individual organs, institutions, and functions of the capitalist
mechanism.

We cannot go into the details of Marx’s historical analysis. The important point to emphasize is that
Marx never remained within the narrow framework of historical description but always made use of
historical insights to deepen his theoretical understanding of the laws of development. This close link
between history and theory is one of the factors that differentiates Marx from all his predecessors. An
example will serve to illustrate this point. A study of the demography of antiquity, the Middle Ages, and
the modern world led Marx to the insight that there is no universally valid law of population, as Malthus
had taught, but that the modern trend toward the creation of a relatively surplus population “is a law of
population peculiar to the capitalist mode of production; and in fact every particular historical mode of
production has its own special laws of population, which are historically valid within that particular

sphere.”983

This type of historical analysis also led to important conclusions in economic theory. When Sombart
raises the accusation that Marx “hardly ever defines . . . his concepts . . . such as capital, factory, plant,
accumulation,” he shows that he misses the true sense of Marx’s historicism and even of Marxist
terminology: he uses the word Begriff in the sense of “definition”; the word “concept” or “notion,”
however, is used by Marx in the specifically Hegelian sense as the notion of the essence of a thing, as

contrasted with the definition as merely the notion of the phenomena.984

Marx rejects the view that knowledge consists in classifying and defining and that the task of science is
simply to discover a rational criterion for classification. This is the static approach of the classicists,
looking upon social phenomena as unchangeable structures. Marx, on the other hand, is a spokesman of
the new, dynamic approach. That is why social phenomena, in his judgment, are actually indefinable.
They have no “fixed” or “eternal” elements or character but are subject to constant change. A definition



fixes the superficial attributes of a thing at any given moment or period and thus transforms these

attributes into something permanent and unchanging.985 To understand things it is necessary to grasp
them genetically, in their successive transformations, and thus to discover their essence, their “notion”
(Begriff). It is only a pseudoscience that is satisfied with definitions and the phenomenal aspects of

things.986 Without devoting more space to a characterization of Marx’s analysis, we turn to an
examination of the fruits of his analysis. By attributing to Marx the first application of evolutionary
thinking to economics, critics have obliterated the original contribution that Marx really did make to
our understanding of history and the specific differences between Marx and his predecessors. They have
reduced his historical conceptions to a level that does not go beyond the horizon of bourgeois liberalism,
that is, beyond the idea of evolution in the direction of constant progress “from the incomplete to the
complete”—to quote Hegel.

§ § §
The fundamental characteristic of Marx’s historicism and the mark that distinguishes it from his
predecessors is not the doctrine of the historical succession of economic systems but a special theory
that, in addition to evolutionary changes within a given system, explains the objective and subjective
conditions necessary for the transition from one system to another. Briefly stated, it is that within the
existing economy a new economic form arises and grows, that the two enter into ever-sharper conflict
with each other and that through the violent resolution of the conflict the new economy finally takes
over.

Within this general theory there are three special theories: (1) a doctrine of a “universal social
dynamic” of structural changes in society, valid for all “antagonistic” societies; (2) the theory of the
objective developmental tendencies of capitalism; and (3) the theory of the subjective bearer of change, that is,
the class-struggle theory. Obviously, the second, unlike the two others, deals only with the special
historical phenomenon of the transformation from capitalism to socialism. Like Condorcet and Saint-
Simon, Marx teaches that the idea of evolution must be applied to the future as well as to the past, for

one must seek in the perceptible structural changes of the present the lines of future development.987

We have already seen that Saint-Simon and his school knew that the industrial system grew up within,
and as a bitter enemy of, the feudal system of the later Middle Ages. For the Saint-Simonians, however,
this insight was no more than a singular historical observation. Marx developed this observation into
what we might call a universal birth story of a social system. Every new economic system, he taught, is
born directly within the old and goes through a long process of maturation before it can displace its
predecessor and become dominant. “New superior relations of production never replace older ones
before the material conditions for their existence have matured within the framework of the old

society.”988 The displacement of the old system by the new is not an arbitrary process to be
accomplished at any chance moment. It requires the existence and slow maturation of certain necessary

subjective and objective factors.989

For the first time in the history of ideas we encounter a theory that combines the evolutionary and
revolutionary elements in an original manner to form a meaningful unit. Gradual changes in the
productive forces lead at some point in the process to sudden changes in the social relations of
production, that is to say, to political revolution. By underlining the evolutionary aspects, Marxism
sharply distinguishes itself from the voluntarism of the utopian socialists as well as from the
pseudorevolutionarism of putschists or partisans of the coup d’état. At the same time, Marxism does not
give up the idea of revolution but regards it as the necessary conclusion of the evolutionary process and
as the instrument for achieving the transition to a new economic structure. This theory rests primarily
on the fact that productive forces, legal property relations, and political power are subject to the law of



uneven development.
Changes in the productive forces release a relatively rapid and dynamic element, out of which grows

the assault against the structure of the old society as a whole. Legal property relations, on the other
hand, and political power, which rests upon them, constitute the passive, conservative, static element,
guarding the existing society against change. The latter element changes slowly, long after the changes
in the productive forces and as the result of those changes. The new economic forces thus clash with the
antiquated political and property relations, which no longer correspond to the new needs and fetter
further progress. “Then begins an era of social revolution,” in which the antiquated legal and political

relations are broken and replaced by new ones that are appropriate to the new economic forces.990

Since the antiquated laws express only the vested interests of their creators, and since these will never
voluntarily renounce their privileges, the disappearance of the old laws entails the disappearance of their
creators, the former ruling classes.

In his second special theory, dealing with the objective developmental trends within capitalism, “the natural
laws of its movement,” Marx tries to show that there is a limit to the development of capitalism: that it
must reach a peak after which a declining phase will set in, and that at a certain point the further

functioning of the system will become impossible and its collapse inevitable.991 The system must be
transformed not only because the working people reject it but also because the ruling classes cannot find
any way out. During this critical period, despite progress in restricted sectors (technology, chemistry),
the system as a whole loses its progressive character, and the symptoms of its disintegration grow more
and more numerous; the system becomes a fetter on further development and can preserve itself only
by violence and increasingly severe repression of the newly emerging social forces. In the end, however,
it must be defeated in the conflict with these forces and yield to them. Thus progress is achieved only at
the price of the misery and humiliation of individuals and entire peoples.

No predecessor of Marx had a similar theory. It is true that the Saint-Simonians wanted to make
history an exact science and conceived the future to be a necessary product of the past, but they never
got beyond the mere postulate and never attempted to work out a theory of the future tendencies of
capitalism. Nor did Sismondi or Richard Jones. Their prediction that capitalism would be replaced by a
higher form of economy did not rest upon theoretical arguments but merely on historical analogy: since
all previous economic systems were transitory, they argued, we must assume the same to be true of
capitalism.

