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Chapter 3                                 Marxism   (latest revision May 2006)
    Karl Marx, who lived from 1818 to 1883, was an historian, a sociologist, a philosopher, a radical, and also an economist.  It was this uniting of theory and political action that separated Marx from the other economists of his generation.  He spent his early life in Germany, but was expelled from that country in 1848 after a series of uprisings. He spent the rest of his life in England where he often collaborated with another German émigré named Friedrich Engels.  It is reasonable to argue that no economist had as much influence on the subsequent history of the world than Marx -- for good or bad!  The communist countries of the former Soviet Union, Eastern Europe, and China were “Marxist”.  The Social Democratic governments of Western Europe were strongly influenced by his ideas.  His influence was also important in the policies of the countries that today are called the emerging nations. He might be considered “the father of socialism” although, as we will see, the word “socialism” means different things to different people.  In fact, Marx wrote very little about socialism --- the most famous work on the subject being The Communist Manifesto, published in 1847.  Nearly all of Marx’s writings were about capitalism – the most famous work was called Das Kapital, published beginning in 1867.  So this chapter presents a different view of capitalism than is found among most supporters.  While Marx’s ideas form a complete unity, we will break them into discrete elements so that we can better understand them.

(1)  The Dialectical Approach

      The dialectical approach was borrowed from the German philosopher Hegel.  It is based on the idea that the ultimate nature of all reality is change.  All reality, in this approach, is based on the coexistence of incompatible forces.  (In Marxian language, these incompatible forces are called “contradictions”.)  Every aspect of reality generates its opposite.  The aspect of reality is called the “thesis”; the opposite is called the “antithesis”.  The thesis and the antithesis are incompatible.  This leads to conflict.  The conflict is finally somehow resolved.  This resolution is called the “synthesis”.  (Neither Marx nor Hegel ever used these exact terms.)  The synthesis becomes a new thesis, which then generates its own antithesis, and so on in a process of continual change.  Marx, as we will see, adapted this thinking to the study of history and to the focus on social classes.
(2) The Materialist Interpretation of History

     In general, there are three approaches to the interpretation of history.  The “Great Person Approach” focuses on the activities of certain leaders --- monarchs, Presidents, criminals, and so forth.  The idealist approach interprets historical change as resulting from changes in people’s ideas.  In this approach, changes in ideas (religious, political, or economic) cause changes in behaviors, institutions, and so forth.  Marx rejected both of these approaches.  To Marx’s materialist approach, history evolved according to changes in the mode of production.  To quote Marx:
           “In the social production of their life, men enter into definite relations that are indispensable 
            and independent of their will, relations of production which correspond to a definite stage of 
            development of  their material productive forces.  The sum total of these relations of production 
            constitute the economic structure of society, on which rises a legal and political superstructure 
            and to which correspond definite forms of social consciousness.  The mode of production of 
            material life conditions the social, political, and intellectual process in general.  It is not the 
            consciousness of men that determines their being, but, on the contrary, their social being that 
            determines their consciousness.”
     To understand this better, we need to define what is meant by the mode of production.  This was divided into two parts.  One is the forces of production --- the population, its skills, the technologies, and so forth.  The other is the relations of production --- the social relations that determine what will be produced and who will get it.  It is this mode of production that, to Marx, generated all historical evolution.

     The relations of production lead us to examine the basic unit of the analysis.  In theoretical market economics, the main unit is the individual, as we saw in Chapter 2.  Both capitalism and parliamentary democracy are based on the notion of the primacy of the individual.  To Marx, the individual was nothing more than the “ensemble of social relations”.  There is no basic person.  What one becomes is the product of one’s society.  So, for Marx, the society is the focus of analysis.  Most particularly, the focus of analysis is one’s social class.  To Marx, social class is not to be defined according to one’s income. So there is no lower class, middle class, and upper class for him. Instead, one’s social class is determined by one’s relation to capital.  Those who own capital are called “capitalists”.  Those who do not own capital, and therefore must sell their labor to others who do, are called “workers”.  Marx used the French words:  the capitalists are called the “bourgeoisie” and the workers are called the “proletariat”.
(3)  The Class Struggle

