KARL MARX: THE ALMOST CAPITALIST
By Louis O. Kelso

Englandof the mid-nineteentltentury,in thethroesof the IndustrialRevolution,wasnot
a pleasanplaceto work. Anyonewho entertainghe contraryideaneedmerely consult
the writings of the economistf thatperiod,or its historians,or evenits novelists,such
as Dickens.

It wasagainsta backgroundf thedisintegratiorof the agriculturaleconomyof England,
andthe humanchaosincidentto the industrializationof productionthat Karl Marx set
himself the task of improving the lot of the factory worker.

Beginning slowly during the first seventy-fiveyearsof the eighteenthcentury and
reachinga crescendaluring the last quarterof that century and the first half of the
nineteenthcentury,incalculablechangegook placein thelives of laboringpeople.The
transformatiorwasinitiated first by the intensificationof the division of labor andlater
by the crowdingof workersinto handor hand-and-machinfactories.This phasewas,in
factory afterfactory,followed by the mechanizatiorof progressivelynoreof the manual
tasks,shifting to animalpower,thenwaterpowerandwind power,andthento steamfor
basic motive power.

The resultingdisorganizationn the lives of the peopleaffectedwas stupendousand
frightful. Only the few who were quick to adaptthemselvego the eraof the machine
wereableto avoidthedestructiorN frequentlysuccessivelestructionsN of their means
of livelihood throughthe radicalchangesesultingfrom rapid technicalobsolescencef

the methodsof production.The impact of theseswift transformationsvas more than
couldbe safelydigestedandabsorbedy the farm populationswvhich beganto turnto the

industrial cities for their means of living.

The division and subdivisionof tasksoncecalling for the mosthighly developedskills
until the tasks could be performed in many instances by women and children provided the
opportunity, and the indigenceentailedin the shifting from an agricultural life to
dependenceipon the fluctuating employmentin factoriesprovidedthe inducement:
thousandof parentsexploitedtheir childrenby forcing theminto the factories.Wives
neglectedtheir families to becomefactory employees. The full fury of competition
betweenman and machine,betweenmerchantspetweenmanufacturersand between
nationswas unleashecamongpeoplewho had not the faintestideaof its implications.
Methodsby which producerscould becomereasonablyinformed aboutmarketswere
wholly lacking.Laws againsiadulteratiorof productshadnot yetbeenenactedindustrial
safety codesand meansof compensatinghe dependent®f injured workmen were
unknown. The sanitary conditions of factoriesin generalwere incredibly bad. An
employerwho workedthe men,women,andchildrenin his factoriesonly twelve hoursa
day was somethingof a public-spirited paternalist.Foreign trade broughtthe local
supplier into competition with foreign producers he had never seen or heard of.



Newly born industrial enterprisesand the peoplewhosefortuneswere tied to them,

learnedthe natureof industrial productionprimarily by successivebitter experience.
Businessesanthroughconstantlyrecurringcyclesof expansionpoom,over-production,
liquidation,anddepressionSuperimposedponthis disorganizingparadeof boomsand

slumpswere the disrupting effects of primitive money and credit systemsproviding

mediumsof exchangecontainingbuilt-in erratic gyrationsof their own. The money
systemof Great Britain, like that of other countriesexperiencingthe Industrial

Revolution, sufferednot merely from irresponsiblebanking, inadequateknowledge,
poorly designedregulatorylaws, and rampantexploitationsof the opportunitiesfor

financial fraud, but alsofrom the resultsof heavyimportationsof gold andsilver N the

monetary metals N from the New World.

Without analyzingherethe causesye needmerelynotethatthe problemsof the workers
fell upon deaf political earsin Britain and elsewhereas the Industrial Revolution
progresseduntil their agonizedsuffering reachedthe notoriety of an insuppressible
public scandalEventhen,thefactory ownerswho could point proudlyto thefact thatfor
the first time in history, per capita increasein the outputof goodsand serviceswas
beginningto raceaheadhadno basisin experiencdor knowing whetherthey could at
once be humanein their labor relations and still maintain their positionsin the
unprecedented hurly burly of the competition.

MarxOs Work . . . The Cause of Injustice

Againstthis backgroundjn which the mereoutlinesof industrial productionunderfree
enterprisaverevaguelytaking shape Marx sethimselfthe taskof finding the causeof

economicinjustice. His masterpieceCapital, drawsand documentghe picture of the
Industrial Revolutionfrom the standpointof the industrial worker. He was the one
primarily responsiblefor having attachedthe name Ocapitalism@o the therefore
unclassifiedceconomicsystemof GreatBritain. MarxOsourcematerialsjn additionto his

own indefatigablepersonalstudiesof factory life, were the reports of the Royal
Commissioneron the Employmentof Children and Young Personsin Tradesand
Manufacturersthe Reportsof the Inspectorof Factoriewho wereappointedunderthe
FactoriesRegulationActs of 1859),the Reportsfrom the Poor Law Inspectorson the
Wagesof Agricultural Labourersthe Reportsof the SelectCommittee(of the Houseof

Commons)on the Adulterationof Food, and other official documentsaswell asthe
writings of the economists of his day.