Marx undertook to demonstrate the historical necessity of the decline and final disintegration of
capitalism. When the process of accumulation reaches a certain point, he shows, there will be a
transformation of quantity into quality. A condition of oversaturation with capital will arise, and no
adequate new possibility for capital investment will be available. All further accumulation of capital will
become impossible, and society will enter a permanent period of growing accumulation of idle capital,
on the one hand, and of large-scale permanent unemployment on the other. Thus the process of
disintegration will begin. The property owners’ fear of losing their privileges gives the spiritual and
political life of this period a reactionary character. In short, the whole structure of capitalism will be
shaken to its roots, and the basis will have been laid for great political and economic

transformations.992 It is true, of course, that Bazard and later Pecqueur, following Sismondi, foresaw
the crises, the misery, and the uncertainty of the working class. These insights remained mere particular
observations with them, however, and not, as with Marx, elements of a steadily worsening disease of
the system from epoch to epoch that would lead to ultimate paralysis.

The third element in Marx’s general theory is that no economic system, no matter how weakened,
collapses by itself in automatic fashion. It must be overthrown. The theoretical analysis of the objective
trends leading to a paralysis of the system serves to discover the “weak links” and to fix them in time as a
sort of barometer indicating when the system becomes ripe for change. Even when that point is



reached, change will come about only through active operation of the subjective factors. This part of the
theory Marx developed in his study of the class struggle. Marx has frequently been charged with a
“fatalistic” theory of the “historical necessity” of social development in some given direction. Such a
charge rests on a serious misunderstanding of the theory of the class struggle. In all his writings Marx
characteristically emphasizes the unity of theory and practice. This so-called “historical necessity” does
not operate automatically but requires the active participation of the working class in the historical
process. This participation, however, is itself not something arbitrary but follows from the pressure of
the objective factors. The student of history and the forward-looking practical politician must therefore

consider this subjective factor as in fact another objective condition of the historical process.993

While, for instance, Saint-Simon and his school do not give the working class any political role in the
transformation of society, the main result of Marx’s doctrine is the clarification of the historical role of
the proletariat as the carrier of the transformative principle and the creator of the socialist society. To
Marx, activity is an integral part of thinking, and truth cannot be discovered by a merely contemplative
attitude but only by action. This is the meaning of Marx’s eleventh thesis on Feuerbach: “The

philosophers have only interpreted the world in various ways; the point is to change it.”994 If
philosophers from Montesquieu to Feuerbach taught that man is a product of his natural and social
environment, Marx observes that to an even greater extent man is influenced by his action on his

environment. In changing the historical object, the subject changes himself.995 Thus the education of the
working class to its historical mission must be achieved not through theories brought in from outside
but by the everyday practice of the class struggle. This is not a doctrine but a practical process of
existing conflicts of interests in which doctrines are tested and accepted or discarded. Only through
these struggles does the working class change and reeducate itself and become conscious of itself.

Marx’s attack on the “fatalist economists”996 is only an illustration of the fact that his dialectical concept
of history has a twofold significance. In this he follows Hegel, for whom history has both an objective
and a subjective meaning, the history of human activity (historia rerum gestarum) and human activity itself

(res gestas).997 The dialectical concept of history is not merely an instrument with which to explain
history but also an instrument with which to make history. “Men make their own history, but they do
not make it . . . under circumstances chosen by themselves, but under circumstances directly

encountered, given and transmitted from the past.”998

It is in this double sense that the Marxist theory of the class struggle is to be understood. On the one
hand, it is an expression of the existing conflict of interests between classes. At the same time, it
transcends the mere statement of an existing factual condition, not as a fatalistic expectation of
evolution but as a guide to the active participation of the working class in the historical process. By this
activity the objective tendencies can be realized and the forces of a reactionary but powerful minority
that stand in the way of further development and progress overcome. In this latter sense the class

struggle has always been a decisive subjective factor in history.999

It is worth repeating that no one before Marx understood history in this way. It is true that in the first
third of the nineteenth century the ideologists of the victorious revolutionary French bourgeoisie—the
historians Augustin Thierry, [François] Mignet, and above all François Guizot clearly recognized that the
past centuries were dominated by class interests and class struggles. But they never went beyond the
description of actual conditions, that is, the struggles of the rising bourgeoisie against the landowning
feudal class. They recognized class struggles only in the past and failed to see their continuation in their
own time, in the existing relations between the working class and the bourgeoisie. In Marx the class
struggle is not merely a description of actual facts but a part of an elaborated historical theory: he
explains genetically the necessary emergence of class conflicts in various historical epochs and explains
their origin, form, and intensity by the development of the productive forces in each period and by the



position individuals and classes occupy in the productive process. This endows the doctrine of the class

struggle with a concrete and profound meaning.1000

On the other hand, Saint-Simon and his school, as we have seen above, had also recognized past class
struggles only in a factual sense and did not admit them for their own time. The Saint-Simonians feared
to arouse the hopes of the proletariat; and, convinced that progress must come through the elite of the

upper classes, they wanted above all to win these upper classes over to their views.1001 Though the
writings of Bazard, [Barthélemy Prosper] Enfantin, and later Pecqueur contain references to the struggle
of the working class against the dehumanizing effects of capitalism, these remain isolated statements of

fact.1002 In principle, the Saint-Simonians accepted the idea that progress was a continuous transition
from antagonism to peaceful association. Thus Pecqueur regards class struggle as an evil, like every
other form of struggle, and compares it to war. He expects that in the future all forms of struggle will
be less violent and that peaceful methods of production and distribution will develop. There is a wide
gap between this view and the overpowering generalization of the Communist Manifesto: “The history of
all hitherto existing society is the history of class struggles.” Here, class struggle is not regarded as an
evil but as a dynamic force, the lever of history. By fighting for its rights against the ruling class, the
exploited and oppressed class creates a new historical situation. New rights are wrested from the ruling
class, and the whole of society is thereby raised to a new and higher level. In this conception, class
struggle does not end with the abolition of feudalism by the bourgeoisie; it is also typical of the relations
between the bourgeoisie and the working class. According to Marx, the process of history on the road
of progress, far from becoming increasingly peaceful, increases in violence with the development of
capitalism, and class conflicts become the decisive instrument in the transition from capitalism to
collectivism.
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W. Playfair, the Earliest Theorist of Capitalist

Development1003
Simonde de Sismondi is regarded as the earliest representative of the doctrine of the objective
tendencies of capitalist development. But Sismondi reflects not so much the French as the English
industrial experience, and we know that in 1817 he went to England, the home country of the industrial
revolution, to collect material for his New Principles. This is not surprising: British capitalism was the
most developed at that time. It would be surprising, however, if the basic trends of capitalism, which
manifested themselves in early nineteenth-century England more clearly than anywhere else, had not
left any trace in English economic literature. In Playfair we rediscover a missing link; it shows that the
English industrial experience found its expression not only indirectly, via Sismondi in France, but also
directly in England.

