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INTRODUCTION

Schumpeter’s book, as he remarked, was the fruit of almost forty years of
reflection and research on the subject of socialism. Its message, as originally
expressed in the preface, was that “a socialist form of society will inevitably
emerge from an equally inevitable decomposition of capitalist society”,
but in a later paper entitled “The March into Socialism” which was
added to the third edition of the book Schumpeter modified somewhat this
forthright prophecy. * SCisclaimed any intention of predicting the future
in such a definite way, and described his study as an analysis of “‘observable
tendencies”” which might have diverse outcomes depending upon the
strength of various resistances and counter tendencies that it would be
difficult or impossible to foresee. “The capitalist order,”” he now concluded,
“‘tends to destroy itself and centralist socialism is . . . a likely heir apparent.”

Almost another forty years on from the time when Schumpeter under-
took his study, how plausible does his analysis of those ‘“observable
tendencies’ appear? First, in what way does capitalism tend to destroy
itself? Not, according to Schumpeter, because it generates insoluble
economic problems. Writing towards the end of the economic depressions
of the 1930s, he rejected outright the prevalent view that an economic
breakdown of capitalism would occur. In particular, he argued vigorously

- against what he called the “theory of vanishing investment opportunity”,
according to which there is a long-run tendency in capitalism to economic
stagnation as a result of the declining rate of profit and the lack of new
opportunities for profitable investment and enterprise. Capitalism, in
Schumpeter’s view, would be killed by its economic successes, not by its
failures, because these successes create an unfavourable social and political
climate, or in his words, an ‘“‘atmosphere of almost universal hostility to its
own social order”.

Three processes are important in generating this anti-capitalist outlook.
First, the development of the capitalist economy itself undermines the
entrepreneurial or innovative function, which Schumpeter regards as
the essential feature of capitalism, because technological progress and the
bureaucratic administration of large enterprises tend to make innovation
itself a routine matter and to substitute the activities of committees and
teams of experts for individual initiative. Second, capitalism erodes its own
institutional framework by destroying the protective strata—the gentry,
small businessmen, farmers and others—which had survived from an
earlier form of society, and by weakening individual proprietorship in
favour of a more diffuse kind of ownership in the modern corporation.
Third, capitalism encourages a rational and critical attitude which is

ix
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eventually turned against its own social system, and this process is greatly
assisted by the creation of a large stratum of intellectuals who have,
according to Schumpeter, ‘“‘a vested interest in social unrest’’.

The events of the period since the end of the 1930s provide some
support for Schumpeter’s thesis. No doubt it was the war that made it
possible for capitalism to recover initially from the depress1qn, but in its
postwar development there have been few signs of stagnation or of an
imminent collapse. Even the recession of the mid-1970s now begins to
appear as only a temporary setback, and over the postwar period as a
whole economic growth has been exceptionally rapid. This was so evident
in the 1950s and 1960s, when the doctrine of the “affluent society”
became popular, that radical criticisms of capitalist society tended to move
from economic analysis to cultural criticism, mo: ™" amatically expressed,
perhaps, in the writings of Marcuse and in the ideas of the radical move-
ments of the late 1g60s. It was at this time that the doctrines of ““cultural
revolution’’ and the ‘“‘counter-culture’ acquired a considerable influence,
and the large part played by intellectuals in recent radical movements may
be thought to accord well with Schumpeter’s account of one of the major
elements in the process of capitalist decline.

But still there are some important differences. Much radical criticism in
the past decade, rather than turning bourgeois rationalism against the
capitalist social system, has been more inclined to challenge the ideological
dominance of a rationalist outlook, embodied in scientific and techno-
logical thinking, in any form of highly organized industrial society,
whether capitalist or socialist. And this movement, instead of becoming
diffused as a general opposition to capitalism, has tended to create a
division between a stratum of intellectuals engaged in cultural criticism,
and large sections of the population who are mainly preoccupied with
economic growth and hence with the further development and use of
science and technology. From this aspect, therefore, it might be argued
that the general hostility to capitalism has not increased and spread as
Schumpeter expected, but has been held in check mainly by more rapid
economic development, that is to say, by new economic ‘“‘successes’’.