Becauseof the dire sufferingof the industrialworkers,Marx, who knew the factsand
knew how to describethem, madea powerful emotionalcasefor economicreformsto
improvethe lot of the worker. Sincethe actualoperationof the systemwhich he called
Ocapitalistic, @asasenormouslybeneficialto the segmenfN lessthan10 percentN of
the populationwho ownedthe factoriesasit wasdestructivelydetrimentalto mostof the
90 percentwho workedin them, Marx could haveled a revolt againstthe established
order by pointing to this disparity alone.But he did not chooseto do so. He madethe
most painstaking and ponderous effort to seek out the cause of the injustice.



At length, Marx renderedhis verdict. The malefactor,the causeof all this limitless

humanmisery,wasthe capitalist.His crime, feloniousby all canonsof humandecency
andfairness,wasthe unrecompensegiracy from the defenselessdustrialworkersof

most of the wealth which they alone created.No plunderin history, said Marx, could

comparewith the enormityof the offenseof the capitalistwho, without working himself,

appropriatedhe productsof the worker, leaving the worker with only the minimum

amount paid as Oslave-wagesO to keep him alive and to enable him to produce.

Marx and Capitalism . . . They Almost Meet in the Dark

Therootof all of theevil Marx surveyedwvas,he concludedthe privateownershipof the
meansof production.The emotionalcasewhich he built in favor of a revolutionto
improvethe positionof the industrialworker wasmountainousThe methodof carrying
out therevolution, he advocatedwasfor the workersto seizethe governmenty force
andthento usethe stateto expropriatehe ownershipof capital. Unfortunately the moral
truth of the massivecasewhich Marx marshaledfor improvementof the lot of the
industrialworkerwasdwarfedby the magnitudeof his errorin assigningasthe causeof
the maldistribution of wealthhe private ownership of capital

In the courseof his investigation,Marx actually saw, but was preventedby this error
from comprehendinghe underlyingprinciplesof capitalism.Sincetherecanbeno doubt
aboutMarxOdhonesteffort and fierce desireto find the key to a workableindustrial
economy,we are justified in venturingthe speculationthat had Marx understoodhe
implicationsof the principlesof capitalisticdistributionwhich presentedhemselvego
him asOappearances@ly, he mighthavebecomea revolutionarycapitalistinsteadof a
revolutionary socialist.

Karl Marx, ashe reflecteduponthe causesof economicinjusticein the first centuryof
capitalism,cameto a conclusionas momentousasit was mistaken.The world wasto
sufferasmuchfrom the critical error of the decisionasit hadsufferedto provokeMarx
to makeit. Had he not beenblinded by a borrowed myth, Marx might well have
proclaimed OPeopleof the world, unite! Extend the benefits of capitalismto all
mankind.Qnstead,he exhortedthe workers of the world to unite and Othrowoff the
chainsO of capitalism.

Had Marx chosenthe capitalisticalternativeratherthan the socialisticone, the world

would be a vastly differentplacein which to live today.Without the falseandseductive
promisesof socialism,Russia,the nation built on Marxism, would be without the
principal rhetorical weapon which it uses to seduce the minds of men.

Yetit is afact thatMarx actuallyconsideredhe problemswhich shouldhaveled him to
discovercapitalism.But for threebasicerrorsin reasoningMarx might havebeenlooked
upon today as the apostle of capitalism rather than its detractor and tormentor.

The threemistakesthat turnedMarx away from capitalismratherthantowardsit have
madeMarx the false prophetof theindustrialworker. Togethemwith the socialistwriters



who havefollowed in his footstepsMarx deprivedgeneration®f workersfrom realizing
thatin capitalismN notin socialismN liestheir hopefor economicwell-being,thegood
life, and political freedom.

Three Mistakes . . . The Course of History Changes
The three errors which Marx made were these:

(1) His adoptionof thelabortheoryof valuewhich hadpreviouslybeenadvanced
by David Ricardo.

(2) His failure to understandhat the private ownershipof property,including
capital instruments,is indispensableto political freedom;in short, his failure to
understandhe menaceo humanfreedomof the ownershipof the meansof productionby
the state.

(3) His mistakingthe wealth producedby capital for Osurplusalue,Q.e., value
which he thought was created by labor and stolen from the laborer by the capitalist.

Let us examineeachof thesemistakesIn the courseof doing this, we shall seein each
casehow closelyMarx cameto acknowledginghe actualprinciplesof capitalism.Yet in
every case, having graspedthe principles, he also rejectedthem becauseof his
fundamental errors.