“Trend spotting,” or discovery of the objective developmental trends of capitalism, is the primary aim
of modern economic science. It is also one of the essential elements of Marxian economics.
Nevertheless, there prevails great confusion about the genesis of this important doctrine. Some writers
attribute the first formulation of the fundamental tendencies of capitalism to Karl Marx; others maintain
that Marx borrowed them from his forerunners, particularly Sismondi.

Can one agree with Professor Charles Rist, who declares that of all the ideas that Marx took over from
Sismondi, “the most fertile idea borrowed by Marx was that which deals with the concentration of
wealth in the hands of a few powerful capitalists, which results in the increasing dependence of the

working classes. This conception . . . forms a part of the very foundation of Marxian collectivism”?1004

Nothing is more contrary to truth than this assertion. The concentration of wealth, the trend toward
large-scale production, and the growing proletarianization of the working classes in the first half of the
nineteenth century were not theoretical conceptions but statements of empirically observable facts.
Marx did not have to “borrow” from Sismondi facts that could be easily ascertained from contemporary
English industrial statistics and that served as the common starting point for all critiques of capitalism by
the leaders of the working-class movement in France in the middle of the nineteenth century.

Who was the first to discover and to establish these objective tendencies? In the preface to the first
volume of Capital Marx declares that “it is the ultimate aim of this work to reveal the economic law of
motion of modern society,” namely, to show “its tendencies,” which Marx regards as “the natural laws

of capitalist production.”1005 He is referring to objectively ascertainable tendencies, which Marx and
Engels describe elsewhere as the concentration of capital and land in a few hands, the ruin of the petty
bourgeoisie and peasants, the misery of the proletariat, the crying inequalities in the distribution of

wealth, and the industrial war of extermination among the nations.1006

However, Marx and Engels were not the first to establish the existence of such tendencies. As early as

1843, Victor Considerant, the Fourierist leader in France,1007 clearly formulated all these tendencies

in his pamphlet Principles of Socialism, Manifesto of Democracy in the 19th Century.1008 Particularly
important are paragraphs VII, VIII, and XI.

Paragraph VII (the tendency to the destruction of the small and medium industries): the result of free
competition “is the direct reduction of the proletarian masses to collective serfdom . . . the progressive
crushing . . . of small and medium industry . . . under the weight of big property, under the colossal

wheels of big industry and big trade.”1009

Paragraph VIII (concerning the tendency to the concentration of capital and the impoverishment of the
working masses): “Society tends more and more distinctly to be divided into two great classes: a small



number possessing everything or almost everything . . . and the great number possessing nothing, living
in absolute collective dependence upon the owners of capital and the instruments of production,
compelled to hire for precarious and ever-decreasing wages their hands, talents, and energies to the

feudal lords of modern society.”1010

Finally, Considerant emphasizes the fact in paragraph XI, that as an inevitable result of free
competition there arises the tendency to the formation of big monopolies in every branch of

business.1011

Nor was Considerant the first to discover these tendencies. Several years before him, all the
tendencies described above had been formulated, with masterful conciseness and precision, by
Constantin Pecqueur. In his Social Economics this writer predicts that as a result of the introduction of
machines, “the various small industries, agricultural, manufacturing and commercial, will disappear
quite generally. . . . As small industry will disappear, the small industrialists . . . will degenerate into
wage laborers, a mass of serfs working day by day in the manufactures, into proletarians without a

future; and all the big industries will be monopolized exclusively by an industrial feudalism.”1012

A few other authors propounding similar ideas could be quoted. Their primary source in France was
Sismondi’s book, New Principles, in which the fundamental developmental tendencies of capitalism were
clearly stated as early as 1819. As regards the tendency to concentration, Sismondi shows that as

capitalism progressively accumulates, it concentrates in large-scale manufactures.1013 He formulates

the tendency to the destruction of small and medium enterprises in industry and trade.1014 As for the
tendency to the impoverishment of the laboring masses, he observes that, as a result of the technological
advances that extend to a growing number of branches of industry, new masses of workers constantly
become unemployed; to find employment they are ready to work for starvation wages and as a result
become physically and morally degraded, sinking below the level of beasts. Every technological
revolution is followed by a new deterioration of the status of laborers.

However, Sismondi, too, had a predecessor. This article attempts to show that the true originator of
the doctrine of the objective developmental trends of capitalism was William Playfair (l759–1823), a
British economist, who until now has remained completely unnoticed.

Such revaluation of a forgotten economist has more than a merely personal significance. If it can be
established that the conception of the objective fundamental tendencies of capitalism—the ideas of the
growing accumulation of capital in a few hands, of the disappearance of the middle classes, of the
necessity of capital export, et cetera, can be found for the first time not in Sismondi, 1819, but in
Playfair, as early as 1805, this means that all these tendencies had become sufficiently perceptible in
England and objectively ascertainable fourteen years before the publication of Sismondi’s book, and for

that very reason could be formulated at that early date.1015

Furthermore, it is noteworthy that while the previously known French theorists of the objective
trends of capitalism were utopian or petty-bourgeois socialists, or semisocialists, who sharply criticized
capitalism and proposed to replace it by another more or less socialist form of society, Playfair was a
spokesman for the petty bourgeoisie. He too criticizes the failings of capitalism, but his critique is purely
sentimental. He does not conceive of any way out of the situation; despite all the failings of capitalism
that he points out, he wants to preserve it and does not propose to replace it by another system.

Playfair is not a theoretician comparable to the classical economists, that is to say, he is not an analyst.
He does not precede his exposition by any general principles, such as a theory of value, from which he
might draw inferences by way of logical deduction. He applies the reverse procedure—the method of
the historical school. He describes the real processes and the observed developmental tendencies, and
theorizes rarely. In this “inquiry . . . there has been an invariable rule, never to oppose theory and

reasoning to facts but to take experience as the surest guide.”1016 The result is a surface treatment and



a lack of depth and analysis. But he is an excellent observer. Playfair is interested above all in the fate of
the British Empire and its future economic development as a basis for its political power. In order to
foresee that future fate, Playfair first strives to discover a general law of historical development, a law
valid for all nations and all times from antiquity to the modern era, so that Britain would represent only
a special case in the application of the general law, only its modification under the particular
circumstances of modern capitalism, which can be understood only as such. For that reason Playfair’s
exposition of Britain’s developmental trends would be difficult to understand without a discussion of his
general historical law of the rise and decline of nations.

