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Foreword

The question of our paper-money and its fate, as with the general question of 
money-circulation during the transition-period, is one of both theoretical and also 
enormous practical interest. In the completely new situation of a socialist economy, 
the problem of the withering away of paper-money circulation must be of interest to 
an economist. It is important for the aver-age person to know the fate of the paper-
currency he has in hand. The proletarian state must consider how long it can make 
use of paper-emissions together with natural taxes. The trade-unions have to know 
how to agree on wage-tariffs in conditions of a rapid fall in the exchange-value of the 
paper-currency. Meanwhile, in our press there are only a few newspaper-articles and 
a few pages in various brochures that address the theme of paper-money in the 
period of proletarian dictatorship. The purpose of the present work is to fill this gap.

1. pp. 3–84.
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This brochure has all the flaws of a work written in a hurry, during moments 
and hours snatched from other duties that were often more urgent. The statisti-
cal material is inadequate, the literature on the question is not reviewed, not all 
aspects of the problem are elaborated, and the style is careless and ponderous. 
I was not able to do better. Either nothing would be published or else I had to 
publish this imperfect work. I preferred to do the latter. Shortage of free time 
also prevented the author from completing a brochure that would be easily read 
by every worker who may not be familiar with the elements of political econ-
omy. To those readers who find the beginning of the work difficult, I recommend 
starting at the middle or at the end; then it will also be easier to understand the 
first chapters.

Despite all of the inadequacies of this brochure, as author, I do not wish to 
forgo my right to make a dedication. I would like to dedicate this incomplete 
work to the instrument whose perfection and voluminous effort inspired the 
writing of these pages: to the printing press of the People’s Commissariat of 
Finance. The revolutionary government of France was able to survive and wage 
war thanks to the issuing of paper-money; the assignats were what saved the 
Great French Revolution. The paper-money of the Soviet Republic has supported 
a new power during the most difficult period of its existence, when it was not 
possible to pay for the costs of a civil war through direct taxes. Glory to our 
printing press! True, it is not left with much longer to live, but it has already 
completed three-quarters of its work. In the archives of the great proletarian 
revolution, along with the cannons, rifles and machine-guns of our epoch, the 
mechanism of the Narkomfin2 machine-gun will occupy the place of honour. 
This machine-gun shot up the bourgeois order in its rear, in its monetary system, 
and transformed the laws of monetary circulation in the bourgeois régime into a 
means for destroying that régime and a source for financing the Revolution.

I

Metallic and paper-money

To understand all of the phenomena in the sphere of paper-money circulation 
during the period of the dictatorship of the proletariat, that is, during the period 
of the withering away of the monetary system in general, it is first necessary 
to have a clear idea of the role of paper-money in the epoch when capitalist 
production exists in its normal condition. One cannot understand the laws of 

2. [Finance-Commissariat]
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a system’s disintegration without first knowing the laws of that same system 
before the disintegration began. When a citizen of the Soviet Republic asks for 
the thousand-and-first time a naïve question as to whether the fall of the rouble 
will end soon, in order to answer even this very elementary question one must 
know what paper-money is, what its role is in the general system of capitalist 
economy, and what paper-money is in the period of capitalism’s destruction. 
Only then, in the final analysis, can one say something about the fate of one or 
another paper-money system or of the value of one or another paper-money 
unit. In this work, therefore, we must begin with an account in the most general 
terms of what Karl Marx had to say about paper-money in the capitalist period.

Subsequently, we shall encounter the questions that could not even arise in 
the epoch when the author of Capital lived and worked. True, in the history of 
paper-money during the capitalist period it is a fact that one or another specific 
paper-money unit disappeared, and one has only to recall, for example, the liqui-
dation of the assignats of the Great French Revolution. But all such facts, which 
provide most valuable material for understanding the laws of paper-money cir-
culation in capitalist society, can only partly and indirectly throw any light on 
the dying spasms of the monetary system in the epoch of proletarian dictator-
ship. We are facing new questions insofar as the very function of paper-money is 
changing fundamentally. For these new questions, we can find no ready answers 
in quotations from Marx, but, instead, we must try to provide our own answers 
using Marx’s method.

——

In view of the fact that not everyone who wishes to read this brochure has stud-
ied Marx, I must begin with certain elementary truths of political economy.

With the prevalence of commodity-production, that is, the sort of production 
in which the enormous majority of the values being produced are not consumed 
by the producers themselves, but are thrown onto the market for sale, there is 
a need for a type of commodity in which the value of all the circulating com-
modities can be expressed. Since the value of every commodity is determined 
by the amount of socially-necessary labour-time expended in its production, any 
commodity can essentially be the measure of value for other commodities. This 
commodity can be material of any sort – from silk to linen to cattle and the meat 
of cattle – as well as a volume of firewood or small bars of gold. Let us take one 
of the examples that Marx uses in Volume I of Capital:
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one frock-coat
ten pounds of tea
one quarter3 of wheat
two ounces of gold = twenty arshins4 of linen
a half-tonne of iron
x of commodity A
and so on.

In this case, all the commodities are equal to twenty arshins of linen. Despite 
all the variations of these commodities in terms of use, and despite differences 
in their measurements and weights, they are nevertheless all joined by an equal 
sign with twenty arshins of linen and, at the same time, with each other (any 
two magnitudes are equal, and each is equal to any third magnitude). What 
is common to all the commodities listed, despite the different magnitudes, is 
the amount of socially-necessary labour-time expended in their production. 
Consequently, in place of each commodity’s name, we could list the identi-
cal number of labour-hours embodied in each commodity, say thirty hours of 
socially-necessary labour-time. These thirty hours, which are already expended 
in producing the amount of the listed commodity prior to its circulation, also 
make possible the equalisations. Thus one frock-coat equals twenty arshins of 
linen because the thirty hours of labour-time expended in its production are 
equal to the thirty hours of labour-time spent in producing the twenty arshins of 
linen. It is perfectly clear, therefore, that in place of twenty arshins of linen, we 
could just as legitimately put ten pounds of tea, one frock-coat, one quarter of 
wheat, and so forth. We know from the history of trade that the place of honour 
in measuring the value of other commodities in different epochs and at various 
ends of the earth has been assumed by various commodities: by precious miner-
als, cattle, furs, precious metals, salt, and so on. But history has confirmed one 
commodity as being suitable for this role in every respect:

In proportion as exchange bursts its local limits, and the value of commodi-
ties more and more expands into a materialisation (embodiment) of human 
labour in general, the monetary form attaches to commodities that are, by 
their very nature, especially suited to fulfil the social function of a universal 
equivalent, namely, the precious metals.

That money by nature is gold and silver, although gold and silver are not 
by nature money . . . is shown by the correspondence of the natural qualities 
of these metals with their social functions.

3. [A ‘quarter’ of wheat = eight bushels, or approximately one quarter-tonne.]
4. [1 arshin = 0.71m.]
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On the other hand, since the different magnitudes in terms of weight have 
a purely quantitative character, the money-commodity must be suitable for 
purely quantitative differences, that is, it must possess those characteristics 
that make it divisible at will into smaller parts that can be brought back 
together. Gold and silver by nature possess all of these properties.

The use-value of the money-commodity becomes two-fold. Together with 
the special use-value that adheres to it as a given commodity – for example, 
gold serves to fill teeth, as the raw material for articles of luxury – it acquires 
a formal use-value that results from its specific social functions.5

In other words, the money-commodity, gold, is a use-value not only for the den-
tist’s patients and for someone buying jewellery, but also for society, insofar as 
this society’s spontaneous commodity-exchange uses gold in the function of 
money, in the role of universal equivalent of all other commodity-values.6

But gold is a product of labour, and as a product of labour, it has the same 
democratic origins as shoes, cloth, rye, and so on. It has its own independent 
value, created in the process of production, and it can measure its own value 
only in terms of other commodities:

Like any other commodity, gold can express the magnitude of its own value 
only relatively, in terms of other commodities. Its own value is determined 
by the labour-time necessary for its production, and is expressed in the mag-
nitude of any other commodity in which the same amount of labour-time is 
crystallised. Such determination of the relative value of some amount of gold 
in fact occurs at the place of its production through direct barter-trade. When 
it steps forth into circulation as money, its value is already given.7

In the equation that we have provided above, linen figures as the measure of 
values. But its place can be assumed by any other commodity listed in the first 
part of the equation that is identical to it in terms of value. Commodities are 
commensurable because they have an identical quality, the expenditure of 
human labour. The fact that money can serve as a measure of value is possible 
not because the Earth possesses gold as a precious metal, but because there is 
something in the commodities to be measured, because they emerge as com-
mensurable from production itself, for each is a crystallisation of one or another 
quantity of human labour:

5. Marx 1907, p. 59. [Since there are some important differences between the standard 
English translation and the Russian one by I.I. Skvortsov-Stepanov that Preobrazhensky 
quotes, the translations given here are based on the latter, which, in many respects, is 
better at conveying Marx’s thinking.]

6. The ‘use’ here is also partly physical, in the sense that gold-coins suffer from wear 
as a result of frequent and long usage.

7. Marx 1907, pp. 61–2.
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It is not money that makes commodities commensurable. On the contrary, it 
is precisely because commodities, as value, represent embodied human labour 
and are, therefore, commensurable in themselves – it is precisely for this rea-
son that they can measure their value in terms of one and the same particular 
commodity and thereby transform the latter into a common measure of their 
values, that is, into money. Money, as a measure of value, is merely a neces-
sary form for the manifestation of the immanent (inherent) measure of value 
within commodities, labour-time.8

But while it possesses all of the attributes characteristic of any commodity, 
metallic money is lacking only in one – it has no price. If we speak of price as 
the money-expression of the value of commodities, then the money-expression 
of the value of money is a tautology, like oiled oil. Five roubles of gold can be 
worth neither four nor six roubles of gold. Five roubles is worth five roubles, 
which is the same thing as saying that money is money.

We have seen why gold can become the money material. In order to con-
vert the money-material into coinage, it must be divided into certain units of 
weight:

A given weight of precious metal, for example, an ounce of gold, is officially 
divided into particular parts that are baptised with particular legal names such 
as pound and thaler. Now the unit of monetary measurement, in the proper 
sense of the word, is any one of these parts, which are in turn subdivided into 
new parts, which from the mouth of the law acquire their own names: shilling, 
penny, and so on. In any case, a certain weight of metal, as before, remains the 
standard of metallic money. All that changes is the method of subdivision into 
its parts and the denomination of the latter.

Instead of saying that a quarter of wheat is equal to one ounce of gold, 
the Englishman says it is equal to three pounds sterling, 17 shillings and 
10½ pence.9

Gold, having been transformed into money-material and then into gold-money, 
serves as the means for measuring the value of commodities and, therefore, in 
the process of commodity-circulation, as the means of circulation.

Given the existence of a commodity-economy, every producer, whether a 
small shoemaker or the owner of a shoe-factory, whether an independent metal-
craftsman or the owner of a factory producing locomotives, is the seller of the 
commodities he produces. At the same time, he is the buyer of other commodi-
ties produced for sale by other people. But in order to buy other commodities 
he must sell his own. To sell them means to convert them into money, in order 

8. Marx 1907, p. 63.
9. Marx 1907, p. 90.
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subsequently to convert the money into commodities. The market represents an 
eternal quadrille10 in which one commodity is replaced by others in the course 
of circulation, and the role of permanent match-maker, the role of procuress 
between them, is played by money. The entire process is expressed in the brief 
formula C-M-C.

Upon entering into circulation, every separate commodity quickly leaves it 
through being exchanged for another commodity by means of money. Its subse-
quent fate has no connection with the market. It is either consumed by people 
directly, as in the case of bread, oil, shoes, and so on, or else it is consumed in 
industry, that is, worked up, as with a material such as iron, cotton, or flax. But 
money, insofar as it figures as the means of circulation, remains in circulation. 
True, a part of the money can flow abroad or be stored as treasure in deposito-
ries, but a certain minimum must remain in the channels of circulation, insofar 
as commodity-circulation always takes place.

What is this minimum, and how is the quantity of money that is necessary for 
circulation determined?

Here, we come to one of the most important questions of our study. Every 
commodity exchanges for money. But this by no means implies that a quantity 
of money is required for the circulation of commodities that equals the value of 
all the circulating commodities. One and the same sum of money over a certain 
interval of time, a month for instance, can turn over several times, even tens of 
times, and thus the value of commodities passing through circulation by means 
of money can exceed, and, in fact, exceeds by many times, the value of the mon-
etary metal that plays the role of intermediary in this operation. The value of 
the money itself, its increase or decrease, and also the increase or decrease of 
the price-level of the circulating commodities, and finally, the speed at which 
money turns over – these are all magnitudes that determine the minimum-sum 
for circulation that we are looking for. Marx formulates the corresponding law 
of money-circulation as follows:

For a given interval of time during the process of circulation, the quantity of 
money functioning as the circulating medium is equal to the sum of the prices 
of the commodities divided by the number of moves made by coins of the 
same denomination.11

If the number of turnovers by coins increases, then their total number in 
circulation decreases. If the number of turnovers decreases, then their total 
number increases.12

10. [An historic dance and a precursor of square-dancing.]
11. Marx 1907, p. 90.
12. Marx 1907, p. 91.
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With a general rise in the prices of commodities, the quantity of the circu-
lating medium can remain constant if the volume of circulating commodities 
decreases in the same proportion as their price increases, or if the velocity of 
money increases in the same proportion as the prices rise, with the volume of 
the circulating commodities remaining constant. The quantity of the circulat-
ing medium may decrease if the volume of commodities decreases, or if the 
speed of the turnover increases more rapidly than the prices.

With a general fall in the prices of commodities, the quantity of the circulat-
ing medium can remain constant if the volume of commodities increases in 
the same proportion as their prices fall, or if the velocity of money declines in 
the same proportion as the prices fall. The quantity of the circulating medium 
may increase if the volume of commodities increases, or if the speed of the 
turnover decreases more rapidly than the commodity-prices fall.

The variations of the different factors may mutually compensate each other, 
so that, notwithstanding their continued instability, the general sum of the 
commodity-prices to be realised remains constant, and thus the quantity of 
money in circulation also remains constant. Consequently, we find, especially 
if we take comparatively long periods into consideration, that the volume of 
money circulating in each given country assumes a much more stable average 
level, and the deviations from this average level are much less significant than 
we would expect at first sight; exceptions occur in periods of strong distur-
bances that arise from industrial and commercial crises, or less frequently, 
from changes in the value of the money itself.13

The reader must understand that we are, thus far, speaking only of metallic 
money. We shall see below how the law formulated by Marx applies to the cir-
culation of paper-money and all the possible changes that are involved.