Yet the postwar trends, especially in recent years, suggest some other
doubts about Schumpeter’s analysis. The survival of the capitalist economic
system depends upon innovation and expansion, and it may be argued
that in conditions in which growth rates have to be restricted in order to
conserve natural resources—involving limitations upon population
growth, the use of energy, etc.—such expansion is likely to become in-
creasingly difficult. And to these considerations may be added questions
about the likelihood of technological innovation continuing at the pace
that has been achieved in the past few decades, and about the possibility of
new investment opportunities occurring on the scale that was provided by
the development of the railways, and subsequently of the automobile.
Schumpeter discussed some of these issues, but in a very different context
from that which now exists, and ‘his view of the economic prospects of
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capitalism, even over a medium-term future of about forty years with
which he was concerned, may well appear too optimistic.

In any event, the decline of capitalism, however produced, does not
entail the emergence of a socialist society, and Schumpeter’s view of
socialism as the “likely heir apparent” is based upon an argument to the
effect that the economic process tends to socialize itself. The scheme of
modern social development within which he conducts his analysis has
three stages, which we might describe as entrepreneurial capitalism,
organized or bureaucratic capitalism, and socialism. The transition from
one stage to the next comes about as a consequence of economic changes,
among which the most important are those which create the large business
corporation based upon modern science and rational administration. It
should be noted that Schumpeter defines socialism only as an economic
system, as ‘“‘an institutional pattern in which control over means of
production and over production itself is vested with a central authority—
or . .. in which, as a matter of principle, the economic affairs of society
belong to the public and not to the private sphere’”. He puts aside any
discussion of the cultural aims of socialism, referrring in a somewhat
cavalier fashion to what he calls the “‘cultural indeterminateness of
socialism”’. In consequence, there is no place in his analysis for a con-
sideration of socialism as a class movement which seeks to abolish or
attenuate class differences, and so achieve greater social equality and a
liberation of the mass of the people from the constraints imposed by ruling
classes. Schumpeter is concerned only with the economic reorganization of
society, and when he asks whether socialism can work, what he means is
whether it can be economically efficient and productive.

This is a very narrow view of the socialist movement, and one which
exaggerates its cultural diversity. There is, unmistakably, in modern
socialism, despite the variety of its forms, a central preoccupation with the
related issues of social equality and individual autonomy and self-
determination. On the other side, few socialists have equated socialism
with centralized public ownership and planning of the economy, or to put
the matter in broader terms, have conceived socialism only as a mode of
production. If socialism had to be characterized in a single phrase it
would be more appropriate to describe it as a movement of human libera-
tion, in which the transformation of the economic system is only one
element, and itself gives rise to diverse choices in the construction of a
different type of system.

Schumpeter’s discussion of democracy, in relation to capitalism and
socialism, is also somewhat narrow. Alongside his definition of socialism in
economic terms he formulates an economic definition of democracy, con-
ceived as an institutional arrangement like the market, in which various
groups and individuals—equivalent to enterprises and entrepreneurs—
compete for the votes of electors, the political “‘consumers™. Schumpeter
emphasizes strongly this analogy between the economy and the polity,
quoting by way of illustration the remark of a politician to the effect that
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“What businessmen do not understand is that exactly as they are dealing in
oil so I am dealing in votes”. This theory of democracy as being only a
method for selecting political leaders (an idea already expressed by Max
Weber in his later political writings) is presented as an alternative to the
“classical doctrine’, which Schumpeter rejects, according to which
democracy embodies specific political ideals concerning the participation
of citizens in political life and the nature of the relationship between
political leaders and the people. '

It is true that Schumpeter does not always adhere quite strictly to his
own conception, and that in discussing the historical association, and even
a causal connection, between the emergence of capitalism and the rise of
modern democracy, he introduces ideas of rational action, individual
responsibility, self-discipline, tolerance, and so on, which seem to belong
rather to the classical doctrine. Nevertheless, the view of democracy as
competition for political leadership, as a form without any definite sub-
stance in the way of social or political ends, remains central; and this
permits Schumpeter to exclude any consideration of democracy as a
historical phenomenon in which there may be tendencies to development
and extension, or to stagnation and decay. Schumpeter refers only to
democracy being ‘“workable” or “unworkable”, better or worse in its
functioning as a mechanism; within his scheme of ideas there seems to be
no way of examining the question of whether a society is more or less
democratic.

