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Essay 1: Marxism VS Classical
Achieving an objective could be done through various methods. The objective of a society should be how to operate to achieve the highest level of social welfare.  There are two main schools of thought; Classical and Marxist, which are on almost totally different sides of the spectrum in terms of how to make the society function at its best. The classical economists argued that capitalism would lead to people acting in a better, more cooperative way, while the Marxist economists argued that capitalism would lead to class conflict and the collapse of capitalism in a great revolution. Without any doubts, the classical economists’ theory has been historically born out while the Marxist economists’ theory only sounds great on the paper but failed to function when it came to reality.
In The Communist Manifesto, Karl Marx analyzed that the society is determined by mode of production. Marx believed that capitalists not only have economic power, but also have political power, and government is the institution that helps the capitalists get the most benefit. Moreover, he believed that morality of capitalism are determined by capitalist, which cause the labor class to be victim of false consciousness which means labors will not be conscious that they are oppressed and exploited by capitalists. Worse, they accept both the belief and value of capitalism. 


Marx formed his labor theory of value that explains the exploitation of labor through making surplus in production. Capitalists, who have capital in hand, hire labors to produce goods with the value more than their wage. Then, capitalists buy those goods and get surplus. Consequently, the profits will be used for consumption and further production. The cycle continues, allowing the capitalists to accumulate more capital while labors get only subsistence wage. This is the exploitation of labor since capitalists get richer and richer while workers still stay poor. 

In his perspectives, as times go by, capitalism would be in crisis and eventually collapse. When capitalism expands, the market will be more competitive, leading to price reduction. So, capitalists have to exploit more surplus value in order to get the same amount of benefits. Capitalism will be in crisis; labors that are extremely exploited will fight and stage revolution against capitalism to transform the society to socialism where class distinction withers.
If Karl Marx was right about the assumptions he made, his theory of capitalism would hold true. Unfortunately, all the assumptions he made was not right. His model was not based on the flesh and soul of human-beings. It is too idealistic and utopian. Thus, it is impossible for his model to be sustainable when applied to real life scenarios. For Marx, he believed production in capitalist society worked in a way that the rich factory owners benefited and the poor factory workers lost. He predicted that class conflict in such capitalist economy will lead to the collapse of the system and eventually be replaced by socialism. Yet, Historical record shows clearly and vividly that nations which let capitalism run the economy prospered until today while nations which adopted communism, ironically, collapsed and still lacked behind in terms of development. 

First thing to be mentioned is, setting aside the fact that his theory was built upon a flaw economic history which is to be mentioned in the next section, Marx does not understand human nature. He expected to see the oppressed class(proletariat) rising up, overthrowing the oppressors(bourgeoisie), and settling by living in commune where everyone is equal. According to Marx, “In production, men not only act on nature but also on one another. They produce only by co-operating in a certain way and mutually exchanging their activities. In order to produce, they enter into definite connections and relations with one another and only within these social connections and relations does their action on nature take place”. Briefly speaking, Marx believed that social relation leads to the desire to meet the society needs and the need to meet such desire leads to production. 

However, human is free-spirited. They want to design their lives by their own selves. The circumstances along with the costs and benefits of each action were taken into account when making decision and that decision is justified by the individual that it serves his/her best interest. Forcing equality onto people is nothing but inhumanity. Getting rid of capitalism and setting everyone equal would distort the incentives of people as they cannot be better-off by working harder and better. With the absence of private property and personal benefit, people do not put all their efforts into the work they are assigned. It means that there exists a huge loss in efficiency. 


Moreover, because no one sees any channels to be better-off, the work is done on a day-to-day basis. Creativity and innovation create no value to individuals as they cannot exploit the opportunity from being creative and inventive. Thus, it appears that the economy stays stagnated. There is barely any technological progresses. The economy is full of inefficient production, resulting in waste of resources.

Secondly, Marx’s labor theory of value is flawed. According to Marx, what determines the value of a commodity is the socially necessary labor time, which includes the direct labor in producing the commodity, the labor embodies in the machinery and raw materials that are used up during the process of production, and the value transferred to the commodity during the process. For Marx, “the market or exchange value of any commodity is the amount of labor embodied in it”. He overemphasized the importance of labor on value as land and capital resources also play a crucial part in production. It is flawed in a way that why capital and land are neglected by Marx since production also requires both of the two. The owners of capital and land deserve to get returns as well. 
Next to be mentioned is Marxism in practice. The collapse of Marxist socialism in eastern European nations and the Soviet Union has proved that Marxism does not work in practice. To bring Marxism into practice, the state wiped away property rights and turned properties into communal properties as property rights is viewed as the root source of inequality, disparity, and exploitation. Without private property rights, all the productions were owned by state and everyone was made equal by assigning them jobs and giving them ration coupons. 

The production decision was made by state. The quantity produced was predetermined by the state based on the information they have. The price mechanism that is the engine of capitalism was missing from the system. The way that the production was centralized is not practical because, though the calculation of how much to produce was made based on the available information, the information available to calculate would never be sufficient. The world changes everyday. Economy is rather dynamic than static. There might be a change in every second the clock ticks. Therefore, it is impossible to predict and predetermine how much to produce. What happened in the Soviet Union was the shortages of consumer goods. The shortages were both vertical and horizontal as they affected both the supply of intermediate goods as well as related complementary goods. People queuing up several hours to exchange ration coupons for food were very common in the Soviet Union during that period. The system had no auto-correct mechanism. So, the problem had gone too far because predetermined decision was not capable to deal with the situation.