     If we put the previous two parts together, we get “dialectical materialism” (a term that Marx never used).  Each social class generates its opposite with whom it is in continual conflict.  Thus, the bourgeoisie requires the existence of the proletariat. Yet they are in conflict over wages and working conditions. “The history of all heretofore existing societies is the history of class struggles”; this is the opening line of the Communist Manifesto.  But while the relations of production involve conflict, the forces of production require cooperation.  This, to Marx, was one of the contradictions of capitalism.  (Producer and worker must cooperate if there is to be any production.  But their class interests are antithetical.)
(4)  Alienation and Freedom

     To Marx, the pursuit of profit under capitalism became associated with specialization.  As a result, workers lose the satisfaction from work that used to be normal when most workers were craftspeople.  Since the worker does not see the result of his or her own labor, he or she loses connection with it.  This loss of psychological satisfaction from work is one meaning of what Marx called “alienation”.  A worker becomes alienated from his or her own labor.
     In addition, under capitalism, workers are totally dependent on capitalists in order to make a living.  It is much easier for the capitalist to withdraw the capital from the worker than it is for the worker to withdraw the labor from the capitalist.  This means that the balance of power in the relation between the capitalist and the worker is always with the capitalist.  Workers are treated as mere commodities. Companies are totally authoritarian.  This feeling of having one’s life totally under the control of others is another meaning of “alienation”.  

     To Marx, capitalism increased the alienation of workers.  But rather than show their anger in some revolt, workers repressed their anger and shifted into other activities.  One is the drinking of large amounts of alcohol.  Another, to Marx, was religious practice and ritual.  This is the origin of Marx’s famous line:  “religion is the opiate of the masses”. Today, he might substitute the word television! Leadership would be needed to mobilize the alienated workers and channel their energies into political action in order to change the conditions of their lives.

     Freedom, to Marx, was also defined differently from the usual view.  The view of freedom that has dominated American thinking is “freedom from government action”.  I am free as long as government does not restrict me from doing as I wish. Marx, and Marxists accept this but add to it that freedom also requires empowerment.  
     Let us take an example.  An American woman of Mexican descent works in a sweatshop in the garment district of downtown Los Angeles.  The pay is low, the work is long and hard, and the working conditions are terrible.  The woman works there because, with her personal background and with discrimination against women and against people of Mexican ancestry, she can find nothing better and she needs the money.  Is this woman free?  Traditional American thinking would answer yes; she is free because no government policy is preventing her from leaving this bad job.  She is there by her own choice.  Marx would answer no; she is not free because she is involuntarily restricted from being able to act in the world so as to meet her personal needs.  She is not empowered.

(5)  Value and Surplus Value

     One of the major questions for 19th century economists was “what determines the value of a 
product?”.  Marx followed most other economists of his day in accepting the labor theory of 
value.  In this theory, the value of a product was the socially necessary labor time to produce 
it.  This includes both current labor and past labor (that is, the labor that went into building the 
machines that made the product).  Only “socially necessary” labor time would determine value; 

one could not increase the value of one’s product by adding unnecessary labor.  Skilled labor was 
to be counted as a multiple of unskilled labor in determining value.
     Marx then applied this theory to the question:  “what determines the value of the labor 
power?”.  His answer followed logically from the labor theory of value:  the value of the labor 
power was determined by the socially necessary labor time to produce it. This, to Marx, meant 
subsistence. Marx never defined exactly what he meant by subsistence.  It would seem that he 
viewed subsistence as determined in relation to the society of the time. Subsistence could mean 
more than basic physical subsistence.  (Thus, subsistence living would be higher in the modern 
United States than in Ethiopia.) Yet, it certainly seems that Marx intended subsistence to involve 
quite a low standard of living.

     Marx followed other economists of the day in viewing population growth as the force that 
would keep workers’ wages at the subsistence level.  If the demand for workers increased, wages 
would rise.  Workers were expected to respond to the higher wages by having more children (or 
at least having more children survive).  This increased number of workers would drive the wages 
back down to subsistence.  This idea was first stated by David Ricardo and is known as the “iron 
law of wages”.