Yet it is just this issue, the extension of democracy, which has been a
fundamental element in the intellectual and practical development of the
socialist movement over the past century, and has found a new expression
in recent years in the idea of “participatory democracy’’. All the class
struggles and national liberation movements of this century have aimed
in one way or another at creating a more democratic society in which
larger numbers of people, and especially those hitherto excluded, would
play a more direct and more effective part in making the decisions that
affect their lives, whether in the workplace, the family, and the local
community, or on a national and international scale. The difficulties of
extending democracy in such ways are by now all too evident, not least in
those socialist societies where economic backwardness, traditions of
authoritarian rule, the absence of earlier liberal forms of democracy and
the dominance of a single monolithic party have all worked against the
establishment of institutions which would ensure genuine self-government
by the people in the various spheres of social life.

It may also be the case, as Schumpeter suggested—and many later
critics of socialism have followed him in this line of argument—that
centralized economic planning is actually inimical to democratic participa-
tion and tends to produce a very great concentration of power in the hands
of political leaders and planners, whatever the means by which they are
selected. But here the contrast which Schumpeter draws between a market
economy and centralist socialism (or in the language of more recent
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writers, between a market economy and a command economy) is too stark,
and does not allow for all the possible alternatives. For an economy which
is centrally planned in its broad outlines may still have a considerable
degree of decentralization in decision making. One feature of such
decentralization may be the emergence of a socialist market economy, so
that in many spheres of economic life decisions would be made in numerous
different centres of activity rather than being imposed uniformly from
above. During the past decade there has been much discussion of such
developments in the socialist countries, as well as some practical economic
reforms which follow this direction.

Another aspect of decentralization, which Schumpeter simply dis-
misses in a brief comment on the Socialization Commission in Germany
after the First World War, concerns the organization of production in
individual enterprises in a socialist economy. Here again there are various
choices, ranging from a more or less total authoritarian control from above
to a system of self-management on the Yugoslav model. And despite all the
problems that the Yugoslav system has encountered, it constitutes, in my
view, a viable and promising form of publicly owned enterprise, and
represents one of the most significant contributions that has yet been made
in the twentieth century to the extension of democratic participation in
social life. The idea of self-management has had a growing influence in
recent years, in the socialist countries as well as in the labour movements
in capitalist countries, and it seems probable that the debate about
socialism and democracy, or socialist democracy, will come to be formu-
lated more and more in these terms, and with reference to the historical
experience of self-managed production that is now available.

Considering all its limitations is there anything of great value in
Schumpeter’s conception of democracy as a method of selecting political
leaders? Probably its most important feature, though it is not one that
Schumpeter emphasizes, is the idea of dissent and opposition that is
embodied in it. Competition for political leadership makes it possible for
those social groups which are dissatisfied with their position in society, or
with the general direction of social policy, to express their criticism and to
bring some influence to bear upon those who are the political leaders for
the time being. But this is still not the only important means of ensuring
that a society is open to criticism and change, and that decisions are not
made in an arbitrary way or in the service of particular interests. For the
effective working of a thoroughly democratic society at least two other
things are essential: first, that as many citizens as possible should share in
making decisions, that is to say, should have the opportunity and ex-
perience, in diverse spheres and for some part of their lives, of exercising
political leadership; and second, that there should exist a considerable
variety of relatively autonomous associations (including publicly owned
business enterprises) in which such self-government can be practised, and
which provide a basis for a permanent, unimpeded criticism and reform of
social arrangements.
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The success that Schumpeter’s book enjoyed when it first appeared, and
its continuing appeal to readers, can be explained, I think, by the fact that
it undertakes a serious and thorough examination of the great social
transition of the present age, from capitalism to socialism (and prefaces
this with an illuminating critical appraisal of Marx’s theory, as the only
socialist analysis of the transition that merits attention) rather than by the
kind of judgement that it makes about the consequences of this process of
social transformation. Schumpeter was far from welcoming the advent of
socialism, which he seems to have contemplated with the same gloomy
apprehension as did Max Weber. But this attitude did not prevent him
from analysing as carefully and dispassionately as he could those tendencies
which made it likely, and it may have enhanced his awareness of the
difficulties and dangers presented by certain forms of socialism, which
socialist thinkers themselves, after so many deceptions, can now more
readily appreciate.