We see, therefore, that commodity-circulation always requires a certain min-
imum-quantity of the medium of circulation. A reduction in the quantity of cir-
culating money below this minimum creates difficulties in circulation and calls 
forth a number of measures to increase the quantity of money. On the other 
hand, an increase of money above the necessary quantity can easily be overcome 
by an outflow of money abroad or into different types of depositories, both pri-
vate and social, or else by converting the metal into items of luxury.

From continuous use, the coins can wear. A gold-coin that weighs, shall we 
say, one zolotnik,14 might lose half of the amount of metal stamped upon it 
because of long usage. But this does not prevent the worn coin from circulat-
ing at its full [nominal] value. When the purchaser takes this coin, he expects 

13. Marx 1907, p. 93.
14. [4.26 grams]
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to sell it in the same condition as he acquired it, with no intention of realising 
the gold contained in it as metal. The coin has significance only as a medium 
of circulation in the narrow sense, and in this function it can be replaced by a 
paper-banknote.

If the very circulation of money effects a separation between the real content 
of coins and the nominal content, creating a distinction between their exis-
tence as metal and their functional existence, this implies the latent possibil-
ity of replacing metallic money, in its function as coinage, by tokens of some 
other material, or merely by symbols . . .15

One commodity is quickly replaced by another commodity. Hence, in this 
process, which continually makes money pass from hand to hand, the mere 
symbolic existence of money suffices. The functional existence of money 
absorbs, so to speak, its material existence. Being in this case a transient 
and objective reflection of commodity-prices, it serves only as a symbol of 
itself and is, therefore, capable of being replaced by simple tokens. All that is 
required is that this symbol of money, as such, enjoy objective social recogni-
tion, and the paper-symbol achieves this by being given a fixed exchange-rate. 
This compulsory action by the state has force only within the borders of a 
given community or in the sphere of domestic circulation, but then it is also 
only within that sphere that money completely develops its function as the 
circulating medium, or as coins, and thus it can acquire the form of paper-
money that is completely distinct from its metallic substance and has a purely 
functional form of existence.16

What is the quantity of paper-money that can be circulated without risk of depre-
ciation? Marx gives an exhaustive answer to this question, and on this basis, one 
can understand not only all the phenomena of paper-money circulation in a 
normal capitalist epoch, but also the fundamental aspects of the depreciation of 
paper-currency in the period of the dictatorship of the proletariat.

The state puts into circulation paper-symbols on which their various denomi-
nations, say £1 or £5, are printed. Insofar as they actually circulate in place of 
gold to the same amount, their movement reflects only the laws [that regu-
late] the circulation of money itself. A law peculiar to the circulation of paper-
money can spring up only from its relation to gold and only from the fact that 
it represents the latter. Such a law, stated simply, provides as follows: the issue 
of paper-money must not exceed in amount the gold (or silver, as the case may 
be) that would actually circulate if not replaced by symbols. True, the quantity 

15. Marx 1907, p. 97.
16. Marx 1907, pp. 100–1.
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of gold that the sphere of circulation can absorb constantly fluctuates, now 
rising above and then falling below a certain average level. But the volume 
of the circulating medium never falls below a certain level that can be estab-
lished through experience in any given country. The fact that this minimum 
continually undergoes changes in its constituent parts, or that the pieces of 
gold of which it consists are being constantly replaced by fresh ones, causes 
no change, of course, either in its amount or in the continuity of its functions 
in the sphere of circulation. Consequently, it can easily be replaced by paper-
symbols. If, on the other hand, all the channels of circulation were today filled 
with paper-money to the full extent of their capacity for absorbing money, 
they might tomorrow be overflowing in consequence of a fluctuation in the 
circulation of commodities. There would no longer be any standard. But if the 
paper-money exceeds its proper limit, which is the amount in gold-coins of like 
denomination that can actually be in current circulation, it would then, apart 
from the danger of falling into general disrepute, represent in the commodity-
world only that quantity of gold that it is generally capable of representing, 
that is, a quantity determined by the immanent laws of the commodity-world. 
If, for instance, a given amount of paper-money has a denomination as two 
ounces of gold but really only replaces one ounce, then, as a matter of fact, £1 
would be the money-designation, say, not of the former 1/4 of an ounce, but 
of 1/8 of an ounce of gold. The effect would be the same as if an alteration had 
taken place in the function of gold as a standard of prices. Those same values 
that were previously expressed by the price of £1 would now be expressed by 
the price of £2.

Paper-money is a token representing gold or money. The relation between 
it and the values of commodities lies in the fact that the latter are ideally 
expressed in the same quantities of gold that are symbolically represented by 
the paper. Paper-money is only a token of value insofar as it represents a cer-
tain quantity of gold that, like any other mass of commodities, is at the same 
time a mass of values.17

The mistake of Hilferding

Before turning to the application of Marx’s theory to concrete facts from the 
sphere of money-circulation, and to money-circulation in the epoch of prole-
tarian dictatorship, we will consider, in passing, the attempt by Hilferding to 
‘deepen’ Marx on the theory of paper-money circulation. In a footnote to a quo-
tation from Volume III of Capital, Hilferding writes:

17. Marx 1907, pp. 98–9.
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. . . [W]hen one reads Marx, certain passages dealing with monetary problems 
leave the impression that certain conclusions that follow from his theory of 
money clashed in his thinking with ideas suggested by the empirical facts of 
his day, a conflict that could not be reconciled satisfactorily in purely logical 
terms. The most recent experiences do, in fact, confirm the ultimate conclu-
sions that are deducible from Marx’s theory of the value of money.

Marx emphasises that there can be only as much paper in circulation as the 
amount of gold required. But in order to understand modern phenomena in 
this area, it is important to remember that this quantity of gold, once its value 
is defined, is at any moment determined by the value of the social circulation. 
If the latter falls, gold flows out of circulation, and vice versa. With a paper-
money circulation and a non-convertible system in general [suspended coin-
age], these inflows and outflows could not occur, because the non-circulating 
paper-token would, indeed, be of little value. Here, one must revert to circulat-
ing value as the determining factor, and it does not suffice to regard a money-
certificate simply as a symbol of gold, as Marx does in Kritik der Politischen 
Oekonomie.

It seems to me that Marx formulates the law of paper-currency (or any cur-
rency with suspended coinage) most correctly when he says: ‘The worthless 
tokens are signs of value only insofar as they represent gold within the sphere 
of circulation, and they represent it only to the extent to which it would itself 
be absorbed as coin by the process of circulation; this quantity is determined 
by its own value, the exchange-value of the commodities and the rapidity of 
their metamorphosis being given’ (Zur Kritik, p. 113). The detour by which Marx 
proceeds – first determining the value of the necessary quantity of coins and 
then, from that, the value of the paper-money – seems superfluous. The purely 
social character of that determination is far more clearly expressed if the value 
of paper-money is derived directly from the social value of circulation. The 
fact that, historically, paper-currency had its origin in metallic systems is not 
a reason for regarding it in this way theoretically. The value of paper-money 
must be deduced without reference to metallic money.18

Hilferding’s mistake is quite apparent in the following example.
Assume that we have a state in which the minting of coins is forbidden, say 

Austria in 1870 or India in 1890 (the examples that convinced Hilferding of the 
‘inadequacy’ of Marx’s theory). Suppose that there are commodities in circulation 
worth 10 billion. This circulation is fully satisfied by the presence either of gold-
coins worth 1 billion, by state-credit notes in the same amount, or by gold- and 

18. Marx 1907, pp. 66–7. [See Footnote 32 of Chapter Two in Hilferding 1981, 
pp. 382–3.]
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paper-money together coming to the same amount. Let us further assume that, 
because of an increase of production, the volume of circulating commodities 
increases by one-half, reaching 15 billion. If the velocity of money’s circulation 
remains constant, and there is no possibility of non-monetary accounting, an 
additional sum of money is needed to provide for circulation and can be pro-
vided by the state in the form of paper-money. How much is this sum?

Marx would reply: a sum that corresponds to the sum of gold-coins that would 
be required to serve the expanded circulation.

The ‘shorter answer’ discovered by Hilferding would be: a sum that corre-
sponds to the social value of circulation.

But we have to ask Hilferding: Please tell us how to determine the social value 
of circulation. If the volume of commodities has grown by one-half, and all other 
conditions have remained the same, does this mean that the state can expand 
paper-money by one-half, that is, by adding an additional half a billion to the 
billion already in circulation, without risking depreciation?

Of course, it does not. An increase of commodities by one-half does not mean 
that social value grows by one-half. Because of technological progress and other 
improvements, the social value of the commodities representing the increased 
circulation may be significantly lower than their volume. This will also deter-
mine the proportion in which the social value of circulation increases. How can 
this be measured?

Alas, we have to turn to gold for help, because in bourgeois society there is no 
system for accounting the socially-necessary hours of labour that we use in our 
theoretical analysis of capitalist production; and other values, with the partial 
exception of silver, are not authorised for use in the determination of prices. The 
socially-necessary value of circulation is:

the sum of commodity-values
the velocity of money-circulation

But the numerator of this fraction must, indeed, be expressed precisely in gold, 
and not in any Austrian guildens or Indian rupees: for the exchange-value of the 
latter, and how it changes, is exactly what has to be determined. Consequently, 
both the numerator and the quotient of dividing the numerator by the denomi-
nator will be a magnitude expressed in gold-currency. Thus, Hilferding also 
cannot manage without the scorned metal. What seems to him to be a short-
coming in Marx’s system is precisely the fact that Marx bases all the laws of 
paper-money circulation on metallic circulation, and this is exactly Marx’s merit. 
Marx’s caution, which leads him by a ‘detour’, is explained not by the fact that 
his consciousness was influenced by empirical material in the sphere of money-
circulation during his own time (in the way that Hilferding’s consciousness is 
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empirically influenced by the metamorphosis of the Austrian guilden), but by 
the fact that, in explaining the phenomena of paper-money circulation, Marx 
always has in view the entire economic system of bourgeois society as a whole. 
In explaining the laws of circulation, he does not for a moment lose sight of the 
conditions of production, which are the foundations of the entire building. The 
reference to gold means restoring the link that ties the fate of paper to the laws 
of commodity-production, because gold is not only the standard of value, but 
also has its own value, which it acquires through being produced on the basis of 
the general laws of labour-value.19

The shortcoming in Hilferding’s construction lies exactly in the fact that 
where he departs from Marx, he also goes along with bourgeois economists, who 
usually regard money-circulation and its laws as some kind of world-in-itself, 
detached from the bases of production, and who, therefore, inevitably come to 
absurd conclusions.

As if anticipating the ‘deepening’ to which his theory of money might be 
exposed, in Note 90 to the second edition of Volume I of Capital, Marx wrote:

The following passage from Fullarton shows how unclear even the best writ-
ers on money are about its different functions: ‘That, as far as concerns our 
domestic exchanges, all the monetary functions which are usually performed 
by [gold- and] silver-coins may be performed as effectually by a circulation 
of inconvertible notes having no value but that fictitious and conventional 
value . . . they derive from the law, is a fact which admits, I conceive, of no 
denial. Value of this description may be made to answer all the purposes of 
intrinsic value, and supersede even the necessity for a standard, provided only 
the quantity of issues be kept under due limitation’ (Fullarton: Regulation of 
Currencies’, 2nd edn, London, 1845, p. 21.) [To this comment Marx replied] In 
other words, because the money-commodity is capable of being replaced in 
circulation by mere symbols of value, it is superfluous as a measure of value 
and a standard of prices!20

True, Hilferding does not claim that paper-money can be the standard of value 
in bourgeois society, and he also underlines the ‘impossibility of an absolutely 
paper-money system’, but, in this way, he only demonstrates that he has not tied 
the ends together and clarified for himself just what might replace gold as the 

19. In the present case, gold is important as a standard of value and as the spon-
taneous measure of commodities. In principle, this role could be played by any other 
commodity that has its own value. But in the practice of capitalist society, there is no 
commodity apart from gold, with the partial exception of silver, that fulfils this function 
in the process of exchange. 

20. [Marx 1976, p. 225.]
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thread that ties circulation to production and makes it possible to trace all the 
changes in circulation in light of the process of production.21

Instead of mimicking the inimitable style of Marx throughout his book, Hil-
ferding would have done better had he tried to understand in the first chapters 
of his work the meaning of the Marxist theory of money-circulation. The facts 
concerning the history of the Austrian silver-guilden and the Indian rupee are 
fully explicable from the point of view of Marx’s theory, provided that it is not 
subjected to any ‘deepening’. And on the contrary, not a single fact concerning 
the history of the depreciation of paper-money can be fully understood unless 
the starting point and basis of the analysis are the laws of circulation of metallic 
money, that is, the laws of real commodity-exchange that also determine the fate 
of all paper-money systems.

II

Paper-money and its exchange-value

We have seen above that the issue of paper-money, as a rule, cannot lead to a 
fall in its exchange-value if it is issued in a sum that corresponds to the sum 
of gold-coins needed for circulation. The role of paper-money, in this case, is 
the role of a substitute for gold-coins. There are truly real values in circulation, 
commodity-values, and so long as every paper-money token is only a substitute 
for gold-money of the same value, which at any moment might make its appear-
ance upon request, either from the bank-vaults, from private cash-boxes, or from 
abroad in exchange for commodity-values circulating in the market – so long as 
this is the case, the exchange-value of paper-money cannot significantly deviate 
from gold-currency. The golden circle that reveals its face in the price of one 

21. Kautsky was perfectly correct when he reviewed Hilferding’s book in 1911 (Neue 
Zeit. March 1911, pp. 771–2) and pointed out that Hilferding’s construction breaches the 
labour-theory of value: it is not money that turns out to be the standard for measuring 
the value of commodities, but commodities that become the standard for the value of 
money. The ‘academic quirk’ (akademische Schrulle) of Hilferding, which is how Kautsky 
described his ‘correction’ of Marx, goes much further than even the author of Finance 
Capital would like. True, Hilferding emphasises that the laws of paper-money circula-
tion and those of metallic circulation must not be confused. But he fails to show, and he 
should have shown, that by remaining on the ground of the laws he introduces concern-
ing paper-money circulation, he also makes logically inevitable a revision of the laws of 
metallic circulation. Moreover, the reader will see below that without making ‘reference’ 
to gold, it is impossible, both theoretically and practically, to work through all the phe-
nomena of paper-money circulation in the period of proletarian dictatorship. [Kautsky’s 
review of Hilferding is available at the Marxists Internet Archive: see Kautsky 1911]. 
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commodity or another is comparable to its paper-copy, and, in this case, it can 
only confirm that the copy and the original resemble each other as do two drops 
of water. With five roubles of gold, one can purchase the same shoes as with five 
roubles of paper-money.