     According to Marx, under capitalism, workers were forced to sell their labor power to 

capitalists in order to be able to earn a living.  This put them in a weak bargaining position.
Capitalists only had to pay workers subsistence wages.  But in a days’ work, workers would 
produce a value greater than their subsistence.  This extra value was then taken by the capitalist.  
Marx called this extra value “surplus value”.  The amount of surplus value as a percent of the 
wage paid to the workers Marx called the rate of exploitation.  Therefore, the profits of the 
capitalists are produced by the workers and then taken from them by the capitalists as exploitation 
of their position of power! The implication is that the capitalists have done nothing to earn the 
profits!  Today, in Europe and even in the United States, it is not uncommon to see profits 
(dividends, capital gains) labeled as “unearned income”! 
(6)  The Reserve Army of the Unemployed

     For wages to stay at the subsistence level, workers must be in a weak bargaining position in 
relation to their employers.  A worker’s source of bargaining power is his or her ability to leave 
the employer and to go get a new job with someone else.  To Marx, under capitalism, the weak 
bargaining position of the workers would be maintained by a large supply of unemployed 
workers.  Workers would have to “obey” their employers because they would know that there 
were many other workers willing to take their jobs. And they could not quit their jobs because 
their chances of getting other jobs would be low.  This supply of unemployed workers was called 
“the reserve army of the unemployed”.  

     Three forces, according to Marx, would maintain this reserve army.  One was the high rate of 
population growth of the working classes, as noted above.  Another was what has been called 
“technological unemployment”.  When times are good and demand is increasing, companies 
desire to hire more workers.  This desire would tend to bid up wages.  In response to the higher 
wages, companies would develop machines to replace people.  Those who are displaced by the 
machines become part of the reserve army. (See Part 7 below.)  A third force to maintain the 
reserve army was that, under capitalism, there is a persistent tendency for large companies to out-
compete small companies.  The owners of the small companies (called the petit bourgeoisie) are 
then forced to become workers, swelling the numbers of people seeking employment. 
     While Marx did not mention it, modern Marxists mentioned another factor that reduced the 
bargaining power of the workers.  This was called “deskilling”. Capitalists reduced the need for 
the skills of the craftsperson.  Instead, they created machines and job processes that required a 
low level of skill on the part of the workers.  One worker becomes interchangeable with another, 
losing any power that could be achieved by withdrawing labor from the employer.

     In Marx’s analysis of capitalism, this point may be the most relevant.  In the United States 
since the end of World War II, there have been only a dozen or so years of “full employment”.  
When unemployment rates fall, the stock market typically declines!  Does capitalism indeed 
require a significant number of unemployed people?

(7)  The Law of Increasing Concentration of Capital

    To Marx, capitalism involved a large number of highly competitive companies, each with a 
desire to expand.  Profits would not be spent on luxury consumption; instead, profits would be 
ploughed-back into the company as investment (called accumulation). This idea is similar to the 

ideas you saw in Chapter 2. As mentioned in the last section, the drive for accumulation would 
cause companies to wish to hire more workers.  This would then drive up wages.  Both the 
existence of profits and the higher wages would lead capitalists to increase the amount of 
machinery used in production.  This process leads to what economists of today call “economies 
of scale”.  Since the costs of the machines are fixed, a company that produces a larger quantity of 
goods has an advantage over a smaller company.  (As an example, the cost of your classroom is 
fixed --- that is, the cost is the same regardless of the number of students.  If the classroom is full, 
the cost per student would be less than if the classroom were half-empty.)  Since larger 
companies can produce at a lower cost than smaller companies, they can charge a lower price and 
still make a profit.  With the lower price, the smaller companies cannot make a profit and 
therefore go out of existence. Their owners (the petit bourgeoisie) become part of the proletariat.  
Ownership of capital becomes concentrated into fewer and fewer hands.  
     It may seem as though this statement of Marx was fulfilled.  A steel industry that once had 
hundreds of companies became dominated by six.  An automobile company that once had dozens 
of companies became dominated by three.  The department store replaced the small store.  The 
grocery chain replaced the “mom-and-pop” store.  After World War II, this concentration of 
capital occurred differently than Marx predicted as companies bought up companies in other 
industries (creating what are called conglomerates).  The proportion of total assets owned by the 
50 largest companies grew significantly.  However, this was reversed beginning in the 1970s.  
New technologies allowed smaller companies to be able to compete effectively with the larger 
ones.  Most of the conglomerates that formed in the 1960s have long since broken up.  And the 
opening to foreign trade has enhanced competition greatly.  This reversal was not predicted by 
Marx.  Marxists often refer to capitalism as “monopoly capitalism”.  But since the 1970s, the 

amount of competition has been increasing, not diminishing.
(8)  The Contradictions of Capitalism