1. The Dominant Tendencies of Capitalism
While contemporary French evolutionists such as [Anne-Robert-Jacques] Turgot (1750), [Marie-Jean-
Antoine-Nicolas de] Condorcet (1795), and Count [Henri] Saint-Simon (first publication in 1802)
assumed the existence of a law of continuous cultural and economic progress, Playfair rejects such an

idea.1017 His law of the rise and decline of nations is based on the idea that mankind marks time
without moving forward; that states, just like individuals, go necessarily through periods of infancy,
manhood, and decrepitude, and then die; that all of them begin with “their original state of

poverty,”1018 that they subsequently gradually develop into centers of wealth and power, and that in
the end, after reaching the climax of their wealth, through the operation of the same general law,
inevitably relapse into barbarism and poverty; their place is then taken by other, culturally and

economically backward nations, so “that the greatness of nations is but of short duration.”1019

To prove the existence of such a historical law, Playfair briefly outlines the rise and fall of all the
civilizations he knows for a period of more than three thousand years, covering antiquity, the Middle

Ages, and modern times. Under “the pressure of necessity”1020 the poor countries with “superior
energy” attack the wealthy nations either by peaceful methods or by war, producing always the same

effect: “the triumph of poverty over wealth.”1021 “The effeminacy and luxury of the rich,”1022

operating persistently “from generation to generation,”1023 undermines the energy and activity of the
wealthy.

This general law of historical development works in “modern” (that is, capitalist) industrial countries
only with some modifications, because of the presence of “some particular causes that operate in some

modern nations.”1024 One of these “particular causes” is the tremendous development of modern
military technique and mechanical warfare. In the past, the triumph of poverty over wealth was possible
because the backward nations under the pressure of necessity were energetic, martial, and brave. In
modern times, however, wars no longer favor poor nations, [as] “bodily strength has but little effect,
while the engines of war can only be procured by those resources which wealth affords.” To constitute

and equip an army with modern engines, “a very considerable degree of wealth is necessary.”1025

Courage and bravery, the fighting qualities of the poor nations, no longer prevail against modern
weapons. While in the past wealth and luxury led to the decline of the wealthy nations, in modern times
the situation is reversed: victory is decided not by martial virtues but by wealth; therefore, the main
task of the government is now to preserve wealth and prosperity.

Having formulated the general law in book 1, Playfair confines his analyses in books 2 and 3 to the
“modern,” i.e., capitalist nations, inquiring into the specific causes that determine the rise and fall of
such nations. He eliminates “a variety” of local or accidental causes (for example, wars) and attempts to
deal only with fundamental causes “operating in all of them,” namely, “the interior causes of the decline
of wealthy nations, arising from the wealth itself,” that is, from the degree of accumulation of capital



achieved in a given period.1026 Playfair distinguishes three phases of such accumulation: in the first, less
capital is available than can be invested; in the second, there is sufficient capital; in the third—on which
he concentrates almost exclusively—there is more available capital than can be profitably invested.

Therefore, capital reaches insuperable limits—“its bounds”—to further accumulation.1027 All nations
begin their development as agrarian countries, then become manufacturing countries, and finally change

into creditor nations that must export the available surplus capital.1028

According to Playfair, Britain has entered, or is about to enter, this third phase, and he analyzes it in
the light both of arguments drawn from observation of contemporary conditions in Britain and of
arguments drawn from the experience of previous centuries, particularly from the history of Holland,
Genoa, and Venice. In the course of this analysis he attempts—and he is the first economist to do so—
to formulate the developmental trends of capitalist accumulation.

During the whole period embracing the first two phases of capital accumulation, which is identical
with the period of progressive industrialization, Playfair observes three fundamental tendencies of
development:

1. The tendency of capital to concentrate in a few hands.
2. The tendency of the productive classes to become poorer.
3. The tendency of the middle classes to disappear.

When the third phase, that of superabundance of capital, is reached, a fourth fundamental tendency
begins to operate—the tendency of every industrial nation to become a creditor or investor nation.

But this means the end of progressive industrialization and expansion, that is, a tendency to a
stationary state and the beginning of disintegration and decline. Thus the general law of rise and decline
remains valid also for modern, capitalist states, although its outward form is modified.

The Natural Tendency of Wealth to Accumulate in the Hands of a Few
The tendency of wealth to accumulate in the hands of a few was often asserted as a fact. Thus [Paul
Henri Thiry] d’Holbach wrote in 1773: “Wealth . . . gradually accumulates in a small number of hands;

to favor a few shrewd citizens, all others are reduced to indigence.”1029 Playfair—and this is his
contribution—does not confine himself to a vague, general statement that seems to apply to all epochs,
and he does not explain the concentration of capital by the personal shrewdness of a few but regards it
as the natural and inevitable result of the accumulation process in modern industrial states. In contrast
to the belief of eighteenth-century economists that fundamental economic structures are the result of
legislation, he shows that, parallel to this accumulation, the differentiation and inequality of possessions
increase as a natural result of the economic process, quite independently of existing legislation or the
political form of the state (that is, both in despotic and free states). Moreover, he shows the effects of
the concentration of capital on all social classes—the enrichment of a few big entrepreneurs, the ruin of
numerous small entrepreneurs who lose their economic independence, the decline of wealth based on
rentier income, the automatic enrichment of the landowning class, the specific role of credit in the
centralization of big fortunes, and, as a consequence of the concentration process as a whole, the
widening of the gap between the impoverished and degraded classes and the wealthy upper classes. “In
the career of wealth, in its early state, when individual industry is almost without any aid from capital,
men are as nearly on an equality as the nature of things can admit. But in proportion as capital comes
into the aid of industry, that equality dies away, and men, who have nothing but industry, lose their
means of exerting it with advantage; some become then incapable of maintaining their rank in society

altogether.”1030 “In every country, the wealth . . . has a natural tendency to accumulate in the hands of
certain individuals, whether the laws of the society do or do not favour this accumulation,” as a result of



which the “unequal division of property” is accentuated.1031

This tendency of productive, industrially employed capital to concentrate is intensified by the specific
function of credit. Profits are primarily created by productive activity. But this mode of enrichment is
relatively slow. Big fortunes can be accumulated with the help of long-term credits: “In countries where
the common practice is to sell, chiefly, for ready money, great fortunes are seldom gained. . . . But in a
country that gives long credits, or in a branch of trade on which long credits are given, we always see

some individuals gaining immense fortunes.”1032

On the basis of the observation that as capital accumulates, the rate of interest sinks (Turgot, Adam