Error No. 1: The Labor Theory of Value

Exceptfor thefew wantswhich mancansatisfydirectly by thingsadequatelsuppliedby
nature,humanlabor, for untold ages,had beenthe primary sourceof the creationof
wealth. Man, with his handsand his brain, hasgiven value to raw materialsfound in

nature by imparting to them qualities which renderthem able to satisfy his wants.
Similarly, manhasperformedpersonakervicedor himselfor for otherswhich havealso
satisfiedneedsNothingis moreobviousthanthatmanmustwresthis living from nature
throughthe clevernes®f his mind, the strengthof his musclesandthe skill of his body.
Since, at the outset,then, man as the only acting force, the ideathat all changesn

natureOsaw materialswere wroughtby manalonewas both obviousandindisputable.
The labor theoryof valueN the ideathatlabor is the only agencycapableof creating
wealth,i.e., addingOvalue@® raw materialsand performingservicesN musthavebeen
apprOX|matercorrect|n primitive times and, to a lesserdegree,in pre-industrial
economies.

But oncemenappliedtheir intelligenceto constructingtools and machineswhich were
ableto producewealth,or at leastto cooperatenith humanlaborin the productionof
wealth, a basic changeoccurred,the significanceof which was not at once fully
appreciatedThefactthatall economicvaluewasnot createdoy labor,but ratherby labor
and capital together,was obscuredby the fact that, in the early stagesof the machine
production, machinesvereusually Ooperateddy their owners.As aresult,the services



of the machinewereindistinguishablycommingledwith thoseof the machine-owneand
so there was yet no occasion for recognizing the separate economic functions of each.

The significanceof the labortheoryof valueis morethanacademiclf labor is the source
of all valuecreatedin the productiveprocessthenlabor hasa valid moral claim to all

wealthcreatedthroughproduction Thenthe only moral claim of the ownerof capitalis
to have his capital restoredto him, i.e., to get back the value of his capital with

compensatiorfor the effectsof wear, tear, and obsolescenceHonestlyto reachhis
conclusionthatthe capitalistwasthieving from the laborer,Max hadonly to believethat
labordid in fact createall economicvalue(i.e., the valuesaddedto raw materialsfound
in nature).

But confrontedwith the fact that capitalinstrumentsvereactually performingmoreand
more of the functionswhich addedvalueto raw materialsand were evenbeginningto
competewith laborin the performanceof purely serviceactivities,Marx could not prove
the propositionthat labor was the sole creatorof value and he did not try. He merely
assertedagainandagain,thatthe propositionwashistorically true andthatits truth was
of very recentdiscovery.All commoditiesjncluding capitalinstrumentssaidMarx, Oare
only definite masses of congealed labour-tihe.O

OTheecentscientific discovery thatthe productsof labour,sofar astheyarevalues,are

but materialexpression®sf the humanlabourspentin their production,marks,indeed,an

epochin the history of the developmenbdf the humanrace,but, by no meansdissipates
the mist throughwhich the social characterof labour appearsto usto be an objective
characterof the productsthemselve€3 Marx is here saying flatly what he elsewhere
elaboratedN thatalthoughcapitalinstrumentsappearto createwealth, this is merelyan

illusion, andthatthereis somesortof mysteriousOcongealeldborChiddenin the capital

instrument which enables it to give value to its products.

At this point Marx actually saw one of the basicprinciplesof capitalism:that capital
instrumentsdo create wealth, just as labor does But he rejectedthe idea as an
Oappearancedly andhelddoggedlyto his belief thatonly labor could createwealth.By
denyingthe obvious,thatin an ever-increasingpumberof instancesthe performanceof
particularproductiontasksmay be carried out alternativelyeither by labor or capital
instruments;and by assertingthat regardlesswhich methodwas used, the capital
instrumentownedby a Ocapitalist@erein fact OlaboinstrumentsGandby concluding
that whichevermethodwas used,labor in fact createdall the value, Marx put the
capitalist in the unethical role of getting something for nothing.

Todaywe arenot merelyfamiliar with the phenomenomf machineso makemachines,
we are also acquaintedwith the trend to make automatedmachineswith automated
machines Neverthelesstracing the processbackwardsthrough severaltechnological
generationsooneror later bringsoneto the point wherethe predecessoof a particular
machinewas madeby handlabor. Since Marx regardednumanlabor not only as an

ingredientin an economicproduct,but asthe only ingredientotherthanraw materials
provided by nature, the problem of machines was a disconcerting one for him.



The value of a product,he said,is determinedoy the amountof labor time it contains.
After a few technologicalgeneration®f producingmachinesprimarily by machines,
what could be said of the machinewhich, althoughit containedalmostno Ovalue

terms of man-hoursand requiredvery little assistancdrom labor in the form of an
operatorOsman-hoursfurnedout a vastquantity of products,all of which sold for very
good prices?