     As noted earlier, in the Marxian view, all reality is based on contradictions.  Capitalism is no 
exception.  In the Marxian view, the capitalist class becomes the “thesis”.  It creates the 
proletariat as its “antithesis”.  The two have opposing interests and therefore are in struggle.  
Capitalism simplifies the class struggle by reducing the number of classes to two.  Two of the 
contradictions of capitalism can be noted at this point.
     First, the inherent capitalist drive for expansion leads to an increased demand for labor.  This 
raises wages causing capitalists to substitute machinery for labor.  However, surplus value (profit) 
is drawn from labor.  Surplus value can never be drawn from machinery in this view.  Therefore, 
the base from which profit can be drawn narrows and the rate of profit falls. The contradiction is 
that each capitalist is acting in the only way that will maintain profits;  however, by these actions, 
the rate of profit actually falls.

     Second, the drive for expansion leads to the use of more machinery.  This leads to larger and 
larger workplaces.  Workers, whose pay is held at subsistence, are brought  together where they 
can interact.  The use of machinery leads to increased specialization and division of labor; this 
generates more alienation.  The falling rate of profit requires that capitalists intensify their 
exploitation of labor (such as by running the assembly line faster and faster).  This requires more 
supervision and a more authoritarian factory.  The workers become more and more miserable.  
Marx called this the law of increasing immiseration of the proletariat. By bringing workers 
together in a situation in which they are more and more miserable, it is much easier for someone 
to channel their anger and organize them into a strong political force. (Remember that the 
proletariat is becoming larger and larger.)  Capitalism has created the seeds of its own 
destruction!

(9)  Crises (Business Cycles)

     Marx saw capitalism as being subject to swings of prosperity followed by recessions or even 
depressions.   He was one of the first people to try to explain the business cycle, as it is now 
called.  There are two different explanations given by Marx.
     One of Marx’s explanations involved the uncoordinated nature of the market (Marxists call 
this the anarchy of the market.)  Company A sees a profitable opportunity.  To take advantage of 
it, Company A buys some new machinery or builds a new factory in order to be able to increase 
production.  What it does not realize is that many other companies are doing the same thing.  
When they all increase production, there is now too much production!  This causes the period of 
recession.  Some companies go out of business.  Others decrease their production.  When 
production falls enough, the recession is over.  The periodic recessions and depressions (Marx 
called them “crises”) that result under capitalism are one reason that Marxists have so strongly 
supported government planning.  
     The second of Marx’s explanations involves under-consumption.  To Marx, capitalism acts 
to keep wages at the socially-determined subsistence level sp that profits can expand.  But wage 
earners usually spend all of their incomes while profit earners can afford to save a portion of their 
incomes.  By transferring income from spenders to savers, capitalism sets up a process by which 
companies produce goods but consumers do not have enough income to buy them.  Goods that 
are produced go unsold; this is the recession (crisis).  Eventually, companies are able to eliminate 
their surplus inventories and the recession is over.  

     One of Marx’s important predictions was that these crises would become increasingly 
severe.  This was a result of the increasing concentration of capital.  Early crises may cause the 
failure of small companies; this would have only minor overall effects.  Later crises would cause 
the financial ruin of giant companies.  The repercussions of this would be much more severe.  To 
Marxists, the Great Depression of the 1930s seemed to prove this part of the theory.
     Keep in mind that Marx’s description was contrary to the general view of the day.  In that 
view, recessions could not occur for long.  If recessions did occur, there were built in forces to 
eliminate them quickly.  (These were falling prices, falling wages, and falling real interest rates, 

as we saw in Chapter 2.)  Everything that could be produced would be bought!  (This statement 

is usually stated as “supply creates its own demand” and is called “Say’s Law”.)

     Since World War II, there have indeed been periodic recessions in the United States.  The 
country went ten years without a recession (March 1991 to March 2001) but then experienced its 
most recent recession in 2001.  But these recessions have been much less severe than the Great 

Depression or than the “crises” described by Marx.  That they are less severe has been partially 
the result of increased government intervention in the economy, a point that was not predicted by 
Marx.