Smith),1033 Playfair concludes that in the course of the accumulation process the relative position of an
owner of a definite amount of money capital deteriorates. If the rate of interest drops from 4 percent to
2 percent, a capital of £1,000 brings in the same income as previously a capital of £500. Capital
accumulation is thus accompanied by depreciation of money capital, and as a result of this tendency to
depreciation, large money fortunes are not permanent; they shrink after two or three generations. To
counteract this tendency and maintain the former relative position of money capital, much energy,

work, shrewdness, and willingness to take risks are required.1034

In contrast to this constantly threatened position of the moneylender, the relative position of the
landowning class grows progressively stronger. As capital accumulation in industry increases and the
rate of interest falls, the value of land automatically rises, without the intervention or work of the
landowner. Therefore, this form of property and its concentration in a few hands is the most

dangerous.1035

The Tendency of the Number of Poor to Increase in Countries Advancing in Wealth
In the seventeenth century, England was faced with a chronic problem of pauperism—pauperism in an
agricultural country. The new pauperism was very different; it was a consequence of industrialization.
What distinguishes Playfair from his predecessors in calling attention to this fact is that in contrast to the
countless remedies proposed by older economists for curing idleness by corrective or punitive
legislation, he regards the increase in the number of the poor as a natural consequence of concentration
of capital and wealth: “the alarming and lamentable increases of the poor in proportion, as a nation

becomes rich.”1036

Playfair calculates that the number of the poor has grown faster than the total population.1037 These
victims of poverty, he says sarcastically, are “filling prisons, poor houses and hospitals,” “illustrating the
effect of wealth,” and he devotes a whole chapter to the problem “Of the Increase of the Poor, as

General Affluence Becomes Greater.”1038

Playfair distinguishes between two types of poverty. The first, which exists “in every nation,”
comprises people who are poor for general, demographic, natural reasons, such as “the lame, the sick,
the infirm, the aged, or children unprovided for.” The number of those “in proportion to the total
number of inhabitants, will be pretty nearly the same at all times; for it is nature that produces this
species of helpless poverty.” “There is another species of poverty, not of nature’s creation. . . . That
new species of poverty is occasioned by the general wealth, since it increases in proportion to it.” “As
this tendency is uniformly felt . . . over the whole country when it advances in wealth . . . it must

operate, in length of time, in producing the decline of the whole nation.”1039

For even though the enrichment of some and the impoverishment of others takes place in such a way
that they “change places gradually and without noise,” the final result is nevertheless that “such changes
are attended with . . . violent commotion.” “The lower classes become degraded and discouraged, as is
universally found to be the case in nations that have passed their meridian.” While some men remain



idle because of their wealth, “others, who are depressed below the natural situation of men, are bringing
them [their children] up to feel the extreme pressure of want. . . . Neither the powers of their body,
nor of their mind, arrive at maturity.” “Whilst the foundation of idleness and poverty is laid in, for one
part of a nation, from the affluence of their parents, another portion seems as if it were chained down to

misery from the indigence in which they were born and brought up.”1040

This social sickness is not the result of accidental external causes but of “the interior cause”—the
accumulation of capital. That is why this sickness is inherent in the nature of the economic organism,
and it becomes accentuated with the growth of this organism—a process that Playfair illustrates by
quoting from [Alexander] Pope:

“The great disease that must destroy at length,

Grows with our growth, and strengthens with our strength.”1041

In all new and rising states the higher orders . . . as they increase in wealth and have lost sight of its origin, which is industry, they
change their mode of thinking; and by degrees, the lower classes are considered as only made for the convenience of the rich. The
degradation into which the lower orders themselves fall, by vice and indolence, widens the difference and increases the contempt in

which they are held. This is one of the invariable marks of the decline of nations.1042

But the rich consider only their own advantage; the richer they become, the more selfish they are;
they hold the poor responsible for their poverty and treat them worse than beasts: “It has been noticed
that in every society, as wealth increases, hospitality [which existed in a less advanced state of society]
dies away. . . . The social feelings become less active, and men turn selfish and interested, thinking for
themselves and careless for the community; while, on the one hand, the causes for poverty increase, on

the other, the means of relief are misapplied, neglected.”1043

The Tendency of the “Middling Classes” to Disappear
Concentration of wealth, on the one hand, and the growing number of impoverished masses, on the
other, take place at the expense of the middle classes, that is, “those immediately above” “the inferior

classes.”1044 These middle classes gradually disappear. “The consequence of great fortunes, and the
unequal division of property, are that the lower ranks . . . become degraded, disorderly and
uncomfortable, while the middling classes disappear by degrees.” Such an exasperation of economic
antagonisms as a result of the unequal division of property is dangerous and leads the nation to inevitable

ruin.1045

Playfair is not a radical. He praises the middle class and believes in their great task of assuring
economic and political progress, the material and spiritual elements of which are concentrated in that
class. The rich have always managed to shift burdens to the others; as for the large masses of the
productive workers, they have neither the leisure nor the resources to steer the ship of state. Nor has
Playfair a high opinion of the landowners, rentiers, and all those who receive a fixed, unearned income.
He contrasts “the most useful class,” that is, “those whose income is regulated by their efforts . . . that is
to say, the productive labourers of the country” with “those whose incomes are fixed, that is principally

the unproductive labourers . . . the drones of society.”1046 “Where there is no regular gradation of

rank and division of property, emulation, which is the spur to action . . . is . . . destroyed.”1047 “The
higher classes can never be made to contribute their share towards the prosperity of a state. . . . The
higher class . . . can never be very numerous; and being above the feeling of want . . . there is nothing
to be expected of them towards the general good.” “From the working and laborious classes, again, little
is to be expected . . . they have neither leisure, nor other means of contributing to general prosperity as
public men; they, indeed, pay more than their share of taxes in almost every country; but they cannot
directly, even by election, participate in the government of the country.” “It is in the middling classes
that the freedom, the intelligence, and the industry of a country reside. . . . Where there are no



middling classes to connect the higher and lower orders . . . a state must gradually decline.”1048

The rapid disappearance of the middle class is particularly dangerous because this increases the
distance between the mass of the poor and the class of the wealthy, and the contrasts between want and
riches are brought into sharp focus: “The strongest bond of society is thereby broken; the bond that
consists in the attachment of the inferior classes to those immediately above them. Where the distance is

great there is but little connection. . . . The whole society becomes, as it were, disjointed.”1049