Marx actually consideredhis problem.How could he squarethe labor theory of value
with a machinecontainingvery little Ovalue@n termsof man-hoursof labor) which at
the sametime is operatedvith very few man-hoursof labor, yet which producesa great
amountof wealth?Confrontedwith this problem,Marx might haveannouncednotherof
the basicprinciplesof capitalism:thatthe productivenessthe Oproductivity, ©f capital
instrumentsjn comparisonwith that of labor (other than the top echelonof labor
consistingof managemerdndtechnicalworkers)is steadilyrising. But hereagainMarx
rejectedthe clearly discernibletruth andsupplantedt with a corollaryto thelabortheory
of value.

In this case he said,the machine afteryielding up whatlittle Ovalue® containsworks
gratuitously justasthe sunworksripeningthe cornin thefield. Marx herecamewithin a
hairOsreadthof recognizingthe increasingproductivity of capital instrumentsin

comparisonwith that of labor. Had he allowed himself to seethe point, it is safeto

assumethat a manof MarxOsinceritywould havecried, Olfcapitalinstrumentsarethe
sourceof the increasingproductionof wealthin anindustrialeconomy,the ownersof

capitalinstrumentsarerightly the personsvho shouldreceivethe proceedof the wealth
soproducedLet usthensetasour goalthe greatespossibleaccumulatiorandperfection
of capitalinstrumentsfor the greaterproductionof wealth. And let us so regulateour

economyasto extendthe opportunityof engagingn productionthroughthe ownership
of capital instrument$o an ever increasing proportion of the population.O

Marx missedthis critical point. Facedwith the spectaclef the productionof vastwealth
througha largecontributoryeffort by capitalinstrumentsanda negligiblecontributionby
labor, Marx could merely say: OlnModern Industry man succeedear the first time in
makingthe productof his pastlabourwork on alargescalegratuitously like the forcesof
nature® Thus did Marx substitute for objective analysis the dogma he had borrowed
from Ricardo.

Error No. 2: MarxOsFailure to Understand the Political Significance of
Property

BeforeexaminingMarxOsecondcritical error, it may be helpful to takenoteof whatthe

conceptOproperty@eansn law andeconomicslt is anaggregatef therights, powers,

and privileges,recognizedby the laws of the nation,which an individual may possess
with respecto variousobjects.Propertyis not the objectowned,but the sumtotal of the

OrightsO which an individual may OownO in such an object.



Thesein generalincludetherights of (1) possessing(2) excludingothers,(3) disposing
or transferring,(4) using, (5) enjoyingthe fruits, profits, product,or increaseand(6) of

destroyingor injuring, if the ownersodesiresin acivilized society,theserightsareonly

aseffectiveasthe laws which providefor their enforcementThe Englishcommonlaw,

adoptednto thefabric of Americanlaw, recognizeghattherightsof propertyaresubject
to the limitations that (1) things ownedmay not be usedso asto injure othersor the
propertyof others,and (2) that they may not be usedin ways contraryto the general
welfare of the peopleas a whole. From the definition of private property,a purely
functionalandpracticalunderstandin@f the natureof propertybecome<lear.Property,
in everyday life, is that right afontrol.

Property in Land. With respectto propertyin land, we needmerely note that the
acquisitionof anoriginal title to landfrom a sovereigns a political act,andnottheresult
of operationf theeconomylf the original distributionof land unduly favorsanygroup
or type of personsit is a political defectandnot a defectin the operationof the economy
assuch.A capitalisticeconomyassumesndrecognizeghe private ownershipof land. It
may, asunderthe federaland statemining laws andfederalhomesteadcts,encourage
private ownership of land by facilitating private purchasingof mining, timber,
agricultural, residential;, or recreational lands.

Property in Capital. In a capitalisticeconomy privateownershipin all otherarticlesof
wealthis equalin importanceto propertyin land. Fromthe standpoinf the distributive
aspect®f a capitalisticeconomy propertyin capitalN thetools, machinery equipment,
plants,powersystemsrailroads trucks,tractors factories financialworking capital,and
thelike N is of specialsignificance This is true be causeof the growing dependencef
production upon capital instruments.

Of the threecomponent®f productionlandis the passivé source of almost all material
thingsexceptthosewhich comefrom the air andthe sea,while laborandcapitalarethe
active factorsof production.Labor and capital producethe goodsand servicesof the
economy,using raw materialsobtained,for the most part, from land. Justas private
propertyin landincludestherightsto all rents,the proceed®f saleof mineralsandother
elementor substancesontainedn land, private propertyin capitalincludestheright to
thewealthproducedoy capital. The valueaddedto iron ore by the capitalinstrumentsof
a steelmill becomeghe propertyof the ownersof the steelmill. Soin the caseof all
other capital instruments.

Property in Labor. Whatis therelationshipof the workerto the valuewhich he creates
throughhis work? It hasbeensaidthatno onehaseverquestionedheright of a worker

to the fruits of his labor. Actually, aswaslong agorecognizedoy JohnLocke andJean
JacquefRousseauheright of theworkerto thevaluehe createss nothingmorethanthe

particulartype of privatepropertyapplicableto labor. Eachworker,they said,hasa right

of private propertyin his capacityto producewealththroughhis laborandin the value

which he creates.