However, we know from the history of money-circulation that the market-
health of a paper-rouble, a guilden, franc, mark, crown, and so on is not always 
so robust. For citizens of the Soviet Republic, this is an especially well-known 
fact. In 1920, they have roubles that have less than one five-thousandth of their 
pre-war value. The history of money-circulation also knows of instances when 
the exchange-value of paper-money rose above that of its metallic originals.

In order to explain the most typical moments in the fluctuations of paper-
money’s exchange-value, let us look at all the main theoretical possibilities in 
the most simplified form.

Imagine a country whose entire commodity-fund in circulation is equal to 
40 billion (in finished products, machines, factories, houses, land, railways, and 
such like).

A certain portion of these values can turn over several times in the course 
of a year, some even five times a year. Assume that for the circulation of these 
values, given certain kinds of non-monetary settlements, it suffices to have a 
money-circulation of 2 billion roubles, of which 1 billion is in gold and 1 billion 
in paper-money, and the paper-money is the equivalent of the metallic money. 
If we take as our starting point the situation typical for money-circulation in 
a capitalist country operating in normal circumstances, then a change in the 
exchange-value of the paper-currency can only occur because of a change in the 
quantity of circulating commodities, a change in the quantity of paper-money 
issued, or a change in the velocity of money.

Since the velocity of money is much less subject to fluctuations than the other 
two magnitudes, we can simplify by taking this rate as constant.

The first case. Our starting point is equilibrium with 40 billion of circulating 
values and 2 billion means of circulation, or money. In other words:

40 billion  C — — —  2 billion  M
(commodities) (correspond to) (money)

Let us suppose, to begin with, that changes occur in the magnitude of C, but M 
remains constant.

The second case. If, as a result of dislocation in production due to war, crisis, 
and so on, C falls, and in place of 40 billion we have only 30 billion, then the 
equilibrium will be destroyed. What will then happen with M? Once the sum of 
circulating commodities declines by one-quarter, then the demand for means 
of circulation also declines by one-quarter. How will this deduction from the 
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sphere of money occur if the quantity of money remains the same? There is 
only one way, and that is through the depreciation of the total sum of money by 
one-quarter, or by 500 million. But gold cannot depreciate, because it has its own 
value, not simply as a standard for other values, but also as gold, as a precious 
commodity. Therefore, the blow of fate must fall upon the paper.

In the case that we have described, gold usually disappears from circulation 
without any state-involvement, or else the state stops the free exchange of paper 
for gold in view of the general attempt by the public and the commercial world 
to hold onto gold and to sell paper. In order to trace the influence of a reduction 
of C on the exchange-value of M, in this case, we must now suppose that we have 
in circulation not 2 billion in money, of which one half is gold and the other half 
paper, but rather 2 billion in paper.

This is the typical case in the history of paper-money circulation in bourgeois 
countries because – in time of war, for example – gold is locked away by the 
State-Bank, a fixed rate of exchange is imposed on paper, and its quantity is 
increased through new issues.

As a result, if the 2 billion of money in circulation entails an excess of 500 
million, that is, an excess of one-quarter or 25 percent of the total, then the rate 
of the paper-rouble falls by 25 percent. In other words, the paper-rouble will be 
worth 75 kopeks when converted into the gold-rouble.

A panic in the paper-money market might break out that is so enormous, 
automatic and spontaneous (as it always is, in a bourgeois economy) as to cause 
a depreciation of paper-money that goes even further than is warranted by eco-
nomic causes. But in the case that we are considering, a depreciation of paper-
money by one-quarter provides the approximate axis around which fluctuations 
will occur in one direction or the other.

The other situation would be one in which the depreciation may not reach 
seventy-five percent in terms of gold,22 which would occur when the fall of the 
exchange-rate is impeded by a number of causes (for example, the owners of 
paper-money, believing that the crisis is temporary, may not sell off paper in 
panic, but will accumulate it, and so on).

The third case. The number of commodities entering into circulation increases, 
but there are no additional forms of non-monetary transactions. The number of 
monetary tokens remains constant. Let us assume that this can be expressed 
in figures by saying that C = 50 billion, that is, one-quarter more than before. 
The means of circulation, as in the previous case, are 2 billion. To satisfy the 
requirements of circulation it is necessary to add 500 million roubles of money. 

22. [That is, the depreciated paper may retain more than seventy-five percent of its 
value in terms of gold.]
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What will happen if this additional money is not put into circulation by the 
state printing press? The necessary quantity of money may flow into the country 
from abroad, because the expansion of production and the increase of circulat-
ing commodities will mean, as a rule, that there is an expansion of foreign trade. 
A part of the money will come from depositories of all kinds, and there will 
be increased use of promissory notes, shares and other instruments as means 
of settling accounts. If all of this is not enough, then it may happen that in a 
country where the free issue of gold- and silver-coinage is forbidden, and where 
the government itself does not increase the coinage, that both the government’s 
metallic coinage and the paper-money will rise above their normal rate. In our 
example, if 300 million of the 500 million comes from the greater use of promis-
sory notes withdrawn from monetary depositories, and the need for 200 million 
is not satisfied by an inflow from abroad, then the rate of all the government’s 
currency, including both paper- and metallic money, might temporarily rise pro-
portionately, or by roughly ten percent. In this third case, we might include the 
rise in the rate of the Austrian guilden and the Indian silver-rupee that Hilferding 
analysed in his book.23

The fourth case. The quantity of circulating commodity-values remains 
unchanged at 40 billion, but the quantity of money in circulation falls by one-
quarter. For example, the government decides at an inopportune moment to 
take 500 million of paper out of circulation in trying to go over exclusively to a 
gold-currency. The result will be exactly the same as in the third case, and this 
fourth case can essentially be regarded simply as a variant or different manifesta-
tion of the third.

The fifth case. The quantity of circulating commodity-values remains 
unchanged, and the quantity of paper-money increases because of new issues 
by 500 million. This case can be regarded as simply a variant of the second case, 
in which the commodities in circulation were 10 billion less than required. Here, 
the money is 500 million more than required. The result in both cases will be the 
same: an excess of money in circulation and a depreciation of paper-money.

Now let us consider examples in which the quantity of both the commodities 
and the money in circulation change.

The sixth case. The quantity of commodity-values in circulation increases from 
40 to 50 billion, that is, by one-quarter. The quantity of money also increases 
by one-quarter through the issue of 500 million in paper. If we assume, for pur-
poses of simplification, that the velocity of circulation remains constant and 
there are no additional means of non-monetary settlements,24 then the paper-
rouble does not fall if the government issues 500 million of new paper-money. 

23. Hilferding 1918, pp. 39–48.
24. We can take an example that includes these facts. For instance, 800 million of 

paper is issued; instead, let 300 million be serviced by an increase in non-monetary 
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Countless practical examples of this case can be cited. In the history of the 
financial policy of our tsarism, it often happened that the ministry of finance 
issued a new series of paper-money in comparatively modest amounts in order 
to improve its revenues, and this did not cause any decline in the rate of the 
paper-rouble. This happened not because the circulating paper was no more 
than three times the size of the metallic reserves of the State-Bank, as the matter 
is explained by the financiers of the bourgeois world and by the financial ‘theo-
rists’ of capitalism, but solely because an increase of the quantity of commodities 
in circulation made it possible to ‘swallow’ the paper-pills of the state without 
doing any damage to the rate of the rouble. If the gold-cover in the State-Bank 
had been significantly less than a third, the result, other conditions being equal, 
would have been just the same. And on the contrary, an issue of paper in excess 
of that required by the increased commodity-turnover would always lead to a 
fall in the rate of the rouble.

The seventh case. C increases and M increases, but C increases in greater pro-
portion than M. Assume that the commodities in circulation are 50 billion, and 
the money is 3 billion rather than 2.5 billion. We have more paper-money than 
circulation requires. This is a variant of the second case. In its own financial 
practice, the tsarist government was long-familiar with this second case. Fre-
quently in its history, the tsarist government rushed far ahead in its issue of 
paper-money than was permitted by an expanded commodity-circulation on 
the basis of developed commercial-industrial capitalism, and each time it was 
checked by a fall in the rate of the paper-rouble. For example, an increased issue 
of paper-banknotes under Alexander I led in 1810 to a fall of paper-money by 
25.4 kopeks in terms of the silver-rouble. After numerous withdrawals of paper-
money from circulation under Nicholas I and Alexander II, the rate rose and 
then catastrophically fell once again during the Russo-Turkish War because of 
an increased issue of credit-notes.

The eighth case. C increases more rapidly than M. Equilibrium is destroyed, in 
the sense that the money in circulation becomes insufficient. This is a variant 
of the third case.

The ninth case. C declines but M increases.
The ninth case is most typical for all periods of more-or-less profound revo-

lutions, and especially for all prolonged and destructive wars, because all such 
moments involve a reduction or dislocation of industry and a decline of the 
quantity of commodities in circulation, at the same time as there is an enormous 
need for new taxes on the government’s part and it is completely impossible to 
collect these taxes in the usual ways. This case includes the whole history of 
the assignats of the Great French Revolution, the Austrian paper-currency in 

settlements and a higher velocity, and then there would need to be a 500 million increase 
in the means of circulation. 
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the period 1813–16, the paper-money system of almost all the participants in the 
World-War of 1914–18, and also the history of our own paper-rouble in the time 
from the beginning of the War up to the present.

Let us consider some of the most characteristic data.
The quantity of assignats issued in each year of the Great French Revolution 

and the speed of their depreciation are apparent in the table below, in which the 
rate of the assignats is given in the Hamburg (gold-) currency.25 

Year and month Quantity of assignats issued in livres 
(thousands)

The rate of assignats  
(of 100 livres in metal)

1 August 1789 120,000 98
1 October 1790 400,000 91
1 October 1791 1,154,000,000 84
1 August 1792 1,800,000,000 61
1 August 1793 3,775,816 22
1 August 1794 8,577,705 34
1 August 1795 17,466,553 three livres five sous
1 June 1796 45,578,809 three sous nine deniers26

Thus the assignats began to be boycotted in circulation after they fell in price by 
approximately six hundred times. (Our rouble, having approximately one five-
thousandth of its pre-war value,27 still continues in circulation.)

In Austria, the rate of the paper-currency (the so-called anticipation-coupons) 
changed as follows in connection with their increased issue:

Sum Rate (the price of 100 silver- guildens in paper)

December 1813 295,588,020 183
December 1814 475,612,790 228
December 1815 610,065,930 351
December 1816 638,715,920 328

25. Fal’kner 1919, pp. 189–91 [its title translates as ‘Paper-Money in the French 
Revolution’.]

26. A livre contains 20 sous, a sous contains 12 deniers. [On 1 August 1789, 100 livres
in assignats were worth 98 livres in metallic currency, falling to three sous nine deniers 
by 1 June 1796.]

27. [There is an error in the text, which says that the rouble in 1920 had lost a five-
thousandth of its pre-war value.]
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In other words, paper-money fell in price by approximately three times.28
The following figures show the extent of paper-money issues by European 

countries during the War, and in some cases after the War, together with the 
relation between the quantity of paper in circulation and the prices.

Paper-money in circulation on 1 January 1919 In 1920

England 393 billion pounds
Germany 32¼ billion marks 61.7 billion (April)
France 31,050 billion francs
Austria 35,588 billion crowns
Poland 5,267 billion marks
Italy 18 billion lire (November) 20 billion (May)

According to calculations by the National Bank of New York, during the War the 
quantity of paper-money in the world-market increased by six hundred percent 
while the gold-supply grew by a total of forty percent. In 1914, the quantity of 
paper-money in circulation was 7,520 million dollars, by November 1918 it was 
already 40,000 million, and in December 1919 50,000 million. This figure does not 
include paper-money in Russia.

The growth in the quantity of paper-money in Poland was typical:

1 January 1919 5,267 million marks
1 March 1920 8,185 million marks
1 April 1920 11,000 million marks
31 May 1920 20,000 million marks
1 August 1920 28,000 million marks
20 September 1920 30,700 million marks

It is perfectly obvious that paper-money in Poland is heading for a catastrophe 
if the issues continue.

Besides Poland, the speed of paper-money growth is also catastrophic in Ger-
many, Austria and Italy. In Italy at the beginning of the War, the paper-money 
in circulation reached 2.8 billion lire, but in November 1919 it was already 
18 billion.

28. Silin 1913, p. 7.
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The fall in the rate of paper-money can be judged by the rising price-level. 
It is true that the prices of products also rose during the War in terms of gold-
currency, and this was especially striking in Sweden. Nevertheless, the figures 
given in the table below provide a clear idea of the growth of prices in connec-
tion with paper-issues.

If pre-war prices and the quantity of paper in circulation are taken as 100, then, 
in different months, the picture in different countries will be the following:

1919 Percentage-increase of paper Percentage-rise in prices

United States (May)  173 181
England (August)  244 217
France ( June)  365 293
Italy (April)  440 281
Switzerland ( June)  230 250
Sweden (April)  275 336
Germany  875 1,000
Austria 3900 4,000

The following table gives an idea of the rise in prices by years:29

England France United States Sweden Poland

July 1914 100 100 100 100  100
November 1918 233 237 249 320 –
January 1919 230 248 259 339 –
January 1920    23629 290 275 298 –
May 1920 374.2 – – – 4,000
1 August 1920 358 – – – –

All of these figures are a real example for the ninth case that we looked at, when 
the issue of paper-money increases at the same time as production is curtailed 
and there is a decline of the commodity-fund in the market. But whereas the 
increase of circulating paper is easy to find in the corresponding information 
from the ministry of finance of one country or another, accurate information on 
the curtailment of production cannot be found for a single one of the bourgeois 

29. According to the Economist, the figure for January 1920 is 334.7.
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countries, and this is all the more true of the decline of the commodity-fund in 
the market. One could get an indirect idea of the extent of the decline of C only 
in countries where paper-money equivalent to gold-coin circulated before the 
wartime crisis and where the state did not increase the paper-circulation dur-
ing the entire War. We would then have a constant M, and that would allow us 
indirectly to judge changes in C by changes in the value of M. Depreciation of the 
paper-currency would be a direct consequence of curtailment in the production 
and circulation of commodities.