(10)  The Role of the State (Government)

     And what of the government (which Marxists refer to as the “state”).  To Marx, the “state is 
but a committee for managing the common affairs of the whole bourgeoisie”.  Marxists usually 
refer to the capitalists as the “ruling class”.  Even in a democracy, those with access to the 
financial support of the rich capitalists and corporations will have the only chance of being 
elected.  The newspapers are television networks are owned by large corporations.  Therefore, the 
“news” will reflect their corporate perspectives.  Those placed in appointive positions in 
government will have gone to the “best schools” (such as Harvard and Yale).  These best schools 
are expensive and out of the reach of ordinary people who have neither the funds nor the 
connections to gain entrance to them.  
     In the 1930s, it became apparent that the government of the United States (and also of all 
Western European countries) acted in the interest of the workers.  Unions were legitimated and 
even helped.  Many social welfare programs were enacted.  At that time, the Marxist 
interpretation changed slightly.  The government was now seen as acting in the long-run 
interests of the capitalist class, but not necessarily in its short-run interest. The long-run interest 
of the capitalist class involved preserving the system of capitalism and the dominant role of the 
capitalists in that system.  By allowing workers more income (through their unions) and more 
economic security, the workers became part of the capitalist system.  Today, most American 
workers support the institutions of capitalism very strongly.  Unions were allowed to push for 
better wages and benefits but were not allowed to threaten the authority of management over 
corporate decisions.
    Marx saw the state as hostile to the proletariat.  As he stated, “workingmen have no country”!  
Workers have common interests only with other workers, not with their country.  Therefore, the 
approach of Marxists has always been international --- to unite workers of many countries 
according to their common class interest.  (One still sees this in the names of many unions, which 
start with the word “International”.)

(11)  Imperialism

     While Marx wrote a bit on imperialism, it was Lenin who contributed most to this argument.  
In the Marxist interpretation, capitalists would respond to the falling rate of profit by domination 
over foreign countries.  These foreign countries would provide them cheap labor (to maintain the 
reserve army) and cheap raw materials. The foreign countries would also provide markets to 
offset the problem of inadequate consumer spending in the home country (caused by the low 
wages).  It is true that until the end of World War II, much of the Third World was divided into 
formal colonies of the capitalist countries.  To Marxists, the domination by the capitalists is the 
major reason why these former colonies are still poor.  We will consider the influence of these 
Marxist ideas when we consider China and Mexico later in the course.  
     Since there were many capitalist countries, Marxists believed that there would be conflict as to 
which country’s capitalists would dominate a specific foreign country.  This would lead to 
imperialist wars.  For example, Marxists see the war between the United States and Japan 
(World War II) as an imperialist war to determine which country’s capitalists would have 
domination over the countries of the Pacific!  Marxists also saw World War I as an imperialist 
war; many refused to participate in it.  They saw it as a war in which the capitalists of the 
victorious countries would benefit but the workers would get nothing. Because of this, they 
believed that the workers would refuse to fight.  This belief, of course, did not come true.  
Marxists have often overstated the class consciousness of workers and understated their feelings 
of nationalism.

     But while Marx himself wrote very little about imperialism, he did write about the global 

expansion of the capitalist economy.  In this, he was very prescient.  The following long 

paragraph from the Communist Manifesto was written in 1848.  It could have been written today 

in talking about the global economy.
                “All fixed, fast, frozen relations, with their train of ancient and venerable prejudices and opinions, are swept away, all new-formed ones become antiquated before they can ossify.  All that is solid melts into air, all that is holy is profaned, the man is at last compelled to face with sober senses his real condition of life and his relation with his kind. The need for a constantly expanding market for its products chases the bourgeoisie over the whole surface of the globe.  It must nestle everywhere, settle everywhere, establish connections everywhere.  The bourgeoisie has through its exploitation of the world market given a cosmopolitan character to production and consumption in every country.  To the great chagrin of reactionaries, it has drawn from under the feet of industry the national ground on which it stood. All old-established national industries have been destroyed or are daily being destroyed. They are dislodged by new industries, whose introduction becomes a life and death question for all civilized nations, by industries that no longer work up indigenous raw material, but raw material drawn from the remotest zones; industries whose products are consumed, not only at home, but in every quarter of the globe.  In place of the old wants, satisfied by the production of the country, we find new wants, requiring for their satisfaction the products of distant lands and climes. In place of the old local and national seclusion and self-sufficiency, we have intercourse in every direction, universal interdependence of nations. And as in material, so also in intellectual production. The intellectual creations of individual nations become common property.  National one-sidedness and narrow mindedness become more and more impossible, and from numerous national and local literatures there arises a world literature.