TOM BOTTOMORE
Brighton, 1976
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The Marxian Doctrine







PROLOGUE

ost of the creations of the intellect or fancy pass away for good
M after a time that varies between an after-dinner hour and a gen-
eration. Some, however, do not. They suffer eclipses but they come back
again, and they come back not as unrecognizable elements of a cul-
tural inheritance, but in their individual garb and with their personal
scars which people may see and touch. These we may well call the great
ones—it is no disadvantage of this definition that it links greatness to
vitality. Taken in this sense, this is undoubtedly the word to apply to
the message of Marx. But there is an additional advantage to defining
greatness by revivals: it thereby becomes independent of our love or
hate. We need not believe that a great achievement must necessarily be
a source of light or faultless in either fundamental design or details. On
the contrary, we may believe it to be a power of darkness; we may think
it fundamentally wrong or disagree with it on any number of particular
points. In the case of the Marxian system, such adverse judgment or
even exact disproof, by its very failure to injure fatally, only serves 1o
bring out the power of the structure.

The last twenty years have witnessed a most interesting Marxian re-
vival. That the great teacher of the socialist creed should have come into
his own in Soviet Russia is not surprising. And it is only characteristic
of such processes of canonization that there is, between the true mean-
ing of Marx’s message and bolshevist practice and ideology, at least as
great a gulf as there was between the religion of humble Galileans and
the practice and ideology of the princes of the church or the warlords
of the Middle Ages.

But another revival is less easy to explain—the Marxian revival in
the United States. This phenomenon is so interesting because until the

“twenties there was no Marxian strain of importance in either the Ameri-
can labor movement or in the thought of the American intellectual.
What Marxism there was always had been superficial, insignificant and
without standing. Moreover, the bolshevist type of revival produced no
similar spurt in those countries which had previously been most steeped
in Marxology. In Germany notably, which of all countries had the
strongest Marxian tradition, a small orthodox sect indeed kept alive
during the post-war socialist boom as it had during the previous depres-
sion. But the leaders of socialist thought (not only those allied to the
Social Democratic party but also those who went much beyond its
cautious conservatism in practical questions) betrayed little taste for
reverting to the old tenets and, while worshiping the deity, took good

3




4 The Marxian Doctrine

care to keep it at a distance and to reason in economic matters exactly
like other economists. OQutside of Russia, therefore, the American phe-
nomenon stands alone. We are not concerned with its causes. But it is
worth while to survey the contours and the meaning of the message so
many Americans have made their own.?

1 References to Marx’s writings will be confined to a minimum, and no data about
his life will be given. This seems unnecessary because any reader who wishes for
a list of the former and a general outline of the latter finds all he needs for our
purposes in any dictionary, but especially in the Encyclopedia Britannica or the
Encyclopaedia of the Social Sciences. A study of Marx begins most conveniently
with the first volume of Das Kapital (first English translation by S. Moore and
E. Aveling, edited by F. Engels, 1886). In spite of a huge amount of more recent
work, I still think that F. Mehring’s biography is the best, at least from the stand-
point of the general reader.



CHAPTER I

MARX THE PROPHET

T waAs not by a slip that an analogy from the world of religion was
I permitted to intrude into the title of this chapter. There is more
than analogy. In one important sense, Marxism is a religion. To the
believer it presents, first, a system of ultimate ends that embody the
meaning of life and are absolute standards by which to judge events
and actions; and, secondly, a guide to those ends which implies a plan
of salvation and the indication of the evil from which mankind, or a
chosen section of mankind, is to be saved. We may specify still further:
Marxist socialism also belongs to that subgroup which promises paradise
on this side of the grave. I believe that a formulation of these character-
istics by an hierologist would give opportunities for classification and
comment which might possibly lead much deeper into the sociological
essence of Marxism than anything a mere economist can say.