Let us look more closely at the general characteristics of the ninth case.
When production falls, the quantity of commodity-values entering into the 

process of circulation falls, so that any new issue of paper-money is clearly not 
due to the needs of circulation; on the contrary, circulation requires a reduction 
of the existing quantity of paper-money, because this is the only possible way 
to stem a decline in its rate of exchange. Currency-issues result from the state’s 
need to acquire necessary resources even at the expense of dislocating the state’s 
entire monetary system. Since paper-money has no commodity-value – it can 
neither be eaten nor used as an instrument of production – the only rationale for 
increasing its issue is to use it for extracting from circulation the quantity of real 
values needed for the state, its employees, its workers and the army. The issue of 
paper-money is, therefore, a special form of tax imposed on society and collected 
without any tax-inspectors, militia or officers of the court. But this kind of tax 
has its own unique features, and without understanding them it is impossible to 
understand anything about the system of paper in a revolutionary period.

In order to get a clearer picture of the whole economic significance of paper-
money issues in the current case and the progress of their depreciation, let us 
take our numerical example and subject it to the blows of industrial ruin, on the 
one hand, and increased issue of paper-money, on the other. Now, assume that 
our starting point is the first case, that is, in the process of circulation there are 
40 billion in the commodity-market, and in the channels of monetary circulation 
there are 2 billion. For simplification, these 2 billion will consist entirely of paper, 
but it will be paper that is equivalent in purchasing power to gold-money. This 
can be portrayed as a diagram in the form of a rectangle where the white part 
portrays the commodity-circulation of 40 billion and the shaded area, 20 times 
smaller, the paper-money in the amount of 2 billion.

2 billion 40 billion

Now, let us suppose that the government issues 2 billion more in new paper 
and succeeds immediately in realising this sum, that is, in withdrawing from 
circulation the corresponding sum of commodities at the old, that is, the nor-
mal price (in the cases we are describing, this will never completely happen in 
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practice, because the market very quickly responds to currency-issues with a rise 
in prices). For the purpose of simplification, let us also suppose for the moment 
that the sum of commodities in circulation remains the original 40 billion. Our 
diagram would then look different:

4 billion 38 billion

In other words, the issue of money in the amount of 2 billion, insofar as this sum 
is realised at full value in the market, takes out of circulation the sum of 2 billion 
in commodity-values. Consequently, the total paper-money grew, while the total 
commodity-values in circulation fell.

But this number must fall even further, because in the ninth case, which 
we are considering, we have a contraction of commodities due to yet another 
cause, and that is the dislocation in production. Let us represent this in figures 
as follows:

The paper-money is 4 billion, but the commodities in circulation are no longer 
40 or even 38, but rather 30 billion.

How must all this be reflected in the falling exchange-rate of money?
The effect of a doubling in the amount of money is a halving of its exchange-

rate. The effect of a decline of commodities in circulation by one-quarter is that 
the rate of money [must] fall even more. How far must the exchange-rate of the 
paper fall?

If there are 30 billion of commodities in circulation, then in order to maintain 
the full value of money, in accordance with the starting condition, only one-
twentieth of this sum is required. Previously we had 40 / 20 = 2;30 now we will 
have 30 / 20 = 1.5 billion.31 But we already have 4 billion in circulation, which is 
2.66 times larger. The rouble must fall in the same proportion. In other words, 
one full-valued rouble will equal 2.66 paper-roubles, or the paper-rouble will be 
worth about 37.6 kopeks.

This means that the next year begins with 30 billion worth of commodities in 
circulation, if they are priced in full-valued roubles. In terms of paper-roubles, 
these commodities will cost not 30 billion, but 30 × 2.66, that is, 79.8 billion. 
Suppose that in order to continue the War and all its other expenditures the gov-
ernment, in this next year, again needs 2 billion in taxes, which it cannot collect 
by normal means and must again extract by issuing paper. In order to withdraw 
from circulation values worth 2 billion in full-valued roubles, it must now issue 
not 2 billion, but rather 2 × 2.66 = 5.32 billion.

30. [40 billion in commodities was originally 20 times larger than the sum of money, 
which was 2 billion.]

31. [For the 30 billion in commodities to be 20 times larger than the money-supply, 
the latter must be 1.5 billion.]
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Let us assume that this sum is issued, and by means of this 5.32 billion the 
commodity-values in circulation are cut by 2 billion. Suppose also that the disin-
tegration of industry continues, that merchants begin to conceal commodities in 
order to avoid converting them into money whose exchange-rate is continuously 
falling, and that the volume of commodities in circulation contracts. Of the 30 
billion, 2 billion are withdrawn through the government’s paper-money, and let 
another 8 billion be withdrawn from circulation for the reasons just mentioned. 
At the end of the second year, we will then have circulating paper in the amount 
of 9.32 billion and commodities (in full-valued roubles) worth 20 billion. In these 
circumstances, with circulation requiring, as before, only one-twentieth, in this 
case 1 billion, we now have 9.32 billion. And this will mean that the paper-rouble 
will be worth approximately 10.7 kopeks.32

The third year begins, therefore, with the following situation. Paper in circu-
lation comes to 9.32 billion, commodities in terms of full-valued roubles are 20 
billion, but in paper-currency these twenty billion already cost 20 × 9.32 = 186.4 
billion.

Suppose the government, as before, requires the issue of paper-money to 
acquire new revenues. In order to swindle out of circulation commodity-values 
in the amount of 2 billion in terms of full-valued roubles, that is, one-tenth of the 
entire commodity-circulation, it must issue paper to the amount of one-tenth of 
all the paper-money in circulation, that is, 186.433 / 10 = 18.64 billion. Assume that 
the government in the third year issues paper in this amount. Assume, further, 
that the total of commodity-values being withdrawn from circulation falls as a 
result of the dislocation of production from eight to three, that is, in this respect, 
there is a certain improvement. At the end of the year we will then have paper 
in circulation amounting to 18.64 + 9.32 = 27.96 billion and commodity-values in 
full-valued roubles of 15 billion. For the turnover of these 15 billion in circulation 
we require 15 / 20 billion full-valued roubles, or 750 million. We have in circula-
tion 27.96 billion, that is, 27.96 × 20 / 15 times more, or approximately 37 times 
more than we need.

The rate of the rouble will be 2.7 kopeks.
Let us consider this further. From the theoretical analysis that we have given, 

we can see, even though we have used arbitrarily selected examples, all the main 

32. As I have already indicated, with a panicky fall in the exchange-rate, this deprecia-
tion may go even further, or it may, on the contrary, slow down somewhat. For exam-
ple, it is a fact beyond any doubt that our peasantry, who in the first years of the War 
accumulated money in the expectation that it would appreciate [that commodity-prices 
would revert to ‘normal’ levels], have now lost billions of roubles on this account even 
as they helped to slow the rate of depreciation. 

33. [Preobrazhensky made an error here, giving the figure as 184.4 rather than 186.4. 
The appropriate corrections have been made for the following calculations.]
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features of the entire mechanism involved in the depreciation of paper-currency, 
together with the main causes of that depreciation. Without encumbering mat-
ters with a further exposition of numerical examples, we can now already get 
a clear idea of how the process that has begun will continue in future. In this 
regard, there are a few possibilities that we must further consider.

1) If the issue of paper continues into the future, while the commodity-fund
in circulation also continuously contracts, then the value of the paper-rouble 
will fall to zero. This could happen in a socialist society if it succeeded in rapidly 
taking control of the whole of commodity-exchange.

This could also happen in a unique way in bourgeois society, if money, hav-
ing depreciated to the extreme, is simply driven out of circulation through the 
development of direct commodity-exchange and through the return to circula-
tion of gold that was hidden away for bad times. This latter case can be studied 
in the history of the assignats of the Great French Revolution, when in 1796, with 
forty-four billion in circulation and after seven years of existence, the assignats 
began to be boycotted in the commodity-market and all paper-values turned out 
to be equal in value to the paper they were printed on.

2) After a more or less prolonged shock, bourgeois society begins once more
to recover and, above all, let us suppose that the process of disintegration in 
production halts and then production begins to expand, which leads, at some 
fine moment, to circumstances in which C, having fallen, in our example, to 15 
billion, now begins to increase. On the other hand, the bourgeois state, having 
freed itself of the extraordinary expenditures resulting from war, revolution, and 
so on, and having reinforced its power, is in a position to acquire taxes in the 
normal way without recourse to the issue of paper. Furthermore, under pressure 
from commercial-industrial circles, it makes desperate efforts to free the mon-
etary circulation of its paper-ballast and begins to take paper out of circulation, 
buying it up with metal and then burning it. In these conditions, there begins 
in the sphere of money-circulation a movement that is the reverse of the one 
that led to 15 billion C, to 27.96 billion of paper-circulation, and to the fall of the 
rouble exchange-rate to 2.7 kopeks.

This reverse movement can continue to the point where equilibrium will be 
established between C and M, and the remaining paper-money in circulation 
will, again, become full-valued money. This case basically characterises (despite 
significant variations in the way the exchange-rate is raised) the money-circula-
tion of bourgeois countries that are successfully surviving the crises in produc-
tion and circulation.

3) The process of disintegration in industry comes to a halt, but the govern-
ment has no intention of stopping the issue of paper-money. It prefers to take 
commodities from circulation, as long as it can do so without being troubled by 



Part III: The ABC of Communism: 1917–1920 • 757

the most extreme increase in the issue of paper-money. In this case, we will wit-
ness the disappearance of the entire paper-money system of circulation. Such a 
situation characterises the transitional period from capitalism to communism. 
Then the greatest theoretical, and especially practical, interest will attach to the 
question of how long the agony of the paper-money circulation can go on. I 
suggest that it is clear for the reader that the most typical example of the situ-
ation we are describing is the paper-money circulation of the Soviet Republic 
in Russia. Below, we will discuss our paper-money circulation in more detail, 
with figures in hand and taking into account all the real circumstances that 
we cannot dwell upon in this general section. Here, we are interested only in 
the general features of the case under review, features that every country will 
encounter when entering the epoch of proletarian dictatorship and inheriting 
from the bourgeois period the apparatus of a paper-money circulation that is 
overburdened with paper from the time when management was in the hands of 
capitalist governments.

III

Paper-money after the proletarian revolution

First of all, it is perfectly clear that a class can only move towards destruction 
of the entire paper-money system of circulation if it is in power with a govern-
ment that is assured of a different way of acquiring incomes on the basis of a 
completely different form of social distribution. If the health and strength of 
bourgeois society depend upon increasing the size of C, and if this increase of C 
is the thermometer that determines the healthy growth of such a society, then, 
for the transitional epoch from capitalism to communism, the thermometer that 
determines the success of the new society is the increase of a different magni-
tude, that of P, or the quantity of products34 (and not commodities) that pass 
through the distributive organs of the socialist state.

The increase of P at the expense of C, the struggle of P with C, is the struggle 
of socialist distribution with the anarchic disorder of the market, which in Rus-
sian terms can be seen as the struggle of the Komprod with the Sukharevsky.35 
The more products that come into the hands of the proletarian state as a result 
of more and more nationalisation of enterprises and increased production in 

34. [The reader will note that a ‘product’ is distributed for use, not sold for profit at 
market-determined prices.] 

35. [The struggle of the People’s Commissariat of Food (Narkomprod) with the open-
air Sukharevsky market in Moscow.]
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them, and also as a result of the successes of food-organs in acquiring supplies 
through a system of natural taxes on the peasantry, the more P will grow and the 
smaller will be the volume of C entering the free market. This leads to a whole 
series of conclusions that have enormous practical importance for the financial 
policy of the proletarian state, on the one hand, and for explaining a number of 
phenomena in the sphere of paper-money circulation, on the other.

In the first place, it is perfectly clear that growth of P at the expense of C 
must lead to an extremely rapid fall in the rate of paper-money, even if issues 
of paper by the state were to come to a halt. All of the billions in paper already 
issued, with the exception of a small portion received by the state in payment36 
for products at fixed prices, are being channelled into C, where they float with 
increasing difficulty on the drying swamps of the free market.

Secondly, the converse is also perfectly clear, namely, that the persistence and 
even expansion of petty commodity-production in countries with a proletarian 
régime delays a rapid decline in the sum of C. A situation is conceivable in which 
the systematic increase of P at the expense of C, or of systematic deductions 
from C, will only be equal to, or even less than, the growth of C on the basis of 
re-emerging petty production and its temporary expansion. In such conditions, 
a fall in the rate of paper-money will only occur under the influences of new 
issues, that is, we will have the seventh case mentioned above, albeit in a com-
pletely different situation.

Finally, we can also draw a third conclusion that might appear absurd, even 
though it is theoretically quite sound. If the socialist economy coexists over a 
long period with the petty-bourgeois economy, and if the free market is retained 
for a long time, then, for a significant part of the time in which the free market 
exists – if not for the whole time – the socialist state will have an opportunity to 
acquire a portion of the products of petty-bourgeois production through issues 
of paper that, each year, will add one or more zeros to their nominal value. That 
which costs one rouble today will cost ten the following year, then a hundred, 
then a thousand, and so on. If the printing press works well, then there is noth-
ing to stop the government from adding zeros. Instead of 10 roubles, the paper 
can be printed as 10 million, and these 10 million can be exchanged for a pound 
of onions or a pair of boot-laces on the free market. This is no cause for alarm 
if workers’ wages are four-fifths naturalised and the remaining fifth is adjusted 
so that rising pay-rates take into account the rate of paper. This prospect might 
horrify ordinary people, who still cannot forget the time when ten roubles would 

36. The longer such payment continues, the more fictitious it must become, especially 
in connection with successes in the area of naturalising wages and the moneyless use of 
social enterprises such as trams, railways, the postal service, and so on.
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buy ten pounds of flour or a pair of boots; it might distress people who live on 
money they have hidden away, or who are waiting for a rise in the rate on the 
paper that they are accumulating from day to day. But there is nothing terrible, 
here, for the socialist state, if it has a clear idea of the country’s economy as a 
whole and is not subject to panic over the rise in prices. A fall in the value of 
money, given stability on the part of C, can be seen as a product of the state’s 
own production, so to speak. The state can calculate more-or-less accurately the 
fall in the exchange-rate for each successive year, and then adjust its issuing 
apparatus accordingly. It must also adjust wage-rates with the aim of ensuring 
that the worker has enough money to acquire in the free market those products 
that remain in short supply until the full naturalisation of wages occurs.