Marx and Property. Marx did not err in his understandingf the dependencef



capitalismupon private property.In fact, the Communistsfollowing Marx, appreciate
this absolutedependencenorethando non-Communistsmany of whom, influencedby
the convictionthatMarx is full of errors,havefalsely entertainedheideathatthisis one
of them.

Marx, howevermistakenhe wasin his programfor achievingthe economicchangese
thoughtwere neededcannotbe chargedwith havingintendedto worsenthe economic
andpolitical conditionof modernman.Thefactsof his life andcharacteipermituslittle
doubtthathis intentionwasto eliminatesufferingby substitutinga fairer distribution of
economicgoodsandservicesandthroughthis, a more equitabledistribution of leisure
andthe opportunityto leada goodlife. Marc wasrightly, if alsovehementlycritical of
the exploitation of the many by the few.

Had Marx seenthatthe socializationof capital(i.e., its ownershipby the state)would of

necessityplacethe control of capitalin the handsof thosecurrentlywielding political;

power,therebyunifying economicand political power,the two basicsourcesof social
power, we can assumehat Max would not have advocatedhe destructionof private
propertyin capitalinstrumentsIf the factory ownersof the nineteenthcentury,having
political influencebut not unlimited political power,werein a positionto exploit the

workers,thebureaucratsf the twentiethcenturyin a socializedstate possessingot only

unlimited poltical power, but also unlimited economicpower throughownership(i.e.,

control) of theinstrumentf production,areinfinitely betterequippedo exploitworkers
and other non-bureaucratsWhat better proof of this than Russiaand the Russian
satellites?

The Communist Politician . . . A True Tyrannical Capitalist

It is the Communistpolitician who seesin Marxism the opportunityfor personalpower
and wealth which Marx, if we may take him at his word, failed to perceive.The
Communistpolitician perceivesn Communisnthe personabhdvantagéo himselfwhich
comeswith the transferof property(working control) in the meansof productionto the
state,and the elevationof himself to a placein the managementf the state.The
Communistpoliticianis thusableto epitomize in himselfthekind of tyrannicalcapitalist
Marx declaimedagainst,with the further opportunity for unlimited despotismthat is
inherent in the fusion of political power and economic power in the same hands.

MarxOdailure to perceivethe political significanceof private propertyhasallowed his
doctrineto furnish the most perfectly designedrusefor potentialtyrantsthat hasever
beendevised.In the nameof the benefitingsocietyasa whole, the actualcontrol of the
capital instruments and land is placed in the hands of those wielding political power!

MarxOsecondgreaterror preventechim from seeingthatthe ideal Oclasslessociety, ®f
which he dreamedjs not onein which a political groupin power hasthe function of
distributingwealth.lt is ratherthe political economyin which the individual ownership
of propertyN particularly capitalinstrumentsN is spreadover the entire population.
Only such a broaddistribution of private economicpower can guaranteandividual



freedomandthe power of the peopleasa whole to limit or turn out at will a political
group in power.

Marx was actually on the vergeof recognizingthat so long asmenare what they are,
capitalismis the only possibleclasslesssociety.His failure to do so derivesfrom his
failure to understandhe political significanceof private property. He consequentlalso
failed to understandhe political significanceof stateownershipin a socialiststate.To
concentrateontrol overthe meansof productionin a political groupis to establishthat
administratiorasa classN anall-powerfulclassN andto removeall possibility,solong
assuchagroupexercisests powerfully andruthlessly to overthrowsuchdespotisnby
means other than force.

Marx recognizedhatthe menwho werethe ownersof productivepropertyalsoenjoyed
Oindividuality,eisure,and opportunitiesfor cultureandeducatior?. This being so, it is
nothing short of fantasticthat he broughthimself to theseillogical conclusions:(1)
Destroy private ownershipof productive property. (2) Make all men workers. (3)
Appropriateall wealthproducedn excesf thatrequiredto sustainworkers,andletit be
distributed by the state as its political leaders see fit.

The political commissarshowever who employMarxOsdeasfor their own purposes\
the exploitationof powerandwealthwhich socialismoffers to a ruling bureaucracyN
arenotsoillogical. Thedestructiorof privatepropertyin the meansof productionis their
guarantee of self-perpetuation.

Thereis a Marxian tenetthat the natureof a societyis determinedby the mode of
production (whetheragricultural or industrial) and the ownershipof the meansof
production.It is sound.The conclusionsherereachedarewithin andconsistentvith this
fundamental insight.

Thusthe secondgreatMarxian error causedMarx to seekin socialismwhat he could
have found only in capitalism.