The least important point about this is that it explains the success
of Marxism.! Purely scientific achievement, had it even been much
more perfect than it was in the case of Marx, would never have won the
immortality in the historical sense which is his. Nor would his arsenal
of party slogans have done it. Part of his success, although a very minor
part, is indeed attributable to the barrelful of white-hot phrases, of im-
passioned accusations and wrathful gesticulations, ready for use on any
platform, that he put at the disposal of his flock. All that needs to be
said about this aspect of the matter is that this ammunition has served
and is serving its purpose very well, but that the production of it carried
a disadvantage: in order to forge such weapons for the arena of social
strife Marx had occasionally to bend, or to deviate from, the opinions
that would logically follow from his system. However, if Marx had not
been more than a purveyor of phraseology, he would be dead by now.
Mankind is not grateful for that sort of service and forgets quickly the
names of the people who write the librettos for its political operas.

But he was a prophet, and in order to understand the nature of this
achievement we must visualize it in the setting of his own time. It was
the zenith of bourgeois realization and the nadir of bourgeois civiliza-
tion, the time of mechanistic materialism, of a cultural milieu which had

1The religious quality of Marxism also explains a characteristic attitude of the
orthodox Marxist toward opponents. To him, as to any believer in a Faith, the
opponent is not merely in error but in sin. Dissent is disapproved of not only
intellectually but also morally. There cannot be any excuse for it once the Message
has been revealed.

5




6 The Marxian Doctrine

as yet betrayed no sign that a new art and a new mode of life were in its
womb, and which rioted in most repulsive barality. Faith in any real
sense was rapidly falling away from all classes of society, and with it
the only ray of light (apart from what may have been derived from
Rochdale attitudes and saving banks) died from the workman's world,
while intellectuals professed themselves highly satisfied with Mill’s
Logic and the Poor Law.

Now, to millions of human hearts the Marxian message of the
terrestrial paradise of socialism meant a new ray of light and a new
meaning of life. Call Marxist religion a counterfeit if you like, or a
caricature of faith—there is plenty to be said for this view—but do not
overlook or fail to admire the greatness of the achievement. Never
mind that nearly all of those millions were unable to understand and
appreciate the message in its true significance. That is the fate of all
messages. The important thing is that the message was framed and
conveyed in such a way as to be acceptable to the positivistic mind of
its time—which was essentially bourgeois no doubt, but there is no
paradox in saying that Marxism is essentially a product of the bour-
geois mind. This was done, on the one hand, by formulating with un-
surpassed force that feeling of being thwarted and ill treated which is
the auto-therapeutic attitude of the unsuccessful many, and, on the
other hand, by proclaiming that socialistic deliverance from those ills
was a certainty amenable to rational proof.

Observe how supreme art here succeeds in weaving together those
extra-rational cravings which receding religion had left running about
like masterless dogs, and the rationalistic and materialistic tendencies
of the time, ineluctable for the moment, which would not tolerate any
creed that had no scientific or pseudo-scientific connotation. Preaching
the goal would have been ineffectual; analyzing a social progess would
have interested only 2 few hundred specialists. But preaching in the
garb of analysis and analyzing with a view to heartfelt needs, this is
what conquered passionate allegiance and gave to the Marxist that
supreme boon which consists in the conviction that what one is and
stands for can never be defeated but must conquer victoriously in the
end. This, of course, does not exhaust the achievement. Personal force
and the flash of prophecy work independently of the contents of the
creed. No new life and no new meaning of life can be effectively re-
vealed without. But this does not concern us here.

Something will have to be said about the cogency and correctness of
Marx’s attempt to prove the inevitability of the socialist goal. One
remark, however, suffices as to what has been called above his formula-
tion of the feelings of the unsuccessful many. It was, of course, not a
true formulation of actual feelings, conscious or subconscious. Rather
we could call it an attempt at replacing actual feelings by a true or false
revelation of the logic of social evolution. By doing this and by at:
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tributing—quite unrealistically—to the masses his own shibboleth of
“class consciousness,” he undoubtedly falsified the true psychology of
the workman (which centers in the wish to become a small bourgeois
and to be helped to that status by political force), but in so far as his
teaching took effect he also expanded and ennobled it. He did not
weep any sentimental tears about the beauty of the socialist idea. This
is one of his claims to superiority over what he called the Utopian
Socialists. Nor did he glorify the workmen into heroes of daily toil as
bourgeois love to do when trembling for their dividends. He was per-
fectly free from any tendency, so conspicuous in some of his weaker
followers, toward licking the workman'’s boots. He had probably a clear
perception of what the masses are and he looked far above their heads
toward social goals altogether beyond what they thought or wanted.
Also, he never taught any ideals as set by himself. Such vanity was quite
foreign to him. As every true prophet styles himself the humble mouth-
piece of his deity, so Marx pretended no more than to speak the logic
of the dialectic process of history. There is dignity in all this which
compensates for many pettinesses and vulgarities with which, in his
work and in his life, this dignity formed so strange an ailiance.