There is only one prospect that might be dangerous to the Soviet state in the 
period of paper-money circulation, and that is that the crash of the entire sys-
tem might occur not just before C disappears, but also before the volume of P in 
state-hands is adequate for naturalisation of the minimum-wage of workers. The 
fact that the assignats of the Great French Revolution ended up being used as 
rather poor wallpaper demonstrates that a boycott of paper on the free market 
may occur even before the market is itself prepared to wither away. But at what 
point does the crash occur? Does it come at some specific stage in the depre-
ciation of paper-money, or is it affected by other factors? The collapse of the 
assignat-system began when the real purchasing power of aasignats fell to one 
five-hundredth of what it was originally. There has not yet been a collapse of the 
paper issued by Russia’s Soviet government, even though the rate of paper has 
fallen (by November 1920) to approximately one five-thousandth. From this, we 
can apparently conclude that a boycott of paper by the market is not connected 
with the quantity of money that has been issued and its level of depreciation. In 
a country where a new cycle of bourgeois development has begun on the basis 
of ground cleared by a revolution, paper-money circulation has proven to be less 
stable than in one where the preconditions for any kind of bourgeois develop-
ment have been eliminated and where, in particular, it is a matter of eliminating 
not just paper-money, but any kind of money-system whatever.

What does this mean?
We have now come to a very complex question that apparently cannot be 

resolved in the same way for the money-circulation of a bourgeois society as for 
a society in the transitional epoch from capitalism to communism.

The development of France’s productive forces after the Revolution could only 
occur on the basis of capitalist relations. The economy, shaken by revolution 
and revolutionary wars and now facing a new cycle of development that presup-
posed a free market, could not become stabilised without a means of circulation 
with a stable value. Attempts to preserve some kind of stable unit in circulation 
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became evident even before the collapse of the assignats, when the royal37 (in 
our case, substitute tsarist) paper-currency managed to achieve a certain stabili-
sation and even appreciated in relation to the Convention’s assignats. When the 
Revolution ended and the government of the Directorate, rather than initiating 
a withdrawal of paper from circulation, undertook colossal new issues, France’s 
commodity-circulation responded with a boycott of the paper-rubbish, and the 
gold that had been hidden away during the Terror began to circulate once more. 
The collapse of France’s paper-system occurred because there was no correspon-
dence between the requirements of a new bourgeois cycle of development and 
a paper-system that had not adapted to the needs of the economy, but lagged 
behind it and stood in its way.

In Soviet Russia, where a significant and growing volume of products passes 
through the organs of socialist distribution, and where P is growing at the expense 
of C, that is, at the expense of the free market, it would seem that collapse of the 
paper-currency must come much sooner than in France. This would seem all the 
more true if we recall that in France, the assignats had real backing in the form 
of lands confiscated from the aristocracy and the Church, and they could be used 
to purchase a certain amount of land from the land-fund of the Republic. But, 
in fact, our paper-money circulation dates from the very beginning of the War, 
and a partial boycott of money can only be seen in certain outlying parts of the 
country, for example, in certain regions of the Ukrainian countryside. How do 
we explain the stability of our paper-money system when it has already been 
squeezed like a lemon?

It would be reckless to try to respond to this question with some kind of cat-
egorical answer.

The best place to look for an explanation, in this regard, is in the chief and fun-
damental difference between the bourgeois economic system and the system of 
socialist reconstruction. For the normal development of a commodity-capitalist 
economy, liquidation of means of circulation that have no stable rate is the prime 
condition for any forwards movement. A fall in the rate for money brings losses 

37. The portrait of the King appeared on the assignats that were issued before the 
Republic was declared. After the Revolution, there was an ever-increasing issue of 
Republican assignats, and the royal assignats, since their number had not been increas-
ing, enjoyed a privileged position and began to be quoted with a fifteen percent pre-
mium over Republican notes. The royal assignats were withdrawn from circulation, for 
the most part, by the financial decrees of the Convention. It would be naïve to think that 
the royal assignats had greater value, or that our ‘tsarist’ or Kerenskyite notes today have 
greater value because those who hold them hoped, or are now hoping, for a return of the 
old régime. The reason for a rising rate on the part of the more ‘scarce’ series of paper is 
not political, but economic. It is enough to recall that the first issues of Soviet money (for 
example, the yellow thousand-rouble note) still enjoy a higher rate in Ukraine.
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and systematic ruin to thousands of commodity-producers and merchants, and 
for an enormous number of people it makes involvement in speculation more 
profitable than production. For a commodity-economy, either a rising rate of 
paper-money by any means possible, or else a boycott and expulsion from cir-
culation, is urgently necessary.

On the contrary, for a society building socialism, the condition for its exis-
tence and a vital requirement in the sphere of distribution is not to raise the 
rate of paper-money, but to increase P at the expense of C. If the volume of 
products passing through the organs of socialist distribution is already large and 
growing, then to ensure the whole development of production, especially in its 
leading sector of nationalised enterprises, the growth of P is incomparably more 
important than any increase in the purchasing power of paper or the stability of 
its rate of exchange. For the commodity-economy that exists alongside socialist 
enterprises, the stability of the rate of paper-money is of primary importance, 
and the peasantry and handicraftsmen grasp for tsarist and Kerenskyite money, 
and so on, in order to have a somewhat stable unit for circulation – however, it is 
not the petty-bourgeois economy that makes the music of the transition-period, 
and it is not the petty undertaking that determines the fate of the entire society, 
including its future and the development of its productive forces as a whole.

But the growth of P at the expense of C is one of the most important of all 
the causes of paper’s depreciation, and currency-issues will increasingly become 
only a secondary resource of the socialist state until it has secured for itself a 
sufficient volume of P for the naturalisation of workers’ wages. As a rule, a bour-
geois economy cannot bear the prolonged existence in circulation of paper that 
is depreciated and continuing to depreciate. But a socialist society under con-
struction cannot bear a contraction of P, whereas it can patiently endure a fall 
in the rate of paper over a very long time. In this respect, it has stronger nerves 
than a bourgeois economic system does.

It seems to me that we must look for a second explanation, a more concrete 
one, in the difference between the surplus-products in the hands of the small 
peasant and handicraft-economy and the quantity that the state takes from cir-
culation through issuing new paper. If these issues draw off only the surplus or a 
part of it, then no-matter how far the rate falls on paper, the real economic basis 
for possible further issues remains, because there is still the possibility of further 
reductions in commodity-circulation without destroying petty production itself, 
so long as the amounts withdrawn from it affect only the consumable surplus.

From what we have said, it is clear that the slow withering away of our paper-
rouble is connected with the economic peculiarities of Russia. In countries 
of the West, when they become countries of proletarian dictatorship, paper-
money might die out sooner, because they do not have the same widespread 
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petty-bourgeois market that has prolonged and delayed the spontaneous liquida-
tion of paper-money in Russia.

None of this means, of course, that paper can remain in circulation right up to 
the complete elimination of C. In every particular country that is entering upon 
the road of proletarian dictatorship, there may be a number of other causes, 
depending on economic conditions as a whole, that will lead to an earlier col-
lapse of the paper-money system. It suffices for us to establish here that our 
experience with the stability of paper-money circulation during Soviet Russia’s 
first years of existence can be quite satisfactorily explained on the basis of the 
general theoretical considerations given above.

There is one further conclusion, on the basis of the foregoing reasoning, that 
warrants consideration, because it arises of its own accord. Once the proletarian 
state has control over the lever of money’s depreciation, once it understands 
the laws of paper-money circulation better than visitors to the Sukharevsky do, 
and once it can anticipate the consequences of its measures, can it not, then, 
consciously regulate both money-circulation and the price-level according to a 
definite plan?

As is known, every attempt of that sort on the part of bourgeois governments 
has inevitably ended in collapse; and in conditions where issues of paper con-
tinue and the economy is dislocated, all fixed prices have inevitably vanished 
into thin air. All withdrawals of commodities from circulation, and all taxes in 
the form of paper-issues, took place randomly, without the slightest confidence 
as to what quantity of real values would be acquired from the market or how 
far the rate must fall on the basis of the amount of paper already issued. In 
this respect, the proletarian state finds itself in better circumstances than any 
bourgeois state could do. The primary task of a bourgeois government, which, in 
difficult moments, has committed the sin of extraordinary paper-issues, is one 
of liquidating as quickly as possible the flow of paper and ensuring the appear-
ance on the market of means of circulation in the form of real value, of gold, 
which alone is capable of providing an unorganised and mindless society with 
stability in commodity-circulation and of appropriately sorting out the claim 
that every commodity makes for a corresponding amount of some other com-
modity. A proletarian state, on the contrary, is an organised and conscious eco-
nomic force. This state knows the laws both of the society it is replacing and of 
the remaining fragments that are tangled about its feet. To put the squeeze on 
petty-bourgeois spontaneity, to seize it with the apparatus of paper-money cir-
culation and to subordinate this circulation to itself and to its own goals – this 
task is by no means beyond the reach of the proletarian dictatorship. The more 
firmly proletarian power stands on its own feet, the more products pass through 
its organs of distribution, the greater are the opportunities for it to manoeuvre 
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freely and the easier it is for it to drive the free market and the free producer 
into a blind alley.

How is this to be done?
Consider, first, the matter of fixed prices. Clearly, it makes no sense to dream 

of establishing fixed prices when the issue of paper, and thus the major cause 
of their further decline, is continuing. Fixed prices can only be established if 
the government accepts as a basis the prices already established in the mar-
ket, ends paper-issues, and begins to restore equilibrium to the process by with-
drawing from circulation a corresponding quantity of paper that is proportional 
to the deductions from C that are occurring due to the disorder in production. 
But that kind of operation, while it may be very desirable for petty-bourgeois 
commodity-producers, brings no benefit to the proletarian state, which has no 
reason to play the part of a guardian or a kind mamma in protecting kulaks or 
would-be kulaks – with the exception, perhaps, of the theoretically-conceivable 
case when such a measure becomes temporarily acceptable as one of the tran-
sitional steps in the direction of purely socialist distribution. To be precise, this 
case may occur if P is close to ensuring the naturalisation of wages, but the cost 
of maintaining the apparatuses of state-distribution of products of secondary 
importance – those produced by the small-scale economy – outweighs the cost 
of the operation just mentioned. Here, we must only make the point that the 
establishment and maintenance of stable prices, on the basis of a scientifically 
grounded financial-economic policy, is fully possible for a sufficiently strong pro-
letarian power, provided that support for the rate of paper is not made depen-
dent solely on obligatory decrees written on paper.

But during the early period of a proletarian state’s existence, an end to issues of 
paper-money is not only of no benefit, but is objectively impossible. The organs 
of distribution can only gradually acquire a sufficient volume of products, not to 
mention the fact that these organs are themselves being created virtually out of 
nothing and are conducting a totally novel kind of work for which capitalism has 
left no guidelines to the working class.

The author of these lines does not have the slightest doubt that the proletar-
iat, in every country where it follows the workers of Russia and conquers power, 
will have to put the printing press into operation. If it is true that in the socialist 
revolution the proletariat retains some of the stones of capitalism’s economic 
system – but not one of them unturned – as comrade Bukharin has convinc-
ingly demonstrated in his excellent book Ekonomika perekhodnovo perioda,38 
the one fortunate exception, at least for a certain period, is the circulation of 
paper-money.

38. [‘The Economics of the Transition Period’.]
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The system of issuing paper at a difficult moment, the apparatus for such issues, 
and the possibility of using them to extract a certain quantity of commodity-
values from circulation – the victorious proletariat inherits all of this intact from 
the bourgeois régime. And to the extent that the proletariat will need to put the 
printing press into operation, it also has an interest in ensuring that the issue 
of paper not occur in a state of chaos, that the pace of decline in the exchange-
rate be taken into account, that the depreciation of paper-money be coordinated 
with the wage-rate either prior to, or at the same time as currency-issues, and 
that there be at least an approximate understanding of how long the printing 
press can be used and of the time-limits imposed by objective conditions for 
replacement of this kind of taxation with the work of socialist organs of distri-
bution. The experience of paper-money circulation in Soviet Russia is extremely 
instructive for the proletarian régimes of all countries that will put an end to 
bourgeois power and be compelled, for a certain period, to support their own 
existence by robbing the commodity-market through issuing new billions in 
paper-money.

In the matter of regulating prices, the proletarian power has the following 
possibilities. The prices that the victorious proletariat will find established on 
the free market can be taken as the basis for fixed prices. It can maintain these 
fixed prices for the portion of the product-turnover that occurs through its own 
organs of distribution. These prices soon become detached from market-prices, 
and will diverge from them all the more rapidly the longer the mass issues of 
new paper-money continue. The only sense in maintaining these fixed prices 
is that they differentiate between the values of products within P. For example, 
shoes are five to seven times more expensive than a pound of flour, a pound 
of flour is a hundred times more expensive than a sheet of paper, and so on. 
The value of a pound of flour within P becomes completely detached from its 
price on the free market, and any attempt to hold the prices of C subordinate 
to tables of fixed state-prices is completely futile. There is no need to verify this 
futility in practice, because it is established with irrefutable clarity by incontest-
able theoretical analysis. It would only be possible to regulate free-market prices 
by establishing a moving table of prices based on an approximate calculation of 
C and on the state’s completely accurate knowledge of the quantity of paper-
money that has been put into circulation.39 Consider an example. Assume that 
the following market-prices have been established as a result of a long series of 
paper-issues by the state: 100 roubles for a pound of flour, 25 roubles for a pound 
of butter, 500 roubles for boots, and so on. Over a certain period, the state has to 

39. It is difficult, of course, to calculate how much paper-money issued by other states 
is circulating within the country, but this sum cannot be particularly large. 
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issue several billions in paper. In order for the state, rather than the market, to 
establish future prices, immediately following the issue of a new series of paper, 
the state must itself raise all prices in a proportion that corresponds to the effect 
of the new issues. Then the price-schedules established by the state will not be 
merely a product of fantasy, but will be based on a calculation of the real rela-
tionship between C and M. Given the existence of a stable authority and the 
corresponding organs of repression, these prices will be sustainable until the 
next issue of paper, because they will be consciously introduced into the market 
at the same relative levels as would have been established spontaneously if the 
market had been master of its own fate. With succeeding issues, the state must 
proceed in the same way.