                  The bourgeoisie, by the rapid improvement of all instruments of production, by the immensely facilitated means of communication, draws all, even the most barbarian nations into civilization.  The cheap prices of commodities are the heavy artillery with which it batters down all Chinese walls, with which it forces the barbarians’ intensely obstinate hatred of foreigners to capitulate.  It compels all nations, on pain of extinction, to adopt the bourgeois mode of production; it compels them to introduce what it calls civilization into their midst, i.e., to become bourgeois themselves. In one word, it creates a world after its own image.” 
(12)  The Revolution

      Marx did not believe that change could come without revolution.  This was one of the points 
of considerable dispute amongst Marxists.  Those Marxists who followed Lenin believed that the 
revolution had to be violent and complete, with the power of the capitalist class destroyed.  
Capitalism would create the conditions for the revolution (the “seeds of its own destruction”).  It 
would make workers increasingly miserable.  It would  bring large numbers of these unhappy, 
alienated workers under one roof.  It would make the working classes larger and larger, while the 
capitalist class became smaller and smaller.  It would generate continual wars that would only 
benefit the capitalists. However, the revolution would not happen all by itself.  Mobilizing the 
workers and instilling revolutionary consciousness in them was the function of the Communist 
Party – the vanguard of the proletariat!
                         “The communists … openly declare that their ends can be

                         attained by the forcible overthrow of all existing social 

                         conditions. Let the ruling classes tremble at a communistic

                         revolution.  The proletarians have nothing to lose but their 

                         chains.  They have a world to win.  Workers of the world, 

                         unite.”     From the Communist Manifesto

     It should be noted that there have been no proletarian revolutions in history.  The revolutions 
in the Soviet Union and China were undertaken primarily by peasants and result from the chaos in 
each country following a world war.  Most of the other “communist countries” became 
communist due to the force of the Soviet army after World War II.  

(13)  The Transition to Communism

     Marx wrote very little on what was to occur after the success of the revolution.  One thing is 
clear:  the revolution was expected to occur in a fully developed capitalist country with a high 
standard of living.  The state is to be taken-over by the proletariat (or the Party acting as the 
vanguard of the proletariat).  The capitalist class is expropriated; all industry becomes state-
owned and state-operated (exactly how is not specified).  People begin new forms of communal 
activity (exactly what kinds are not specified). Social distinctions between people disappear.  
People merge into one class.  Since the state was only an agency of one class to control another 
class, there is nothing left for it to do.  The state withers away!  Marx called this period the 
“dictatorship of the proletariat”.  To many Western Marxist scholars, Marx was using the word 

“dictatorship” rhetorically.  To them, he meant that since the capitalists had dominated the 
workers through the institutions of parliamentary democracy, the workers would now come to 
dominate these institutions. On the other hand, Marx’s use of the word “dictatorship” has been 
used to justify the totalitarian dictatorships that existed in  “communist” countries.  (Most 
Americans are unaware of the vitriolic disputes that took place between American Marxists over 
the issue of democracy vs. dictatorship – especially over the brutal policies of Stalin in the former 
Soviet Union.)     
     After the transition is complete, there will be only one class --- the proletariat.  They will own 
all natural resources and all capital goods in common.  Since there would be no more need for 
imperialist wars, all feelings of nationalism would disappear.  Production would have in creased 
to the point that people could have all of the goods they wanted (all goods would be like air is – 
everyone can breathe as much as they want without taking anything away from anyone else).  
Alienation would be eliminated with the end of capitalism; people would produce because it 
brought joy and purpose to their lives to produce.  This is the period of communism, in which 
each person would “produce according to his abilities and take according to his needs”. To 
Marx, this was the final stage of history – a stage that was certain to be reached at some time.  In 
that stage, there would be a new consciousness.  People would cease to be materialistic and 
individualistic and would become primarily concerned with the well- being of society as a whole.
(14) Evaluation of Marxism