Error No. 3: Mistaking the Wealth Created by Capital for Wealth
Created by Labor and Stolen by the Capitalists

Eachof the threecritical mistakeswhich Marx madein this study of capitalismarose
from the fact that he beganhis analysiswith a study of distribution,rather than with a
studyof production At thedistributiveend,somethingessthanatenthof the population,
for the mostpartownersof land and capital, werefaring infinitely betterN receivinga
proportionatelygreatershareN thanwerethe othernine-tenthswhoseonly participation
in economicactivity was asworkersor asrecipientsof public charity underthe poor
laws. The patternof distributionwasbadfrom whateverstandpointit might be judged.
Thosewho were receiving the great sharewere the capitalists,the ownersof the
expanding industrial and commercial enterprises.

For Marx, capitalismwas simply what he observedn the Europeanworld aroundhim,



and primarily in Great Britain. Since the distributive pattern was unsatisfactory,
capitalistsand capitalism,he concluded mustbe at fault. Labor had Ohistorically®een
the sourceof all production of wealth, and the workers were now receiving a
progressively smaller proportion of the proceeds of production. Down with capitalism!

Had Marx startedwith an objectiveanalysisof productionanda deeperinsightinto the
property-freedonrelation, he might well have concludedwith a declarationof war
against capitalist®r hoarding capitalism

Let us now examineoncemorethe principlesof capitalisticproductionthat Marx might

andshouldhaveusedasa startingpoint. In anexchangesconomy andparticularlyin an

economyof freely competitivemarkets,eachserviceand eachcommaodityis valuedfor

its peculiarability to satisfy a certaindesireof the consumerWhetherthe serviceor

commodityis producedby laboraloneor by capitalalone,or by the cooperatiorof these
two, is unimportantto the potential purchaserexceptas the methodof production
implantsspecificcharacteristian the thing marketedlt is the finished productwhich is

demandedy the purchasernot the knowledgethatit is producedn oneway or another
N a mere meansby which the productwas broughtforth. Contraryto what some
sentimentalistghink, thereis nothing sacredaboutthe productsof labor that is not
equally sacredaboutthe productsof capital or thoseproducedjointly by capital and
labor.

To effectany changen the natureor positionof materialgoods,or to performany kind
of aservice materialgoodsmustbe actedupon.Marx recognizedhis; but, becausef his
obsessiorwith the labortheoryof value,he contendedhatonly labor could be credited
with the valueof materialgoodsproducedr servicegperformed OUsefulabor,Che said,
Oisan eternal nature-imposecdecessity,without which there can be no material
exchangedetweenmanand Nature,andthereforeno life.§ To effect such changes in
matter,or to perform suchservicespurely physical,i.e., mechanicaimeans,mustbe
used.With rare exceptions pure thoughtis not economicallycompensableSpeech,
writings, mechanicalaction N all thesethings, performedby man, are capableof
entering into economic transactions.The thought behind such speech,writings,
mechanical action, is nby itselfcapable of entering into ordinary commerce.

Man as a non-scientific-laboreis, from the standpointof economics(asidefrom his
separatenatureand position as the consumer),a primitive, low-horsepowerengine,
relatively clumsyandof brief durability, for the productionof economicgoods.Man the
worker, exceptin the fields of scienceand managementhas grown steadily less
impressivesincethe onsetof the IndustrialRevolution.He canwork eight,tenor twelve
hoursat a stretchandthenmustrest.His strengthand speedof actionare quite limited.
He is subjectto numerousailments,often adverselyaffectedby climate;temperamental,
and not infrequentlylazy. He makesmany mistakes.As a factor in the productionof
wealth, manis progressivelyless successfuin competingwith capital instruments,
except, again, as a scientist or as manager.

It is not asa worker that manis masterof the earth.It is asthe intelligencebehindall



production,and as the consume the reasonfor productionand the destinyof the
things produced N that he is supreme.

It maywell bethatconfusionbetweermanthe workerandmanthethinkerN the source
of all ideasandplansN contributedasmuchasany causeto MarxOdailure to recognize
capitalasa producerof wealthin the samesensehatlaboris. Mental activity entersinto
economic transactions primarily in two ways:

(1) The mentalactivity of the scientistand manageris responsiblefor the invention,

developmentimprovementandproductionof capitalinstrumentsandthe supervisiorof

productiveactivity of bothlaborersandcapitalinstrumentsScientistsandmanagersre

in generalthe top echelonof labor N the professionallevel. Their servicesinclude

entrepreneuriahctivities,in which they providethe initiative in organizingthe capital

andlabor to institute or expandparticularbusinessactivities. A substantialportion of

their servicesis renderedin improving the productivity of capital instrumentsthus

promoting the substitution of machinesfor men and otherwise reducing labor

requirementswhere to do so will reducethe costsof productionand renderthe

businessems which theyareengagednoreefficientandcompetitivelybetter.The steady
improvementsin capital instruments,systemsof production,and organizationof

productiveprocessesaretheresultsof the mentalactivity of the scientistsandmanagers.
Their ability to producein thesefields is the secretof their rising productivenesandthe

increased demand for their services.