Only this kind of price-scheduling, in which commodity-prices in terms of 
paper are established on the basis of the relation between C and M, and where 
the state does not dictate prices, but prescribes them according to the dictates 
of the laws of the circulation of money – only this kind of scheduling is really 
achievable.

But why is it necessary?
That is already a different question. The main conclusion it would lead to is 

that, with prices leaping upwards over certain periods by anticipated amounts, 
even if these amounts can only be determined a year or six months in advance, 
it would be possible to create a proper schedule for rises in wage-rates. Instead 
of leaving workers to be eaten up by the free market, enduring continuous raids 
on their wages by speculators and peasants, and instead of wage-rates following 
prices with no hope of overtaking them and with worker-masses always being 
the losers, with the system of a moving price-schedule it would be possible to 
implement a moving schedule of wage-rates in such a way that prices would, 
essentially, be chasing after wages. Of course, one must not overestimate the 
benefits of realising such measures, and it would be senseless to dream of sav-
ing the workers from malnutrition in this way. It is only possible to protect 
the workers from exploitation by petty producers within rather narrow limits, 
because no price-schedule and no schedule of wage-rates can safeguard society 
against the fundamental evil of the transition-period, the reduction in consump-
tion. If a country has 50 million consumers, but the annual volume of consumer-
products at its disposal falls from the normal amount of 1 billion pounds to just 
750 million, that is, 25 percent less, then no schedules of wage-rates and prices 
will save it from the inevitable malnutrition. Indeed, the depreciation of paper-
money, or the decline of its purchasing power, depends not only on the quan-
tity of M in circulation, as we have seen above, but also on the reduction of C 
under the impact of general ruin. If we regard rising prices from the point of 
view of the social distribution of products, then, in the final analysis, this rise is 
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an instrument for curtailing consumption, either by certain strata of society or 
by society as a whole. Under the domination of market-spontaneity, this reduced 
consumption will fall primarily upon workers and state-employees. The task of 
the proletarian authority is to curtail consumption for the whole of society, and 
particularly for the parasitic classes. If the country is condemned to undernour-
ishment to the extent of 25 percent, it is imperative that this undernourishment 
be distributed equally between workers and peasants and that it fall most heav-
ily on the parasitic classes. With the system of a moving price-schedule and mov-
ing wage-rates, it may not be possible to achieve this equality in hunger, but at 
least distribution will tend in this direction under the influence of a deliberately 
conducted state-policy.

The system of a moving price-schedule may be useful to a proletarian state 
in those countries where, at the moment of the transfer of power to the work-
ing class, the monetary circulation will not yet be completely disorganised by 
previous paper-issues on the part of the bourgeois government (for instance, in 
the case of a revolution today in England, or, to some extent, in France). On the 
contrary, for the proletariat of more ruined countries, where the rate of exchange 
on paper is low to begin with, it might be more expedient to undertake an enor-
mous issue of paper-money at the outset, to buy up everything possible on the 
free market (of course, this refers to everything that cannot be confiscated) and 
thereby, so to speak, to skim the cream from commodity-circulation before the 
stupefied market has the chance to cry ‘thief ’ through a sharp leap in prices. To 
schedule prices, in those circumstances, would merely mean helping the free 
market to partially beat off the government’s attack on its commodity-fund. 
Experience demonstrates that if the issue of paper continues over a long period, 
then the market, through its price-increases, will not only keep pace with issues, 
but will often even outstrip them and establish prices that represent a credit 
to itself because they are appropriate to a different proportion of M to C. On 
the contrary, when issues of paper are just beginning, the market is often so 
inflexible that prices are lower than would be appropriate to the quantity of 
paper; and the paper, instead of being spent as quickly as possible, is still being 
widely accumulated by different strata of people who have yet to learn through 
bitter experience the political economy of the ‘transition-period’. In these cases, 
the proletariat has the opportunity essentially to rob the free market of its 
commodity-resources.

Once the terrorised market bestirs itself sufficiently, and through price-
increases even rushes beyond what is warranted by the relation between C and 
M, then it makes sense for the workers’ government either systematically to rein 
it in, or else to join the race against it. The first possibility would be realised 
through a moving price-schedule, the second by establishing wage-rates such 
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that prices would be chasing wages, rather than wages chasing prices. It would 
hardly be possible to accomplish this completely, and such experiments (suc-
cessful experiments) have yet to occur. But it is possible to set such a goal, and 
the proletarian state can, without doubt, consciously pursue at least a certain 
tendency in this direction. The least acceptable option is to leave everything 
to the will of market-spontaneity and not to turn knowledge of the market’s 
own laws against that spontaneity. In any case, it is not at all difficult to con-
struct a theoretical case in which wage-rates will determine prices, rather than 
the reverse. Imagine a country where workers’ wages, after the proletariat seizes 
power, are only half-naturalised and the working class must acquire the other 
half from the free market, relying upon the purchasing power of paper-money. 
Let the two components of wages, expressed in gold-roubles, be 360 million plus 
360 million, for a total of 720 million roubles a year. The worker will receive the 
first half of his wages without any difficulty from the state through its organs of 
distribution. But with the second half, an inevitable ordeal will begin. Suppose 
that the rouble has fallen by 100 times, so that in order to acquire products from 
the free market worth 360 million in gold, the workers must be given wages in 
the form of paper amounting to 36 billion a year. But these 36 billion will not 
spare the workers from ordeals and ruination, because prices, in the conditions 
that we have described, will continue to rise without interruption. It is neces-
sary to establish, therefore, a graph of the increase in prices when commodities 
worth 3040 million in gold are extracted on a monthly basis from the free market. 
Assume that our calculations lead us to conclude that prices must rise, on aver-
age, by 50 percent a month. In these conditions, it will already be necessary by 
the second month to pay the workers 4.5 billion in paper-money, rather than 3 
billion, in order for them to acquire products worth 30 million in gold. In the fol-
lowing month, it will again be necessary to increase the payment by 50 percent, 
and so on. But that is not all. If the rouble falls by six times in the course of the 
year, that fall will not occur evenly over time. It will be necessary to take into 
account the different rates of decline in different parts of the year. All of the 
calculations will inevitably be approximate. But the only important thing is that 
the purchasing power of the total monetary portion of the wage is sufficient to 
guarantee, on average, that the workers can take from the free market a sum of 
values equal, when converted into gold, to 30 million full-valued roubles. That 
will mean increasing the wage-rates on a monthly basis; whether twice a month 
or once every two months is a purely technical question, but it is also extremely 
important in practical terms.

40. [The text gives the figure 36 billion, but 30 billion × 12 (months) yields the 360 
billion in values.]



768 • The Preobrazhensky Papers: Archival Documents and Materials

Of course, this theoretically conceivable example of wage-rates being adjusted 
to prices on the basis of a prior calculation of the rise in prices will only avoid 
becoming a utopian fantasy if the scale of the petty-bourgeois economy and the 
capacity of the free market are such as to permit systematic withdrawals in the 
proportions described. In other words, the case described here is only possible, 
generally speaking, if surplus-products worth 30 million in gold each month could 
be taken from the petty producer by way, for example, of direct natural taxes in 
the same amount. If this is not economically possible, then wage-schedules will 
never keep up with prices, and this will be the form in which the social necessity 
of curtailing consumption for the entire working class will become apparent in 
the transitional period.

IV

Paper-money as a form of taxation

In the normal circumstances of commodity-exchange in a capitalist society, 
money replaces the commodity and then, in turn, is replaced by another com-
modity. This is what happens when the seller is also a buyer, which is usually 
the case. The owner of money can buy the commodity because, at the other 
end, he sold something himself, and the money documents that sale. This is the 
case with metallic money. However, due to the issue of paper-money, a certain 
quantity of values is withdrawn from circulation without new commodity-values 
entering into the sphere of the commodity-turnover. The money enters into cir-
culation, and the commodities are taken out of circulation. Leaving aside the 
case where paper-money is issued in a limited amount solely to serve an already 
expanded commodity-circulation,41 the issue of paper by the state is designed 
to take commodities out of circulation without replacing them. But these opera-
tions of buying without selling can only continue because, in the majority of 
cases in the market, buying and selling nevertheless occur simultaneously. When 
it is a question of the free market in the period of proletarian dictatorship, the 
simultaneous sellers and buyers are, above all, the peasantry, followed by the 
artisans and handicraftsmen who own small enterprises that have not been 
nationalised, and finally, the owners of all kinds of property that was created 
before the Revolution and is now put up for exchange. True, the state itself can 
be a seller, insofar as it sells part of the products from its nationalised enter-
prises to the peasants. But these sales involve far smaller sums than the issues of 

41. This is the typical position for capitalist society in the normal conditions of its 
existence. 
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paper-money. The result is that if the state issues 10 billion in paper, while selling 
commodities worth 1 billion to the peasants, the financial-economic effect is the 
same as if the state issued 9 billion in paper. So long as buying and selling occur 
between commodity-producers in the market on the basis of paper-money, the 
new series of paper-money that are entering into circulation from the state print-
ing press do not have inscribed upon them that they are not matched by com-
modities correspondingly returning to the market. This new money is simply 
added to that previously in circulation, as if they were equal comrades sharing 
the same destiny. The whole affair can be visualised as one in which the state 
intervenes in commodity-exchange between the handicraftsman, the peasant 
and the owners of one kind or another of real values, injects its paper-poison 
into the channels of circulation, and, without bringing any commodity-values 
to the market, leaves the market taking commodity-values with it. Accordingly, 
from the viewpoint of the entire class of petty commodity-producers, who are 
coexisting with the proletarian state, the issue of paper-money by the proletar-
ian state is always disadvantageous, always entails a deduction from the real 
commodity-fund of the small-scale economy, and is always a tax on petty inde-
pendent production.42

Conversely, the matter must appear quite differently if we look at the entire 
process of production and distribution in the transitional epoch as a whole. The 
producers of real values are not simply the peasants and handicraftsmen, but 
also the workers in nationalised enterprises. During the transitional period, the 
workers of socialist enterprises are not so much involved in producing for mass 
consumption, as in restoring the very foundations of the economy: the instru-
ments of production, transportation, the preparation of materials, and capital 
construction-projects whose full benefit only comes after several years. This 
reconstruction of the economy on the basis of new principles is of paramount 
importance for the entire society, and the whole future of the country depends 
upon successes in this area. The producers in this part of the economic organism 
must receive the necessary amount of consumer-products. If the state is only in 
a position to provide its workers with a part of their wages in kind, then they 
must acquire the other part in the free market. But if they are compelled to 
undertake this difficult and unpleasant operation on their own, the workers will 
be transformed from being the collectors of the tax in kind into those who are 
paying it, insofar as they cannot acquire on the market the necessary-minimum 
means of existence.

42. Provided that this tax is not replaced by an even-heavier direct tax in kind, which 
is even less advantageous for the petty producer. 
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Let us consider in more detail, therefore, how this kind of tax is shared 
between the different classes of society in the epoch of the dictatorship of the 
proletariat.

We will begin with those same workers in the nationalised enterprises. This 
is the most helpless group in society when it comes to the struggle that different 
classes wage against each other to avoid paying taxes. The product of the work-
ers in the nationalised factories passes into the hands of the state. They have 
no possibility of selling what they produce as commodities or of raising their 
prices to the same level as prices must rise generally because of the issue into 
circulation of new masses of paper-money.43 The workers continue to receive a 
wage, determined according to the schedule; or else they get an increase in the 
schedule, but it is inevitably lower than the price-level, so long as the schedule, 
as has been the case thus far in Soviet Russia, does not adjust to the new paper-
issues. Going to the marketplace, the worker’s wife can only curse and scold the 
peasant or the dairy-woman for the increase of prices, but she has no real way 
of restraining them if all she has in her hands is state paper-money. And when 
we see, every day in our markets, the figure of the suburban peasant, sitting on 
a cart of potatoes and, with Olympian calmness, calling out the price of the pro-
duce, while all about there is an agitated group of urban working women who 
are cursing the village-bandits while still buying at the announced ‘village’-price, 
then what we have before us in full view is the relation of forces between the 
peasant and the worker. The peasant tries to dump his share of the taxes, which 
he incurs as a result of the issue of paper-money, onto the worker. The worker is 
powerless to avoid both his own share and the share that others pile upon him, 
by loading them onto someone else. The result is that the issue of paper-money, 
this special form of tax, has a tendency to fall mainly and in the greatest mea-
sure precisely on wages. The employees of state-institutions find themselves in 
exactly the same position as the workers of nationalised enterprises. For a very 
long time, ever since the second year of the World-War, there have been stories 
across Europe about the ruination of the middle-intelligentsia, the officials, and 
the office-workers. The greatest outcries about such ruination have come from 
Germany, where office-workers and officials were the first strata of society to be 
forced to begin curtailing their consumption and then to sell-off, to the benefit 
of the villages, the possessions they had accumulated in better times. The rise of 
prices on the free market, given the old rates paid to office-employees and offi-
cials, hit this group the worst of all because all the other strata of society knew 
how to avoid cutting consumption, at least during the early months. In view of 

43. Strictly speaking, one should say ‘. . . to which prices must rise insofar as they are 
expressed in terms of depreciated paper-money’.
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the enormous mobilisations and the elimination of the industrial reserve-army, 
unskilled workers were able to achieve a rise in wages. As for workers in the 
defence-sector, in all the belligerent countries they received higher wage-rates. 
But if you take the current position of workers and rank-and-file office-employees 
in Soviet Russia, it turns out that the latter, even more than the workers, have 
no way of resisting the ‘tax’ on their incomes. And this is not to mention the 
fact that workers with the highest priority in food-distribution, who are con-
sequently somewhat less dependent on the free market, still retain, in numer-
ous enterprises, the right to a premium in the form of a certain portion of the 
product that comes from their own enterprises. Thus, bakers in Moscow receive, 
in addition to their normal ration, several pounds of bread a day; the workers 
in perfumeries receive soap; the tobacco-workers get tobacco and cigarettes, 
and so on. The result is that a part of the workers are protected against price-
increases by the rising prices on these products that they receive in excess of the 
norms, which they then exchange for the things they need on the free market. 
Office-employees have no such possibility; all they can do is resort to fair means 
or foul in order to increase their cash-resources through combining jobs, holding 
fictitious positions, accepting bribes, and so on.