     While Marx did not like capitalism, he saw it as having an historical function.  The capitalist 
stage of history was to raise the standard of living to high levels.  The socialism and communism 
of which he wrote were to come in rich countries.  In fact, the revolutions that created communist 
societies have all come in relatively poor countries.  It would probably not surprise Marx that 
these revolutions led to such disappointing results.
     Some of Marx’s statements about capitalism were accurate.  Capitalist countries have been 
subject to periods of recession and depression.  Indeed, the Great Depression of the 1930s was the 
high period in the acceptance of Marx’s theories in the United States. Companies have indeed 
grown into large corporations.  Ownership of capital seems to have become concentrated into 
fewer hands (although this is debatable).  The high unemployment that often exists in capitalist 
countries and the high amount of immigration from poor countries provide what might be called a 
reserve army.  Capitalist countries do indeed experience high levels of inequality.  This inequality 
tends to increase in periods when the influence of the government is reduced (as since the 1980s). 
Although it is hard to measure, it is easy to argue that much work is alienating.  And capitalist 
countries have engaged in frequent wars --- some of which can be argued to fit Marx’s 
description of imperialist wars.
    On the other hand, Marx’s theory can be subjected to a large number of criticisms.  Some 
people criticize the theory itself --- the labor theory of value, the difficulty of specifying surplus 
value (what happens to it?), the loose specification of subsistence, and so forth.  Others focus on 
certain of the predictions.  For example, competition in American industry has actually increased, 
contrary to Marx’s prediction.  Also, the profit rate has shown no tendency to fall over the long 
term.  But these criticisms seem minor in relation to others.  Let us consider four of the more 
important criticisms here.
     First, Marx failed to see the ability of capitalism to transform itself --- that is, to maintain 
the bases of the system while mitigating the worst problems.  This failure results from Marx’s 
failure to believe that the working classes could form political parties and non-revolutionary labor 
unions.  In a democracy, these institutions would make the state responsive to the interests of the 
working class. As a result, rather than increasing immiseration, wages have risen and brought 
much of the working class into the middle class. Also, the growth of the welfare state reduced 
some of the inequalities and insecurities that exist under capitalism.  And government policies 
have been able to moderate (but not yet eliminate) the business cycle; recessions exist but they 
are not as devastating as in the past. Workers have become a conservative force supporting the 

institutions of capitalism.  There has never been a proletarian revolution!
     Second, Marx failed to understand the important role of nationalism in the conduct of 

people internationally and the important role of ethnicity in determining one’s identity.  

The working class in America has consistently been divided by ethnicity and has been weakened 
by ethnic prejudices.  Class, as defined by Marx, has not played an important role in determining 

one’s identity, especially in the United States.  In fact, in the United States, we define class more 
by one’s income than by one’s relation to the means of production.  White-collar and blue-collar 
workers seem to have little in common in America and seem to not identify with each other.
     Third, Marx failed to understand the famous dictum of Lord Acton: “Power corrupts 
and absolute power corrupts absolutely.”  He believed that, after the revolution, the 

Communist Party would act as a vanguard for the working classes during the transition to pure 
communism.  Instead, communist parties have usually used their position of unchallenged power 
to act in their own interests, including enriching the leaders of the party.  Marx never even began 
to consider the question of how to guarantee basic liberties, civil rights, and human rights.
     Finally, Marx’s assertion that the individual is nothing more than a product of the 
society leads to the belief that the society is more important than the individual.  Certainly 
the basic philosophy of America begins with the belief in the primary importance of each 
individual.  In communist countries, and especially in Mao’s China, Marx’s belief led to attempts 
to try to remake people --- to use what are called “moral incentives” instead of material 
incentives.  

     Marx’s theories were a great influence on the so-called communist countries.  They were also 
a great influence on much of democratic Western Europe.  We will see this influence as we study 
the history of the countries discussed in this course.  Marx’s influence has been greatly reduced, if 
indeed there is any influence left at all.  As we examine the various countries, we will have to try 
to explain why Marx’s influence declined so greatly and why the model of theoretical capitalism 
replaced it so thoroughly.
Assignment
Go to the following site.  What do you think of Karl’s New Manifesto?

http://socrates.berkeley.edu/~gamma/econ161/MarxNewManifestoNYT/pdf