Despite Playfair’s sympathy for the middle classes, he has no illusions about the actual development of
capitalism. He knows that the wheel of history cannot be stopped. The middle classes are disappearing
and social inequality operates permanently, even in the opening stages of capital accumulation when the
nation is still poor in capital; but it operates with particular intensity at the higher stages of
accumulation and capital saturation: “[The] tendency to [inequality] increases very rapidly of late years.”
“But if this progress goes on, while a nation is acquiring wealth, how much faster does it not proceed
when it approaches its decline? It is then, indeed, that the extremes of poverty and riches are to be seen

in the most striking degree.”1050

The tendency of agricultural nations to change into industrial nations and later
into creditor (investor) nations. Superabundance of capital and lack of investment
opportunities in old industrial countries as factors of disintegration and decay.
We have shown that according to Playfair capitalism, from its very beginning, has been accompanied by
the three developmental trends described above. We shall pass now to the most important section of
Playfair’s theory of accumulation—his view that at a specific stage capital accumulation reaches a
maximum limit. This results in a profound structural change of the whole economy. It is at this late
stage of accumulation that a fourth trend appears—the tendency of industrial nations to change into
creditor (investor) nations, which ultimately leads to the disintegration of the whole economic system.
For if capital accumulation reaches the third phase (characterized by superabundance of capital), the
profits earned in the existing enterprises cannot be profitably absorbed at home; they become “surplus”

capital and must therefore be exported: “When capital becomes over abundant,”1051 “if there is not
sufficient means of employing capital within a nation or country . . . there are plenty of opportunities

furnished by poorer nations.”1052

In other words, the “surplus” capital that cannot be invested at home must be exported to other,
economically undeveloped countries. If the “surplus” capital is nevertheless invested in the home
country and the manufactures are expanded, an unsalable surplus of commodities is inevitably
produced, which again can be marketed only in undeveloped countries. Such countries “afford us much
reason for hope, and do away [with] one of the causes for fearing a decline that has been stated, namely .

. . by not having a market for our increasing manufactures.”1053 “The United States promise to support
the industry of England now . . . far more than both the Indies. . . . A market for British manufactures

[will be] insured for ages to come.”1054

Here we have in germ a formulation of a specific underconsumption theory deriving from surplus
capital, a theory that was later developed by Sismondi (1819) and Hegel (1820) and that was

popularized in the twentieth century by J. A. Hobson (1911) and Rosa Luxemburg (1913).1055

[David] Ricardo, in 1817, criticized such a “surplus” theory. According to him, there can be no

surplus capital in a country, because any amount of capital can always find profitable investment.1056

Unlike Ricardo, Adam Smith explicitly defended the theory of overabundance of capital inherited from

his predecessors John Locke and David Hume.1057



This theory of Adam Smith of a possible saturation of capital, that is, of a “mature economy” that has
acquired “its full complement of riches,” was quite current in Playfair’s lifetime. Locke (1692) and
Hume (1752) had advanced it before Smith in England; in France, it was held by Turgot (1766) and

Condorcet (1794).1058 But Playfair goes beyond his predecessors in one very important respect.
Smith, for instance, confines himself to stating that in Holland many moneylenders or rentiers lived on
the interest of capital lent to foreign nations. Playfair, however, not only refers to investors or rentiers
but also is the first to define all the characteristic features of a parasitic creditor (investor) nation living

not on productive work but “without labour,” on the interests of capital lent abroad.1059 At the same
time Playfair conceives of the investor state as the necessary and ultimate phase of industrial
development of any country, a phase that inaugurates decline and decay.

According to Playfair, there is a fundamental difference between an individual creditor and a creditor
nation. Individuals can withdraw from productive activity at any time. They can sell their real estate and
lend their capital abroad against interest. On the contrary, a nation cannot completely cease productive
activities and must always put to use its real estate, factories, mines, cultivated land, and so on; only
movable goods and money capital can be exported abroad. Therefore only part of a nation can function
as a creditor: “The whole nation could not become idle. Such a case never can exist, as that of all
individuals in a country becoming sufficiently rich to live without labour.” “A nation can never retire; it

must always be industrious.”1060

However, although not all individuals in a creditor nation can live comfortably, “without labour,” the
number of such idle individuals who live on interest coming from abroad is steadily increasing.

Once the state of overabundance of capital is attained, there begins a slow disintegrating process, a
retrogression of the industrial state, which in the end must lead to its decline. Two types of change take
place: a structural change in the economic basis and, parallel to it, a far-reaching change in the spiritual

superstructure.1061

Playfair is a realist; his analysis of the economic disintegration and ultimate decay of a creditor state
are not wishful speculations or conclusions reached by deduction from abstract presuppositions; they
have a realistic character, for he takes as a basis of his analyses the historical example of the decline of
Holland, a creditor state, and he thinks that if in the future other, for the time being backward nations
ever reach the stage of capital superabundance, they will produce analogous symptoms of material and
moral disintegration.

According to Playfair, the economic disintegration and decline of Holland was not accidental.
Accidents play a great part in the lives of individuals or small human groups, but not in the life of a
whole nation. Playfair obviously has in view the statistical law of big numbers, which he was the first to
apply to history. The accidental forces inclining in different directions cancel one another, and only the
fundamental forces common to the total mass of the nation assert themselves and can be considered the

dominant trends. A whole nation can perish only if “interior causes” have prepared it for decay1062:
An inquiry into the causes of the revolutions of nations is more perfect . . . than when directed to those of individuals. . . . Nations
are exempt from those accidental vicissitudes which derange the wisest of human plans upon a smaller scale. Number and magnitude
reduce chances to certainty. The single and unforeseen cause that overwhelms a man in the midst of prosperity, never ruins a nation:
unless it be ripe for ruin, a nation never falls. . . . Accident has only the appearance of doing what, in reality, was already nearly

accomplished.1063

Playfair analyzes the rise and decline of Holland from that standpoint: “As for the Dutch, they
continued to increase in wealth til the end of the seventeenth century. . . . In addition to their great
industry, the fisheries and art of curing fish, the Dutch excelled in making machines of various sorts, and
became the nation that supplied others with materials in a state ready prepared for manufacturing: this
was a new branch of business and very lucrative, for, as the machines were kept a secret, the

abbreviation of labour was great.”1064



But when Dutch industry became saturated with capital, there were no further profitable investments
at home. The additional capital could function only as [a] commercial agent between foreign nations; the
Dutch became a nation of intermediaries: “But when they became affluent . . . the manufacturers
became merchants, and the merchants became agents and carriers. . . . Dutch capital was employed to
purchase goods in one country and sell them in another; the Dutch became carriers of others, instead of
manufacturing . . . for themselves.” Thus “the solid sources of riches [that is, production] disappeared. .
. . The merchants preferred safe agencies for foreigners to trading on their own.” “Superiority in
manufactures over other countries was continually diminishing; consequently, industry was not so well

rewarded, and less active.”1065

According to Playfair, the structural transformation of the country did not stop there. The
manufacturer who regressed to the status of a merchant later became a rentier; the industries were
neglected, and the nation changed from an industrial into a creditor nation.