(2) Mental activity entersinto non-scientificwork and non-managerialvork in varying
degreesThe intelligentdirectionby the worker of his own activitiesis incidentalto the
mechanicalvork performedby him. Laboris compensatetbr a particulartype of service
of a physicalnaturewhich couldnot berenderedn the absencef intelligentdirectionon
the part of the worker himself.

Marx recognizedhat machinesandmenare competitorsin the sensethat scientistsand
managersin carryingout their function to producegoodsandservicesn a competitive
market,strive to eliminatelabor costsandto improveuponhandmethodsof production.
OTheinstrumentof labour [meaning, of course,machines,the instrumentsof the
capitalistjwhenit takestheform of a machinejmmediatelybecomes competitorof the
workmanhimself.q(Ibid. page470.)In speakingof this competition Marx comesasnear
aspossibleto recognizingthat capitalinstrumentsare activeforcesin the productionof
wealth, performing an economicfunction of the samesort as labor, and frequently
performing functions which can interchangeably be performed by é&ither.

Marx observeshatin the caseof the handcraftindustries,Othevorkmenare partsof a
living mechanism.in the factory we have a lifeless mechanismindependenof the
workman,who becomests mereliving appendage. . . By meansof its conversionnto
anautomatonthe instrumentof labourconfrontsthe labourer,duringthe labourprocess,
in the shapeof capital, of deadlabour,which dominatesand pumpsdry, living labour
power. The separatiorof the intellectualpowersof productionfrom he manuallabour,
andthe conversionof thosepowersinto the might of capitaloverlabour,is, aswe have



alreadyshown, finally completedby modernindustry erectedon the foundation of
machinery.Thespecialskill of eachindividual insignificantfactory operativevanishesas
aninfinitesimal quantitybeforethe sciencethe giganticphysicalforces,andthe massof
labourthat areembodiedin the factory mechanismand, togetherwith that mechanism,
constitutethe power of the OmasterQ(6id. page462.) It may well havebeenMarxOs
failure to recognizethat capitalinstrumentsn practicesupplantnot only physicalforces,
but intelligence,that deteredhim from recognizingthat capital OworksQust as labor
works.

WhetherMarx could haveclosedhis eyesto the factsof productionin the now-dawning
ageof automationis an interestingspeculationYet evenin MarxOown day it should
havebeenpossiblefor him to recognizethatthe scientistyengineers)n designingcapital
instrumentduild into theseinstrumentghe capabilityof performingoperationswvhich, if
performedby labor, would requirethe applicationof brainwork.His obsessiomwith the
labor theory of value rendered him incapable of this insight.

But today, with the developmenbf feed-back,self-correctingand self-programming
machines,capableof automaticallyperforming a sequenceof logical operations,
correctingtheir own errorsasthey performtheir productivetasks,choosingfrom built-in
instructionsor characteristicsheir properfunctions,it is likely that evenMarx would
have broken through his barrier-obsession that labor does all the work.

Humanmindsultimately directthe productionof goodsandservicesThis is true of the
functionsof capitalinstrumentsasit is of workers.As a productionprocessusesmore
and more capital instruments,more of the humanmental control of the processof
productionis shiftedawayfrom workersto scientist§andtheir mechanicaprogeny)and
to managemeniThusthe privateownershipof laboris not, in action,essentiallydifferent
from the private ownershipof capital. Eachinvolvesthe right of control of an active
meansof production theright to takethe fruits of suchproductionto producewhereand
when the owner desires,and to acceptor reject conditionsof production.The most
significant differenceis that the owner of capital instrumentsis not requiredto be
personallypresentin the productionprocess;he produces,or in any eventhe may
produce,vicariously. Mental activity as suchis not the basisof the propertyrights of
either labor or capital owners in wealth produced.

Whatdifferencewould it havemadeto MarxOsheoryof capitalisticeconomicsf he had
recognizedoththe powerof laborandthe powerof capitalinstrumentdo createwealth?
It would have made all possible difference

If all wealthis createdby labor, andif the total wealth createdis in excessof that
distributedto labor on the basisof the marketvalueof labor, thenthe excesss Osurplus
value.QThis surplusvalue,accordingto Marx, is somethingreally stolenfrom labor by
the capitalist.lt is elementarthatwealthbelongsto him who createst, andif only labor
cancreatewealthandcapitalinstrumentannotcreatewealth,thenthe ownersof capital
haveno possibleclaim to a sharein the proceedsof production.The mostthey could
legitimately claim would be to havethe value of their original capital, which hasbeen



partly or wholly consumedn the productiveprocessyrestoredto them.In the socialist
state,this OsurpluyalueGs somethingthat would belongto societyasa whole, to be
distributed as the administrators of the state decide.

In short,if laboris the only possiblecreatorof wealth,thencapitalcannotbe a creatorof
wealth,andtherecanbe no legitimatereturnto capitalotherthana returnof the original
investment.The recognitionby Marx of capitalasone of the two activefactorscreating
wealth would have exposedthe falsity of his own basictheories.More thanthat, he
would havebeenled inevitably to exactlythe oppositeconclusionslif laboris entitledto
areturnin the form of wagesfor wealth createdby labor, thenthe ownersof capital
should be entitled to a return for the wealth created by capital.