The independent craftsmen and artisans of various sorts are in a different 
position insofar as they have no obligation to hand over the products of their 
labour to the state at fixed prices. They respond to the issue of paper-money with 
a corresponding rise in the prices of their products. If a tailor previously received 
10 roubles for a coat, when prices rise by 100 times he gets 1,000 for this work; if 
they rise [again] by 1,000 times, he gets 10,000 for the coat, and so on. The same 
happens with the shoemaker, the maker of felt-boots, the metal-craftsman who 
repairs the peasants’ equipment, and the representatives of tens of professions in 
small-scale handicraft-production. By raising prices above the level fixed by the 
state, they protect themselves against any reduction in their incomes.

They pursue the same end by their attempt to stick to the barter-exchange 
of commodities while boycotting the depreciating state-money. In any event, 
when the small craftsman begins to play with the peasant in contributing to 
the inflation of prices, he certainly is not helpless upon entering the struggle. In 
some districts and at certain moments, the peasant may turn out to be stronger, 
and this can be established through analysing the relationship between free-
market prices for the products of agriculture and those of handicraft-industry. 
In other districts and at other moments, the outcome can be the opposite: 
in the contest between the handicraftsman and the peasant to evade a portion 
of the tax caused by the issue of money, the third parties who turn out to suffer 
the most are the urban worker and office-employee. At the cost of reducing the 
consumption of this group, the peasants and craftsmen (in the grain-producing 
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provinces, for example) either maintain their consumption at the former level, 
or even consume more.

As for the peasantry – the most numerous class of the Soviet Republic – who 
still create the greater part of all the values produced in the country, their posi-
tion in the struggle to evade the kind of tax we are considering is very strong. We 
will not speak, here, of the grain-monopoly, of the compulsory seizure of other 
products by Narkomprod, or of labour-conscription. Those issues will come later. 
For now, we will discuss only prices within the limits of the free market.

The peasantry has monopolistic ownership of almost all the food-products 
produced in the country. Whereas in a period of normal operation in the com-
modity-economy, products exchange, as a rule, according to their labour-value – 
that is, in accordance with the quantity of socially-necessary labour expended in 
their production – and deviations depend upon changes in supply and demand 
for one product or another, in a period when the whole of industrial activity is 
in disarray, it is precisely in the sphere of supply and demand that the important 
changes occur. A man can postpone the acquisition of material for a new suit of 
clothes as well as the acquisition of a whole range of other products that have no 
direct relation to satisfying the sensation of hunger. But it is a difficult matter to 
wait for one’s dinner, and the demand for food-products inevitably relegates to 
secondary importance the demand for other products of consumption.

In a period of general economic disarray, together with a decline of the sown 
acreage and deterioration in the methods of land-cultivation, the peasant is in 
a privileged position with his products in the free market. The result is that the 
peasantry dictate their own prices, and the price-increase for grain, the most 
important product of the village, becomes the basis for all other prices in general. 
After accumulating an adequate supply of cash ‘for any eventuality’, the peasant 
either attempts to revert directly to barter, or else he sells his products only for 
such a sum of paper-money as will enable him to acquire real values in the free 
market. And since the sum of these values is limited and does not correspond 
with the value of the surpluses generated in agriculture, the inevitable result is 
consumption of these surpluses (apart from compulsory grain-deliveries) within 
agriculture itself, feeding wheat to cattle and fattening piglets with milk at a time 
when there is acute hunger in the cities and unbelievable prices for grain in the 
most productive grain-regions (the Ukraine).

On the other hand, being compelled to limit his need for urban commodities 
to those he can buy in the market or order from a craftsman, the peasant also 
has only a limited need for paper-money, beyond a certain sum. And since the 
depreciation of this money, which is predetermined by state-issues, begins with 
him, the peasant is the first to pass the burden of the tax we are considering 
onto other people’s shoulders, and he has every opportunity to fend off all the 
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counter-attacks by the craftsman, who responds, in turn, by increasing the prices 
of his commodities so that the urban worker and remnants of the bourgeoisie 
are ultimately driven to the wall and stripped clean.44

But if it is true that the peasantry is in exceptionally advantageous circum-
stances, in terms of freeing itself from the kind of tax we are considering, this by 
no means implies that the peasantry in general has not suffered, or is not still 
suffering a very great deal, because of the depreciation of money. We must not 
forget that the peasant is not only a producer of food-items (and also a seller, as 
long as the free market exists) with the ability to raise their prices; at the same 
time, he is also a person who holds money, a kind of cash-box, and the peasant 
did not instantaneously learn ‘the economics of the transition-period’. During 
the first years of the War, when the depreciation of money occurred more slowly, 
the peasant kept hoping that depreciated money would regain its value. In the 
first year or two, he even entertained futile day-dreams to the effect that the 
tsarist ten-rouble note, for which he sold a pood 45 of grain and which carried 
the tempting words about convertibility into gold, would once again purchase 
ten poods of grain or the equivalent in other goods once ‘normal conditions’ 
returned. However, subsequent economic practice not only failed to confirm 
such hopes, but the red tsarist note could not now buy even two or three pounds 
of grain. And every peasant who was more-or-less sturdy and thrifty as far as 
‘tsarist’ and ‘Kerenskyite’ money was concerned became increasingly worried 
about the fate of the jars he had stuffed with paper-money. The peasant might 
literally have repeated the words of Boris Godunov: ‘Six years already (since 1915) 
have I reigned in peace (over the market); but joy dwells not within my soul’.46 
Everything that he accumulated in paper has turned into dust. Today, the peas-
ant doubles the price of grain, but all this means is that the value of the money 
that he previously accumulated is half of what it was.

The issue of paper-money, in conditions where it is continuously depreciating, 
means, above all, the expropriation of money-capital that is lying idle. If, say, 

44. The peaceful expropriation of the urban bourgeoisie by the peasantry is one of 
the most interesting pages in the transitional period from capitalism to socialism. Wag-
ing a stormy onslaught against the gentry class with the expropriation of the landlord’s 
holdings, the peasantry gradually begins the expropriation of the urban bourgeoisie and 
its possessions insofar as the latter are forced to sell all the property that they have res-
cued from confiscation by soviet organs in exchange for products from the village: their 
coats of fox fur, their silk dresses, gold ornaments and so forth have all flowed out to the 
countryside. I know of a case where the peasantry in one district, satiated with all kinds 
of products collected from former merchants, agreed to sell grain only in exchange for 
silver-mounted icons.

45. [One pood = 16.38 kg or 36 pounds.]
46. [A line from Alexander Pushkin’s Boris Godunov.]
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during the year from January 1918 to January 1919, prices on products rose by ten 
times, then the person who in January 1918 owned capital worth 100,000 roubles 
in fact has only 10,000 in January 1919, and has lost 90,000. It is the same as if a 
tax had taken away nine-tenths of his fortune in cash. During the first years after 
the start of the War, the peasants continued to accumulate steadily-depreciating 
money, and were thereby exposed to continuous expropriation not simply of any 
new sums added by the monthly sale of products, but even of what they had pre-
viously saved in tsarist money before the Revolution. Moreover, in localities that 
passed from Soviet rule to the White Guards and back again, the peasantry saw 
their money annulled first by one side and then by the other, which also meant 
expropriation. In particular, to the extent that the peasantry maintained, or even 
increased their money-holdings, counting upon a return of the old régime, they 
thereby paid terribly for doubting the stability of Soviet power.

What applies to the peasant applies to everyone with savings in money – they 
were all systematically expropriated. No compulsory levies imposed by the sovi-
ets and no extraordinary tax could have cleaned out the secret money-vaults 
of the Kolupaevs and Razuvaevs47 so thoroughly as the socialist state did with 
its expanding issues of paper-money. But the remnants of the capitalist class 
turned out to be more adept than the clumsy peasantry in resisting the deprecia-
tion of money that was hitting their pocket-books. These gentlemen understood 
very quickly that there was no sense in keeping money under wraps and being 
ruined by its depreciation. At a time when money is depreciating, the basic rule 
of speculation is to convert money into commodities and to hold the commodi-
ties in place of money. Speculators do this by storing up commodities that take 
little space and are less exposed to the threat of detection and confiscation. Since 
storage of large quantities is not technically feasible, the point is to turn over 
money as speedily as possible. If the speculator buys commodities for 100,000 
roubles and sells them a week later for 150,000, his challenge is to minimise the 
time when this money-capital is in his hands, for today’s profit of 50,000 will 
already represent a smaller sum tomorrow because of the continuous depre-
ciation not merely of this profit, but of all money-capital in general. Given the 
constraints on hoarding a large volume of commodities, and the rapid deprecia-
tion of hoarded money, the best means of ‘realising’ profit, for the speculator, 
is consumption. Gluttony in place of accumulation – this is the law for tens of 
thousands of heroes of the Sukharevsky and Okhotny Ryad.48 And to the extent 
that speculators are not successful in realising their profit through buying and 
concealing gold and other valuables, they can seize the moment for looking after 

47. [Prototypical capitalist characters in the works of M.E. Satltykov-Schedrin 
(1826–89).]

48. [Traditional marketplaces in Moscow.] 
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their own self-supply. In general terms, this stratum of the population is suc-
cessfully adjusting to the Soviet system and to the issue of paper-money and its 
depreciation, by evading taxes and passing them on either to the clumsy peasant 
or else to the worker and the office-employee.

We come to the conclusion, therefore, that an indirect tax, imposed by the 
Soviet power in the form of issuing paper-money, falls on those who hold money 
and on the peasantry, insofar as they are holders of a stock of cash; on the work-
ers and employees, insofar as they are unable to realise the cash-part of their 
wages to acquire the necessary minimum of consumer-items and are thus com-
pelled to go hungry; and also on the small producers, insofar as they lose values 
through the tax that are not compensated by any equivalent value. In the final 
analysis, the peasants and craftsmen turn out to be in a better position than 
workers and employees in terms of reducing their share of the tax, through the 
spontaneous struggle among all these classes in the arena of the free market.49

V

The paper-money of the Russian Soviet Republic

The October Revolution in Russia destroyed many of the old foundations, but the 
issuing of paper-money continued, and it remains the principal means for cover-
ing state-expenditures. The Soviet authority was fated to receive from Kerensky’s 

49. In his article ‘Money’, which appeared in No. 250 of Ekonomicheskaya Zhizn’, com-
rade Larin writes:

‘It is better for the peasant if the state covers its general expenditures not by collect-
ing taxes, but, instead, by issuing ever-newer sums of paper-money and thus driving up 
prices. High prices are much more of a blow to the worker and employees, who must buy 
everything and usually do not produce anything for sale. On the contrary, the peasant 
buys very little (especially in an epoch of war and revolution, when factory-production to 
serve the peasant-farm is steadily contracting). The peasant sells more than he buys, and 
thus he ultimately adjusts to the general rise in the country’s prices, he hides away hun-
dreds of thousands in jars in the ground, he acquires furniture, pillows, dresses, dishes, 
and so on from the cities. An end to covering state-expenditures with taxes . . . and the 
state’s need to issue more and more paper-money – for the peasant, this is a means to 
transfer an important part of the state-burden from himself onto the shoulders of work-
ers and employees’.

Comrade Larin is correct in pointing out that the issue of paper-money is more advan-
tageous to the peasant than any direct taxes. But he is completely mistaken when he 
suggests that the peasant ‘adjusts’ when he fills up jars with paper-money. If, today, the 
peasant sells a bag of potatoes for 5,000 roubles and puts the money in a jar, and after 
half a year the value of the 5,000 roubles is 500 roubles, and after a year 50 roubles, then, 
God knows, no-one is ‘adjusting’. It is precisely because the peasant sells more than he 
buys, returning from the market with paper, that, instead of adjusting, he is actually 
being ruined as the holder of money.
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government a paper-money circulation in serious disarray. For its part, the gov-
ernment of Kerensky also received from tsarism a paper-rouble that was already 
significantly depreciated. Let us reconstruct, in basic figures, the main outlines of 
the history of our paper-money circulation since the start of the War.

At the moment when war was declared, that is, in July 1914, there was paper-
money in circulation amounting to 1,700 million roubles. The gold-reserve of the 
state-treasury at that time, on 1 August 1914, was 1,604 million. Gold circulated at 
the beginning of the War on a par with paper, and the purchasing power of the 
paper-rouble within the country was the same as that of the gold-rouble. At the 
very outset of the War, as is well known, the tsarist government ended the free 
convertibility of paper into gold, fearing on very good grounds that all the paper, 
which was already about to expand, would rapidly end up in the state-treasury as 
a result of free convertibility, and all the gold would move from the state-treasury 
into private hands. The end of free convertibility and the de facto imposition of a 
fixed rate for paper immediately caused gold to disappear from circulation and 
created a gap between the price of the gold- and the paper-rouble. The rate of the 
paper-rouble began to fall. As far as the domestic market is concerned, this fall 
would hardly seem to be serious – provided, on the one hand, that the domestic 
commodity circulation did not contract and, on the other hand, that no new 
paper-issues were undertaken by the state. In reality, together with the contrac-
tion of commodity-circulation, which began with falling production, there also 
began a greater issue of paper in order to cover tsarism’s military expenditures. 
If the sum of paper at the beginning of the War, as we have already said, was 
1,700 million, by 1 January 1915, that is, only half a year after the declaration of 
war, the sum in circulation was already 3,125 million. By 1 January 1916, the sum 
of paper in circulation grew to 5,737 million; by 1 January 1917, to 9,225 million; 
and by 1 March 1917, that is, the moment of the February Revolution, the sum of 
paper-money in circulation was already 9,975 million. Thus the tsarist govern-
ment, during the period of the War, increased the paper-money fund by more 
than five times. Specifically, it was the fate of the government to skim the best 
cream from the commodity-circulation at the time when the value of the paper-
rouble remained relatively high.50

The Provisional Government that preceded the October Revolution sustained 
itself almost exclusively with revenues from issuing new billions in paper-

50. This necessarily leads to the conclusion that it is better for the revolutionary class 
to take power as soon as possible in order to acquire the greatest possible inheritance 
not only in terms of the country’s resources in general, but also those that it can acquire 
in the first period of paper-money circulation, since paper-issues can enable the new 
authority to support itself at the beginning without any direct taxation. 
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money. Over the eight months of its existence, our bourgeois government issued 
8,942 million in paper, and thus by 1 November 1917, the sum of paper in circula-
tion had already reached 18,917 million.