Manufacturers aspire to become merchants, and merchants to become lenders of money or agents.
The Dutch were the greatest example of this. . . . They had long ceased to give that great encouragement to manufactures which

had, at first, raised them to wealth and power. . . . They had, in the latter times, become agents for others rather than merchants on
their own account; so that the capital, which, at one time, brought in, probably, twenty or twenty-five percent annually, and which

had, even at a late period, produced ten or fifteen, was employed in a way that scarcely produced three.1066

This economic transformation was accompanied by a parallel change of mentality, which reacted on
the economic basis and further accentuated its weakness. In an investor nation “it is not merely a neglect

of industry . . . that is hurtful; the general way of thinking and acting becomes different.”1067

The mentality of an idle class of rentiers who despise productive work leaves its impress on the whole
life of an investor nation. This “degradation of moral character” of an investor nation is again illustrated
by Holland. In an industrial country, her manufacturers are a class of robust, active entrepreneurs; in an
investor country, wealthy, well-

established firms avoid risks, withdraw from productive activity, and live on interest.1068

Whatever, therefore, tends to accumulate the capital of a nation in a few hands . . . not only increases luxury, and corrupts morals,
but diminishes the activity of the capital and industry of the country.

In all the great places that are now in a state of decay, we find families living on the interest of money, that formerly were engaged
in manufactures or commerce. Antwerp, Genoa and Venice, were full of such; but those persons would not have ventured a single

shilling in a new enterprise.1069

In this way, both for objective and subjective, psychological reasons, capital expansion is brought to a
standstill, productivity deteriorates, and industry disintegrates. Holland’s position deteriorated as a
result of an internal development, not of unfavorable external circumstances: “There was no violent
revolution, no invasion by an enemy; it was the silent operation of that cause of decline which had been

already mentioned.”1070

The foregoing outline of the economic evolution of Holland from an industrial to a parasitic creditor
nation is, according to Playfair, not a casual excursion into the history of a specific country. It is on the
contrary conceived of as an illustration of a general law of the rise and decline of all modern industrial
nations. The economic transformation and the attending processes of material and moral degradation
are seen as an inevitable historical stage in the development of every industrial state, which begins the
moment its capital accumulation has entered the phase of superabundance and capital export.

Thus Playfair was the first—and for a whole century he remained the only one—to describe this
characteristic tendency in the evolution of modern industrial states, the tendency to capital export and
to transformation into creditor states. Economic theory neglected this problem during the entire
nineteenth century. Only at the beginning of the twentieth century was the problem raised again by
John Atkinson Hobson, whose work gave rise to a whole literature; but it is interesting to note that
Hobson’s economic interpretation of investment, his theory of surplus capital formulated in 1911, does



not go an inch beyond Playfair’s views expressed as early as 1805.1071

2. Counteracting Tendencies
What consequences does Playfair draw from his theory of the fundamental developmental trends of
capitalism?

The prospect of decay presented Playfair, who assumed it to be a proven truth as regards the whole
historical past of more than three thousand years, with considerable theoretical difficulties insofar as he
dealt with the future evolution of Britain, then the leading industrial country in the world. The French
evolutionists, Condorcet, Sismondi, and particularly Saint-Simon, or utopian socialists like Pecqueur
and Considerant were able to point out the contradictions and inadequacies of capitalism because they
not only criticized such inadequacies but also rejected the existing social organization and wanted it

replaced by a higher form.1072 But Playfair, who criticizes the contradictions of capitalism with equal
keenness, is a partisan of capitalism and wants to preserve it despite its evils. The idea of a transition to
another, socialist organization is outside his horizon, because in his eyes the existing capitalist form is
the highest, and he violently criticizes the French Revolution for its “levelling” tendencies. But if the
capitalist basis is retained, then, according to Playfair’s own general historical law valid for all epochs,
society is threatened with decay, because these tendencies originate in wealth, that is, in the very
essence of capital accumulation. The danger is all the more to be feared because history shows that

wealth and power “never have been renewed when once destroyed.”1073

Thus the theoretical problem has a practical implication, and Playfair raises the question whether
England cannot avert such a tragic end: “It is then worth while to inquire into the causes of so terrible a
reverse,” [whether] that “degradation which naturally follows, and which has always followed hitherto,

may be averted.”1074

He solves this problem by distinguishing between “necessity” and “tendency,” and by a new
methodological construction in which the dominant tendency is weakened by one or more
counteracting tendencies. These do not eliminate the main tendency but check its effectiveness and
postpone its ultimate triumph.

If decay were a historical necessity impossible to avert, the “inquiry would be of no utility. It is of no
importance to seek for means of preventing what must of necessity come to pass: but if the word
necessity is changed for tendency or propensity, then it becomes an inquiry deserving attention.” “It
merits investigation, whether it is or is not possible to counteract the tendency to decline . . . after

having attained the summit of wealth, we may remain there instead of immediately descending.”1075

We know that later Ricardo (1817), John Stuart Mill (1848), and Karl Marx (1867) resorted to the

same methodological instrument of a dominant tendency and counteracting tendencies.1076

Economic theory recorded this as a fact but has never raised the problem of the origin of this idea and
has never inquired into the circumstances that led to making such a distinction between the tendencies.
The foregoing passage from Playfair’s book shows that he is the originator of the idea and casts light on
the circumstances that led him to this important methodological construction. Playfair, the petty-
bourgeois theorist, elaborates the counteracting tendencies because he regards them as the theoretical
justification of an effort to preserve the existing capitalist society from disintegration and decay, or at
least to postpone them for several generations.

This does not mean that Playfair places his subjective wish for the preservation of capitalism above the
objective developmental trends; he still thinks that history is governed by necessity. Just as he tries to
show the objective inevitability of decline on the basis of the internal structure of the economic
organism, “the interior causes,” so, remaining true to his methodological principles, he inquires whether



objective countertendencies are not active within the economic organism. Only if such objective
countertendencies can be discovered is there room for the intervention of the subjective factor—the
deliberate effort to strengthen them.

According to Playfair, the task of strengthening and directing these objective countertendencies is
incumbent not upon individuals but upon the government: “Government can never be better employed

than in counteracting this tendency to decay.”1077 This does not eliminate the inevitability of decline,
but—and this is all that Playfair expects from his Inquiry—it might be possible “to find the means by
which prosperity may be lengthened out, and the period of humiliation procrastinated to a distant

day.”1078

With the help of such a distinction between “necessity” and “tendency” and between “tendency” and
“counteracting tendency,” Playfair’s general law of rise from barbarism to civilization and subsequent
decline can be upheld theoretically with regard not only to the past but also to Britain’s future, at the
same time the decline of England, even though the existing capitalist basis is maintained, can be averted
or at least postponed for long generations.

What are these counteracting tendencies? Playfair enumerates several, of which we shall discuss the

most important—export of capital.1079

Superabundance of capital in an industrial nation entails consequences that Playfair describes in a

special chapter entitled “Of the Tendency of Capital and Industry to Leave a Wealthy Country.”1080 “If
there is not sufficient means of employing capital within a nation or country . . . there are plenty of
opportunities furnished by poorer nations.” This withdrawal of capital “that operate[s] . . . in some
modern nations, is counteracting this effect, so far as it is occasioned by a superabundance of capital.”
“As it raises the poor nation nearer the level of the rich one, its effect gradually becomes less

powerful.”1081

Nations with superabundant capital indulge in comforts, keep numerous servants, and work less than
the poorer nations, just as the sons of a well-to-do father work less than the father worked in his youth.