Another point, finally, should not go unmentioned. Marx was per-
sonally much too civilized to fall in with those vulgar professors of so-
cialism who do not recognize a temple when they see it. He was perfectly
able to understand a civilization and the “relatively absolute” value of
its values, however far removed from it he may have feit himself to be.
In this respect no better testimony to his broad-mindedness can be of-
fered than the Communist Manifesto which is an account nothing short
of glowing? of the achievements of capitalism; and even in pronouncing
pro futuro death sentence on it, he never failed to recognize its his-
torical necessity. This attitude, of course, implies quite a lot of things
Marx himself would have been unwilling to accept. But he was un-
doubtedly strengthened in it, and it was made more easy for him to
take, because of that perception of the organic logic of things to which

2This may seem to be an exaggeration. But let us quote from the authorized
English translation: “The bourgeoisie . . . has been the first to show what man’s
activity can bring about. It has accomplished wonders far surpassing Egyptian
pyramids, Roman aqueducts and Gothic cathedrals. . . . The - bourgeoisie . . .
draws all nations . . . into civilization. . . . It has created enormous cities . . .
and thus rescued a considerabie part of the population from the idiocy [sic!] of rural
life. . . . The bourgeoisie, during.its rule of scarce one hundred years, has created
more massive and more colossal productive forces than have all preceding gen-
erations together.” Observe that all the achievements referred to are attributed
to the bourgeoisie alone which is more than many theroughly bourgeois economists
would claim. This is all I meant by the above passage—and strikingly different
from the views of the vulgarized Marxism of today or from the Veblenite stuff of
the modern non-Marxist radical. Let me say at once: not more than that is im-
plied in anything I shall say in the second part about the performance of capi-
talism.
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his theory of history gives one particular expression. Things social fell
into order for him, and however much of a coffeehouse conspirator he
may have been at some junctures of his life, his true self despised that
sort of thing. Socialism for him was no obsession which blots out all
other colors of life and creates an unhealthy and stupid hatred or con-
tempt for other civilizations. And there is, in more senses than one,
justification for the title claimed for his type of socialist thought and of
socialist volition which are welded together by virtue of his funda-
mental position: Scientific Socialism.

o ez, iy



CHAPTER III

MARX THE ECONOMIST

s AN economic theorist Marx was first of all a very learned man. It
may seem strange that I should think it necessary to give such
prominence to this element in the case of an author whom I have called
a genius and a prophet. Yet it is important to appreciate it. Geniuses
and prophets do not usually excel in professional learning, and their
originality, if any, is often due precisely to the fact that they do not.
But nothing in Marx’s economics can be accounted for by any want of
scholarship or training in the technique of theoretical analysis. He was
a voracious reader and an indefatigable worker. He missed very few con-
tributions of significance. And whatever he read he digested, wrestling
with every fact or argument with a passion for detail most unusual in
one whose glance habitually encompassed entire civilizations and secu-
lar developments. Criticizing and rejecting or accepting and coordinat-
ing, he always went to the bottom of every matter. The outstanding
proof of this is in his work, Theories of Surplus Value, which is 2 monu-
ment of theoretical ardor. This incessant endeavor to school himself and
to master whatever there was to master went some way toward freeing
him from prejudices and extra-scientific aims, though he certainly
worked in order to verify a definite vision. To his powerful intellect,
the interest in the problem as a problem was paramount in spite of
himself; and however much he may have bent the import of his final
results, while at work he was primarily concerned with sharpening the
tools of analysis proffered by the science of his day, with straightening
out logical difficulties and with building on the foundation thus
acquired a theory that in nature and intent was truly scientific what-
ever its shortcomings may have been.