Moreover, before it reached the ultimate ending that state withered away and people lived a good life in communal, state still exists. As James Buchanan artfully defined it, public choice is “politics without romance”. Politicians are not angels that aspire to promote the benefits to all. Rather, they are driven by goals to maximize their own utilities. With a very strong role of state of the Soviet Union, it is not surprising to see rent-seeking activity and corruption within the system and that worsened the situation.

Soviet Union after the collapse of Marxist socialism was not yet fully-recovered. The transition from Marxist socialism to capitalism was still in a slow progress. Economy growth is seen in recent years due to the export earnings of fuel energy. Yet, the capitalistic development is hindered by corruption problems, along with poorly-developed market institution. Marxist socialism left Russian economy with a chronic problem which is very interesting to see how it will be solved and when it will be fully-transformed into a developed capitalist economy.
Unlike the idealistic yet unpractical theory of Marx, the beauty of Classical School is the fact that it views human nature or human action as being the result of social evolution that began with the very basic need of survival, which then contributes to the development of the so called “self-interest”. One would seek for freedom of choice and would make decision based on his own desire and interest. According to Adam Smith, who is one of the well-known Classical economists, self-selfishness exists in everyone.  However, with the existence of trade, self-selfishness would be eradicated since those individuals would try to be nice and try to please each other such that they could exchange the products with others to acquire the returns which enable them to obtain other products they desire. The horrific behavior and dishonesty would deliver the punishment to that undesirable behavior and cease the exchange of goods. In this regard, the market, in Smith’s perspective, would make people put effort to improve themselves, to be amiable, and to be cooperative with others to enhance the exchange in the market. The market makes “self-interest” work for the interest of others, and therefore, both producers and consumers would gain benefit from such practice. 
Secondly, theory of value and distribution in the view of Classical School does not only stem from labor, like what is alleged by Marx, but also production and many other sources. In capitalist society, the surplus primarily adopts the form of profit. Aside from that, the surplus created would go to the one who produces it rather than being captured by government like what happens in the Marxist world in practice. The surplus could be reinvested in production to create more wealth, and furthermore, enhance standard of living. Thus, the more one become productive, the more surplus one could attain. The profit motive in capitalist world brings about the incentive for one to better themselves.

 Moreover, it is essential to note that Classical School considers the idea of “free market” as its virtue. In its perspective, the market is “self-regulating” and would be clear by itself since the market works well when individuals act as both suppliers and purchasers, making money and goods circulate through the market. The price mechanism, in such market, exists as the engine reflecting the value given to products. 

That being stated earlier, individuals in any kind of society are self-interest by nature. In capitalist society, individuals are able to enhance and reap the benefit out of having “free market” by being cooperative with one another as well as engaging in the division of labor since the mutual dependence associated with the division of labor brings about the system of exchange.

More specifically, the positive effect of the division of labor, as asserted in Smithian Growth, is not only limited to the encouragement of the specialization, which consequently brings about the increase in productivity and efficiency.  It also extends to the increase in the national output and wealth of nation respectively. Besides, the division of labor also contributes to the increase in capital because the rise in productivity is linked with the return from production that could be reinvested in capital, which could, in return, contribute to the increase in productivity as well as the wage fund and wage rate.

Taking that into account, capitalism provides the incentive for people to make them become more productive, inventive, and innovative so as to achieve the fruitful outcome. As a consequence, this makes the uplift in standard of living possible as product could be produced more productively and varieties of products are available to satisfy consumers’ need. In this regard, the market alone would function well without the presence of government and regulation. In other words, government intervention is considered to be superfluous. 

The concept of “self-regulating” market in Classical view is, however, impossible to be achieved in the real world as market failures appear to be the obstacles. This, thus, demands government intervention to correct them. Nevertheless, the correction of market failure in capitalist society is considered to be much easier and lead to less negative impact in comparison to what is spelled out in Marxist world. 

Despite the very fact that there will be people at the bottom and at the top and some in the middle as far as class and income distribution diverge in the capitalist world as claimed by Marx, the capitalist society does not distort incentives for people to improve themselves. On the other hand, by observing the wealth held by people at the top, this seems to encourage people to develop themselves upward in order to get hold of surplus, wealth, and better lives. 
To support such argument, England serves as a counter-example of Marxist world as it is a great capitalist society in practice. England had entered to the glorious position in 19th century after its prevailing industrial revolution. People observe the benefit of the division of labor, which enables them to achieve the increase in productivity and variety of products. More importantly, it gives incentives for people to improve themselves as significantly shown by a number of inventions, for example, spinning jenny and steam engine, that help boosting up the production. Hence, the capitalist system transferred England from being one of the lagged-behind countries to be the most prosperous country with the highest economic growth, which later turned England into the economic leader in that region. Meanwhile, France, which was more flourishing than England, became economically lagged behind England since it was still stuck with the mercantilism practice.  Hence, capitalism system could be regarded as one of the dominant engine in driving the society towards the prosperous destination. 


Regarding to what have been discussed above, the history has shown that the capitalist system makes people behave in a better and more cooperative way. With the realistic assumptions which incorporate the nature of human, capitalism provides channel for ones to pursue their own self-interests under the condition that to be successful they have to be nice to each other. Additionally, the system does not distort the incentives of people to reach higher level of advancement. Unsurprisingly, when come to practice, it clearly wins over Marxism which based on flawed assumptions which exists only in Marx’s surreal world.
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