Strangeasit mayseemMarx recognizedhetechnologicatrendandevenacknowledged
that it appearedo be the casethat the net wealth remainingafter paymentfor raw
materialsand labor was wealth createdby capital. Yet he refusedto believe this
appearanceandsimply assertecagainand againthat this excesswas Osurplusalue.O
With regardto theincreasingproductivity of capital,he notedthat Oeveryntroductionof
improvedmethods. . . works almostsimultaneouslyon the new capital and on that
alreadyin action.Every advancan Chemistrynot only multiplies the numberof useful
materialsandusefulapplicationsf thosealreadyknown, thusextendingwith the growth
of capitalits sphereof investment . . . Like theincreasedexploitationof naturalwealth
by themereincreasen thetensionof labourpower,scienceandtechnologygive capitala
power of expansionindependentof the given magnitudeof the capital actually
functioning.(lbid. pages663-664.)With respecto the apparenproductionof wealthby
capitalinstrumentsMarx acknowledgedhatthereappearedo be,asSismondihadsaid
a Orevenuwhich springsfrom capital.But he refusedto the very end, to believethatit
was the wealth createdby capital N a possibility he saw but never understoodor
appreciatedTo Marx, the wealthcreatedby capitalremainedOsurplusalueGo which
the ownersof capitalhadno claim N surplusvaluestolenby the ownersof capitalfrom
the owners of labor.

MarxOs Three Errors . . . A Fateful Near Miss

But for the basicanddemonstrablerrorsin his theoryof capitalismN the threeerrors
discussedboveN Marx would havereversechis views aboutcapitalismandsocialism.
His writing leave no doubtthat he was making an honestsearchfor the truth about
capitalismandthe cause®f maldistributionof wealthundercapitalism.But it is alsotrue
that his writings leaveno doubtthat, had he caughtand preventechimself from falling
into his threefoundationalerrors,he would havebecomeas defiantin his espousabf
capitalism as he erroneously was vehement in it denunciation.

If labor aloneis a creatorof wealth, there mustbe, as Marx and Engelssaidin the
CommunistManifestq equalliability of all to labor.But if capitalis a creatorof wealth,
one may participatein the productionof wealth either as an owner of labor or asan
owner of capital. Similarly, if land is a sourceof wealth, one may participatein the
productionof wealth as an owner of land. But this basic capitalistic principle goes



further.If, aswe know, the productivity of capitalis increasingn relationto thatof non-
manageriabndnon-scientificlabor, andif theright to participatein the distribution of
the proceed®f productionfollows from the fact of participationin production,the social
justice which Marx soughtlies in regulating the capitalistic economyso that there
emerges an ever-increasing proportion of capitalists

The uneasyghostof Marx mustsuffer the tormentsof the damnedat the truth glaring
from the page<f historythatonedoesnot abolishpropertyby transferringit to the state
To putanendto private propertyin capitalandland by establishinghe socialiststateis
to concentratahe vastaggregateof propertyrightsin the wieldersof political power.
Thereis no mysteryin the fact that througha literal applicationof the theoriesof the
great seekerafter social justice, the Communistcountrieshave achievedthe exact
oppositeof whatwaspromised Marx wailed overthe plight of the helplessvorkerunder
the mercilesdashof the powerful factory owner.Whatwould he sayof the plight of the
workersbeforethe inescapablycrushingpowerof the dictator,the political clique, or the
party which in fact (thoughneverin name,sinceeverythingis alwaysdonein the name
of Qhe peoplé)ownsall factoriesall instrumentsof production,all land, andfusesthis
power with political power?

Therecan be only one answer.The safety, the security,the dignity of the individual
which Marx soughtin socialismcanbe found only undercapitalism.The answerto the
chargethat ownershipof capitalinstrumentds too concentratedies in the properuseof
governmentalregulationto reducethe concentrationrandto continuouslybroadenthe
private ownership of the means of production.

What Marx almostdiscoveredwvasthat both the benefitsandthe succes®f capitalism
grow with the numberof menwho are capitalists.His errorin failing to discoverthis
truth was the most fateful near-miss in history.

! Karl Marx, Capital (New York: The Modern Library, 1906), p. 46.

? |bid., p. 85; italics added.

% Ibid., p. 424; italics added.

* Agricultural and timber land may be said to be an exception to this, since in growing
cropsand timber, agriculturaland timber lands may be said to function in an active
manner.

® |bid., p. 581.

® Ibid., p. 50.

’ Note that by using the term Oinstruments of laborO to designate capital instruments
ownedby capitalists,Marx is againindulging the labor theory of value.By referringto
capitalinstrumentsas Oinstrumentsf labour,(OMarx makesit appearogical to attribute
the productive efforts of capital to labor.