It is easy to see why both friends and foes should have misunderstood
the nature of his performance in the purely economic field. For the
friends, he was so much more than a mere professional theorist that it
would have seemed almost blasphemy to them to give toe much promi-
nence to this aspect of his work. The foes, who resented his attitudes
and the setting of his theoretic argument, found it almost impossible to
admit that in some parts of his work he did precisely the kind of thing
which they valued so highly when presented by other hands. Moreover,
the cold metal of economic theory is in Marx’s pages immersed in such
a wealth of steaming phrases as to acquire a temperature not naturally
its own. Whoever shrugs his shoulders at Marx’s claim to be considered
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an analyst in the scientific sense thinks of course of those phrases and
not of the thought, of the impassioned language and of the glowing in-
dictment of “exploitation” and “immiserization” (this is probably the
best way to render the word Verelendung, which is no more good Ger-
man than that English monster is good English. It is immiserimento in
Italian). To be sure, all these things and many others, such as his spite-
ful innuendoes or his vulgar comment on Lady Orkney,! are important
parts of the show, were important to Marx himself and are so both for
the faithful and for the unbelievers. They explain in part why many
people insist on seeing in Marx’s theorems something more than, and
even something fundamentally different from, the analogous proposi-
tions of his master. But they do not affect the nature of his analysis.

Marx had a master then? Yes. Real understanding of his economics
begins with recognizing that, as a theorist, he was a pupil of Ricardo.
He was his pupil not only in the sense that his own argument evidently
starts from Ricardo’s propositions but also in the much more significant
sense that he had learned the art of theorizing from Ricardo. He always
used Ricardo’s tools, and every theoretical problem presented itself to
him in the form of difficulties which occurred to him in his profound
study of Ricardo and of suggestions for further work which he gleaned
from it. Marx himself admitted much of this, although of course he
would not have admitted that his attitude toward Ricardo was typically
that of a pupil who goes to the professor, hears him speak several times
in almost successive sentences of redundancy of population and of popu-
lation that is redundant and again of machinery making population re-
dundant, and then goes home and tries to work the thing out. That
both parties to the Marxian controversy should have been averse to ad-
mitting this is perhaps understandzble.

Ricardo’s is not the only influence which acted on Marx’s economics
but ne other than that of Quesnay, from whom Marx derived his fun-
damental conception of the economic process as a whole, need be men-
tioned in a sketch like this. The group of English writers who between
1800 and 1840 tried to develop the labor theory of value may have
furnished many suggestions and details, but this is covered for our pur-
pose by the reference to the Ricardian current of thought. Several au-
thors, to some of whom Marx was unkind in inverse proportion to their
distance from him and whose work ran in many points parallel to his
(Sismondi, Rodbertus, John Stuart Mill), must be left out of account,
as must everything not directly pertaining to the main argument—so,
for instance, Marx’s distinctly weak performance in the field of money,
in which he did not succeed in coming up to the Ricardian standard.

Now for a desperately abbreviated outline of the Marxian argument,
unavoidably unjust on many counts to the structure of Das Kapital

1The friend of William III—the king who, so unpopular in his own day, had
by that time become an idol of the English bourgeoisie.
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which, partly unfinished, partly battered by successful attack, still
stretches its mighty skyline before us!

1. Marx fell in with the ordinary run of the theorists of his own and
also of a later epoch by making a theory of value the corner stone of his
theoretical structure. His theory of value is the Ricardian one. I believe
that such an outstanding authority as Professor Taussig disagreed with
this and always stressed the differences. There is plenty of difference in
wording, method of deduction and sociological implication, but there
is none in the bare theorem, which alone matters to the theorist of
today.2 Both Ricardo and Marx say that the value of every commodity
is (in perfect equilibrium and perfect competition) proportional to the
quantity of labor contained in the commodity, provided this labor is
in accordance with the existing standard of efficiency of production (the
“socially necessary quantity of labor”). Both measure this quantity in
hours of work and use the same method in order to reduce different
qualities of work to a single standard. Both encounter the threshold
difficulties incident to this approach similarly (that is to say, Marx en-
counters them as he had learned to do from Ricardo). Neither has any-
thing useful to say about monopoly or what we now call imperfect com-
petition. Both answer critics by the same arguments. Marx’s arguments
are merely less polite, more prolix and more “philosophical” in the
worst sense of this word.