But the export of capital, though it counteracts the effects occasioned by superabundance of capital,
does not eliminate the dominant tendency to decline. These counteracting tendencies relieve the
situation of capital-saturated countries only temporarily. In the long run “the intercourse between
nations is . . . in favour of the poorer one.” “The capital of a rich nation is employed in fostering a

rivalship in a poorer nation.”1082

Young nations that appear as rivals of older and wealthier nations enjoy a number of advantages that
enable them to rise faster and even to overtake their models. Elaborating on an idea that Condorcet
formulated ten years earlier, Playfair observes that the leading nations can develop technology and
invent new methods of work only by the hard way of trial and error. The rival young nations need to
imitate only the successful inventions, thus saving a great deal of time and expenditure. “The nation that
is highest, treads in discovery, invention, etc. a new path. . . . Those who follow have, in general, but
to copy, and in doing that, it is generally pretty easy to improve.” “So far as method of working and
machinery are concerned, the imitating nation has the advantage; it copies the best sort of machine and

the best manners of working at once.”1083 This, according to Playfair, explains the fact that whereas
the old industrial nations that improved their technique step by step are burdened with many obsolete
machines, “the nations that have improved in manufactures the latest have always carried them to the

greatest perfection.”1084

In this manner the relief experienced by capital-saturated nations through export of capital to
backward nations is of short duration. Their economic and technical advantage is only temporary, it
disappears by degrees, and England “cannot be expected long to maintain its superiority over



others.”1085

It is of little avail to possess a legal or factual monopoly in order to secure superiority: “Holland,
Flanders, and France were all originally superior, in the arts of manufacturing most goods, to

England.”1086

Nevertheless, these countries lost their superiority to England, because while the rising nation’s
industrialization is stimulated by high profits, the low profits earned by the advanced nation “which is

about being rivalled” produces “a sort of discouragement and dismay.”1087 Such nations with
superabundant capital cease accumulating; they tend to a stationary state in which no capital investments
take place: “At all events, a day must arrive when the nation that is highest, ceasing to proceed, the

others must overtake it.”1088 “From this it is very evident, that the nation the farthest advanced in
inventions has only to remain stationary a few years, and it will soon be overtaken, and perhaps

surpassed.”1089

Thus the export of capital, which brought temporary relief and advantage to the industrial country
exporting capital, in time undermines its long-range interests, because the exported capital helps in the
industrialization of the rival country: “In this manner it is, that the capital of a rich country supplies the
want of it in poorer ones, and that, by degrees, a nation saps the foundation of its own wealth and

greatness, and gives encouragement to them in others.”1090

Playfair illustrates this development by the example of Holland: “the Dutch, for the last century,
employed their capital in this manner, and, at one time, were the chief carriers . . . giving credit
largely. . . . They ruined many of their own manufactures in this manner. . . . There are many

manufactures in England that originally rose by means of Dutch capital.”1091

Thus Playfair shows that there is an insoluble antagonism of interest between the industrial and
merchant capital of a country. At first the Dutch merchants “ruined many of their own manufactures” by
giving large credits to foreigners, earned large profits as merchants and carriers of raw materials and

finished commodities; but later “they sunk both as a commercial and manufacturing people.”1092

However, Playfair does not reproach the Dutch merchants with lack of patriotism; he considers their
conduct inevitable in a nation that has reached the creditor stage. Every merchant is under pressure of
competition and must take the constantly changing circumstances into account. He cannot stop to
consider whether he serves or harms his nation; he is guided and driven by the profit incentive, the
principle on which the system of private enterprise rests. Should he allow himself to be guided by other
motives, he would soon be ruined. The transfer of capital and industry abroad is not the result of the
merchant’s personal decision but of an objective tendency of industry in a nation that has reached the
creditor stage.

The counteracting tendencies, therefore, bring only temporary relief; in the long run, the backward
agricultural and colonial countries are industrialized with the help of exported capital and attain the
level of the wealthy countries; they, too, enter a stage at which they have accumulated sufficient capital
of their own or even have begun to suffer from superabundance of capital. At such a future stage of
development, all international credit operations will inevitably stop: “If the time should ever come that

capital should be abundant in all nations . . . obtaining credit will not be an object.”1093

For despite the operation of all counteracting trends, the dominant trend, if the changes and rebounds
caused by wars are disregarded, asserts itself in the end; all nations will ultimately reach the state of
capital saturation, or the stationary state.

The fact that as early as the first half of the nineteenth century, before Karl Marx, a number of authors
such as Playfair (1805), Sismondi (1819), Pecqueur (1837), and Victor Considerant (1843) described
the objective developmental trends of capitalism raises the question of Marx’s relation to his



forerunners.1094 If he is not the originator of the idea, what is Marx’s contribution to that doctrine?
Marx approached the problem of the developmental tendencies of capitalism not as a historian but as a

theoretician. His purpose was not once again to describe these tendencies that had repeatedly been
described in contemporary French literature but to explain them. Marx’s Capital does not contain a
single chapter or section in which the above-mentioned developmental trends are described—as is the
case with Sismondi, Pecqueur, or Considerant—as empirical facts. In chapter 32, “The Historical
Tendency of Capitalist Accumulation,” and in chapter 25, “General Law of Capitalist Accumulation,”
Marx strives to show why the trend to concentration (and the associated trends to centralization and to
the destruction of the small and medium industries) is the inevitable result of capitalist accumulation on
the basis of the law of value; his purpose is to show that all these trends are dominated and explainable

by the law of accumulation.1095

At the same time Marx developed an idea that was completely alien to all his forerunners and that is
the focal point of Marx’s theory of the developmental trends of capitalism: the idea that the trends to
concentration and centralization, as well as the disappearance of small industry, follow one direction,
and that they are only the outward expression of the slow, gradual, long process of socialization of labor
—even under capitalism—a process that paves the way for the socialized economy of the future. This
process begins with the “scattered private property resting on the personal labour of individuals”; it
continues with the “centralisation of the means of production and socialisation of labour”; and it ends
with the transformation “of capitalist private property, which in fact already rests on the carrying on of
production by society, into social property”—a result that looms only at the end of a long historical

transformation of social labor.1096 What Playfair, Sismondi, Pecqueur, and Considerant could not see
were the far-reaching implications of this historic process. It is true that many writers before Marx
referred to the regularity of crises and the precarious condition of the working class. However, these
insights remained mere observations until Marx showed them to be the inevitable result of another
long-term fundamental tendency, which he discovered—the tendency of capital, as technology
advances, to increase its so-called “organic composition,” that is, the amount of invested fixed capital
per worker.
—New York City
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