Everybody knows that this theory of value is unsatisfactory. In the
voluminous discussion that has been carried on about it, the right is
not indeed all on one side and many faulty arguments have been used
by its opponents. The essential point is not whether labor is the true
“source” or “cause” of economic value. This question may be of pri-
mary interest to social philosophers who want to deduce from it ethical
claims to the product, and Marx himself was of course not indifferent to
this aspect of the problem. For economics as a positive science, how-
ever, which has to describe or explain actual processes, it is much more

2]t may, however, be open to question whether this is all that mattered to
Marx himself. He was under the same delusion as Aristotle, viz., that value, though
a factor in the determination of relative prices, is yet something that is different
from, and exists independently of, relative prices or exchange relations. The
proposition that the value of a commodity is the amount of labor embodied in it
can hardly mean anything else. If so, then there is a difference between Ricardo and
Marx, since Ricardo’s values are simply exchange values or relative prices. It is
worth while to mention this because, if we could accept this view of value, much
of his theory that seems to us untenable or even meaningless would cease to be so.
Of course we cannot. Nor would the situation be improved if, following some
Marxologists, we took the view that whether a distinct “substance” or not, Marx's
labor-quantity values are merely intended to serve as tools by which to display
the division of total social income into labor income and capital income (the theory
of individual relative prices being then a secondary matter). For, as we shall see
presently, Marx’s theory of value also fails at this task (granted that we can
divorce that task from the problem -of individual prices).
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important to ask how the labor theory of value works as a tool of
analysis, and the real trouble with it is that it does so very badly.

To begin with, it does not work at all outside of the case of perfect
competition. Second, even with perfect competition it never works
smoothly except if labor is the only factor of production and, more-
over, if labor is all of one kind.3 If either of these two conditions is
not fulfilled, additional assumptions must be introduced and analytical
difficulties increase to an extent that soon becomes unmanageable.
Reasoning on the lines of the labor theory of value is hence reasoning
on a very special case without practical importance, though something
might be said for it if it be interpreted in the sense of a rough approxi-
mation to the historical tendencies of relative values. The theory which
replaced it—in its earliest and now outmoded form, known as the
theory of marginal utility—may claim superiority on many counts but
the real argument for it is that it is much more general and applies
equally well, on the one hand, to the cases of monopoly and imperfect
competition and, on the other hand, to the presence of other factors
and of labor of many different kinds and qualities. Moreover, if we in-
troduce into this theory the restrictive assumptions mentioned, propor-
tionality between value and quantity of labor applied follows from it.*
It should be clear, therefore, not only that it was perfectly absurd for
Marxists to question, as at first they tried to do, the validity of the
marginal utility theory of value (which was what confronted them),

8The necessity for the second assumption is particularly damaging. The labor
theory of value may be able to deal with differences in quality of labor that are
due to training (acquired skill): appropriate quota of the work that goes into the
process of training would then have to be added to every hour of skilled work
so that we might, without leaving the range of the principle, put the hour of
work done by a skilled workman equal to a determined multiple of an hour of
unskilled work. But this method fails in the case of “natural” differences in quality
of work due to differences in intelligence, will power, physical strength or agility
Then recourse must be had to the difference in value of the hours respectively
worked by the naturally inferior and the naturally superior workmen—a value that
is not itself explainable on the labor-quantity principle. In fact Ricardo does pre-
cisely this: he simply says that those different qualities will somehow be put into
their right relation by the play of the market mechanism so that we may after all
speak of an hour’s work done by workman A being equivalent to a definite multiple
of the work done by workman B. But he completely overlooks that in arguing
in this way he appeals to another principle of valuation and really surrenders
the labor-quantity principle which thus fails from the start, within its own pre-
cincts, and before it has the chance to fail because of the presence of factors other
than labor. -

*In fact, it follows from the marginal utility theory of value that for equilibrium
to exist each factor must be so distributed over the productive uses open to it that
the last unit allocated to any use produces the same value as the last unit allocated
to each of the other uses. If there be no other factors except labor of one kind
and quality, this obviously means that the relative values or prices of all commodi-
ties must be proportional to the numbers of man-hours contained in them, pro.
vided there is perfect competition and mobility.