The Soviet authority that replaced Kerensky’s government likewise had no 
alternative at the outset but to draw its revenues from more and more issues of 
paper. But while each billion in paper that the tsarist government issued was, on 
average, equal in purchasing power to 300–350 million in gold, and each billion 
from Kerensky’s government had a purchasing power of about half that amount, 
the purchasing power of the paper-rouble during the period of Soviet power fell 
sharply and with unbelievable speed. From the previous theoretical chapter, 
dealing with the rate of the paper-rouble, we know that in order to take the same 
values as before from the commodity-turnover, using paper-roubles, a progres-
sively expanding volume of paper is required. This progression also continues to 
grow under the influence of a declining commodity-turnover, and rather than 
ending after the October Revolution, the decline steadily accelerated. The whole 
process of extracting values by issuing paper can be compared to getting wine 
from a barrel that is being refilled with water. To draw off the first bucket, all one 
has to do is fill the bucket; but to get a second bucket of pure wine, more than 
a bucketful of the mixture is required; and for a third, still more, and so on. The 
comparison will be complete if we imagine that the pure wine in the barrel is 
diminishing not simply because the mixture is being bailed out, but also because 
the wine is escaping through another opening (which corresponds to the reduc-
tion of C as a result of the economic disarray). The Soviet power had to draw 
values from the barrel of commodity-circulation that had already been consider-
ably diluted with water, as a result of the very same operations on the part of 
tsarism and the Provisional Government. The result was that, despite the reduc-
tion of expenditures connected with the factual ending of the War, by 1 January 
1918, the sum of paper in circulation was already 27,313 million; that is, during 
little more than two months of its existence, the Soviet power issued 8,396 mil-
lion in paper-money, or somewhat more than the total issued throughout its 
entire life by the Provisional Government. By 1 January 1919, the sum of paper-
money in circulation reached 61,265 million, a sum that must still be regarded as 
relatively modest, if one considers that the value of the paper-rouble, as shown 
below in a table of free prices, fell by the spring of 1919 to one five-hundredth of 
the gold-rouble, and that in place of expenditures on the imperialist War came 
new expenditures on the Civil War. However, one must also take into account 
the reduction of Soviet Russia’s territory in 1918, when, for a time, we had lost 
Ukraine, Siberia, the Urals, the Don and the Caucasus. Because of the expan-
sion of territory and depreciation of the rouble, among other causes, during 1919 
there was an enormous increase in the issue of paper-money, with the total in 
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circulation by 1 January 1920 reaching the astronomical figure of 225,016 million, 
which still does not include the paper-money issued in Turkestan.

If we consider the increase in the average monthly issue of paper-money dur-
ing each year since 1915, we get the following picture:

Year Millions

New money issued per month 1915 217.6 
1916 281.6 
1917 1,507.6
1918 2,829.3
1919 13,645.9

In the first half of the year 1920 56,833.0

This flow of paper-billions is striking in terms of its unprecedented dimensions, 
but the real purchasing power of all these billions, and thus the real income of 
the Soviet government, is far more modest. The billions of paper turn out to 
be just paper-billions. This can be seen from the table of price-movements on 
the free markets. We provide below data concerning the most important food-
products in the capital-cities and the provinces:

Baked bread (one pound)

1913–14 June  
1915 

Autumn 
1916

Spring  
1918

Spring  
1919

Spring  
1920

Moscow 3.5 kopeks 4 kopeks 5 kopeks 3 roubles, 
50 kopeks – 
4 roubles 

22–6 
roubles

350–400 
roubles

Petrograd 3.5 kopeks 4 kopeks 5 kopeks 4 roubles 30–35 
roubles

500 roubles

Tver’ 3 kopeks 5.8 kopeks 5 kopeks 3 roubles – 
3 roubles, 
50 kopeks

22–4 
roubles 

–

Saratov 2.1 kopeks 3 kopeks – 70–90 kopeks 1 rouble 
20 kopeks – 
1 rouble, 
50 kopeks

–
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Rye-flour (one pound)

1913–14 June 1915 Autumn 1916 Spring 1918 Spring 1919 Spring 1920

Moscow 1 rouble, 
1 kopek

1 rouble, 
65 kopeks

2 roubles, 
60 kopeks

150–180 
roubles

800–1,000 
roubles 

–

Petrograd 1 rouble. 
35 kopeks

1 rouble, 
75 kopeks

2 roubles, 
60 kopeks

300–400 
roubles

1,400–1,800 
roubles

 –

Meat (one pound)

1913–14 June 1915 Autumn 1916 Spring 1918 Spring 1919 Spring 1920

Moscow 22 kopeks 34 kopeks 78 kopeks 8 roubles, 
50 kopeks

45–60 
roubles

300 roubles

Petrograd 22 kopeks 30–36 
kopeks

80 kopeks 8 roubles, 
40 kopeks – 
9 roubles

50–70 
roubles

–

Tver’ 18 kopeks – – – 15–20 
roubles

–

Saratov 12 kopeks 20 kopeks 33 kopeks – 16–18 
roubles

–

The uneven rate of increase in free-market prices in the capitals and the prov-
inces is clear from these tables, although recently the outlying areas have begun 
to catch up quickly with the capital-cities. But even with such sharp differences 
in prices between the capitals and the provincial cities, the rise in prices and the 
corresponding fall in the value of the rouble are striking.

In order to make perfectly clear the economic significance of issuing paper in 
non-depreciated and in fully depreciated currency, and to show, in particular, 
the real income (expressed in commodity-values) of the Soviet authority in 1919 
coming from the issuing of paper-money, let us do a few calculations on the basis 
of the figures provided above. Take the average figures for the price of bread in 
Moscow and Saratov. In 1914, that is, at the beginning of the War, the average 
price of a pound of bread was 2.8 kopeks. The tsarist government, which issued 
paper-money in the amount of 1,425 million from the beginning of the War to 1 
January 1915, was in a position to withdraw commodity-values just a little short 
of what could have been bought with the same sum of gold. If we take as the 
starting point for our calculation the price of 2.8 kopeks for a pound of bread, 
which corresponded to the price of bread in gold-currency, we will then be able 
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to determine how much the issues of paper-money, when converted into gold-
currency, brought in each year up to 1919. In that way we will get an approximate 
idea of the volume of commodity-values that could be taken from circulation.

In 1915, paper was issued in the amount of 2,612 million. The average price 
of bread was no longer 2.8 kopeks, but 3.5. The purchasing power of the rouble, 
measured by the price of bread, was 80 kopeks in gold. In other words, the tsar-
ist government, with the issue of 2,612 million in paper in 1915, and with the 
rouble worth 80 kopeks (in terms of bread-prices), received commodity-values 
of 2,089.6 million.51

In 1916, 3,488 million was issued in paper. The average price of bread was 
4.5 kopeks. (The exact figure in Saratov is unknown, but in the Volga area the 
average price was four kopeks.) The value of the rouble, with the price of a pound 
of bread beginning at 2.8 kopeks in gold in 1914 and rising to 4.5 kopeks in terms 
of paper-roubles in 1916, can be calculated as 62 kopeks. For the 3,488 million 
in paper, the tsarist government withdrew values approximately equivalent to 
2,162 million in gold.

In 1918, the total of paper issued was 33,952 million, that is, about ten times 
more than took place under tsarism in 1916. The average price of bread was two 
roubles, 88 kopeks. The rate for the rouble was 1.1 kopeks. Having issued the enor-
mous sum of 33,952 million in paper, the Soviet authority, with the rouble worth 
little more than a kopek, withdrew values from circulation of approximately 
373 million. That was the real content of the flow of paper. Ten times more paper 
was issued, but six times less was withdrawn, in terms of value, than in 1916.

Let us consider how things stood just last year. The issue of paper was 
163,751 million. The average price of bread was approximately twelve roubles. 
The value of the paper-rouble in terms of the price of bread was 0.23 kopeks, that 
is, a little more than one-fifth of a kopek. The enormous sum of 163,751 million 
roubles in paper, when this enormous sum is translated into gold-currency at 
the existing rate for the rouble, was equal to the comparatively modest sum of 
383.5 million. Thus, while in 1919 we issued nearly five times more paper than 
in 1918, the real income of the proletarian state from this operation remained 
almost the same as in 1918.

If we verify these conclusions in terms of the average price of meat, the cal-
culation will simply indicate a greater fall in the rouble and, therefore, even 
less purchasing power for the billions put into circulation, especially during the 
Soviet period. The years of revolution, except for 1920, were perfectly satisfactory 

51. Prices for other products rose more quickly, especially for the products of indus-
try. This means that calculating in terms of the average price of bread alone gives a 
higher total for real government-income than was actually the case. 
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in terms of the grain-yield in Russia. Consumption of grain by the producers was 
more stable, whereas the meat-shortage, connected with the sharp fall in meat-
production, became apparent as early as the end of 1915. Furthermore, the con-
sumption of meat in the peasant-economy was subject to sharper fluctuations. 
Thus, the best way to establish the rate of the rouble is by reference to bread-
prices, not to mention the fact that bread is the most important, the most funda-
mental food-product in Russia and the main item traded on the free market.

The calculations that we have done are, of course, extremely approximate. In 
the first place, we used bread-prices in the spring, and not for the entire year. 
Then, for purposes of greater precision, it was necessary to take an average fig-
ure, based in turn on averages for all the regions of the country. Generally speak-
ing, we should have established the rate of the rouble according to the average 
prices of all the most important products, in every district of the country and for 
every month of the year. Unfortunately, the author does not have the necessary 
material to make such a calculation. However, the figures and the calculations 
provided do give a rough outline and an approximate idea of both the rate of 
the rouble and the real revenues of the Soviet state as a result of the issues of 
paper-money.

A comparison of the quantity of paper issued in 1918 with the quantity issued 
in 1919, on the one hand (an increase by approximately five times), and a com-
parison of bread-prices in 1918–19 (also an increase by approximately five times) 
reveals a parallel in term of proportions. This correspondence is not fortuitous. 
In places where the commodity-market has already adapted to the endless issues 
of paper and rapidly expresses commodity-prices in terms of new amounts of 
paper as soon as they enter into circulation – in those places, a correspondence 
is necessarily established between the increase in price for the most important 
product being bought and sold, namely bread, and the increased quantity of 
paper in circulation. The figures for paper in circulation and for market-prices 
in 1918–19 are obvious confirmation of the theoretical conclusions that were 
drawn in the first two chapters on the basis of Marx’s teaching concerning 
money-circulation.

Fine, the reader will say. But why did you not work with the corresponding 
figures for 1915 and 1916? Were things different them?

Yes, things were different, and they also correspond fully with the theoretical 
conclusions of the first chapters. If the price of bread in 1914 is taken as 100, then 
the rise in price in 1915 will be expressed as 125, and in 1916, 160. If the quantity 
of paper-money at the end of 1914 is taken as 100, then the growth of paper in 
circulation will be 183 in 1915 and 295 in 1916. The issue of new paper, if 1914, the 
moment of war, is taken as 100, will give the figure of 183 for 1915 and 244 for 1916. 
The whole table will look this way:
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Real price As percent Paper in circulation New issues for the year

1914 2.8 kopeks 100 100 100
1915 3.5 kopeks 125 183 183
1916 4.5 kopeks 160 295 244

We see from this table that in the first two-and-a-half years of war, the rise in 
the price of bread lagged behind the quantity of circulating paper-money. It is 
precisely by means of this factual material that we can establish the enormous 
importance, for the rate of the paper-rouble in Russia, of the peasants’ accumu-
lation of money. There is not the slightest doubt that the comparatively slow 
decline of the rouble’s rate in 1915–16 was connected with the circumstance that 
the peasantry, in the course of the War, accumulated an enormous quantity of 
paper in the hope that the rouble would return to its pre-war purchasing power, 
and thus the peasantry took billions in paper-money out of circulation. Our peas-
ant, driven by his thriftiness and not expecting what happened, gambled on a 
rise first of the tsarist rouble and then of the Kerensky rouble, and he was ulti-
mately ruined, of course, by this activity, which is anything but profitable during 
a revolutionary epoch. But already in 1917, the rise in prices began to converge 
with the growing issues of paper, and in 1918–9 the leap in prices strictly corre-
sponded with leaps in the growing quantity of paper-money.52

If we were to attempt, on the basis of everything said above, to calculate how 
many billions in paper our Commissariat of Finances would have to issue in 1920 
to acquire the same quantity of real values as in 1918–19, that is, 370–80 million 
in full-valued roubles, we would come to the following conclusion. In view of 
the rise in the price of bread by about ten times in 1920 (the average of Petro-
grad, Moscow and the non-producing provinces on the one hand, and the Volga 
region on the other, is about 200–250 roubles), it would be necessary to increase 
monetary emissions by the same amount, that is, to bring the issue of paper to 
the super-astronomical figure of 1,600,000 million, that is, 1,600 billion.

As we can see, the real revenues of the Soviet state from the issue of paper-
money are exceedingly modest, but conversely the quantity of paper that is 
required not only each year, but even each month, is growing with unprecedented 
speed. In 1917, a kopek was still real, and you could still purchase something for 
fifty kopeks. By 1918, the role of the kopek was taken over by the rouble. In 1919, 

52. In the first months of proletarian power [a slower depreciation] was also evident, 
which has to be explained in terms of the elimination of banks, credit, and non-cash 
transactions in general, and thus an increased demand for ready cash.
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not only was the word kopek forgotten, but ten roubles replaced the rouble as 
the real unit of account. In 1920, the real unit of account was in hundreds and 
thousands, while single digits and tens disappeared the same way that the kopek 
did. In 1921, the real unit of account will remain a thousand.

The reader will ask: ‘When will all of this end?’
Our Commissariat of Finances is asking: ‘How are we still hanging on to our 

paper-system?’
And now we ask ourselves: ‘When will the collapse of our paper-circulation 

occur?’ It is perfectly obvious that a collapse cannot result just from adding zeros 
to our real paper-unit. Here, the difficulties are simply technical and involve 
merely the time and effort required to prepare the state-paper, nothing more. 
To reduce the number of zeros we might, for example, replace the number 1,000 
with the letter T and print paper for 10T, 100T, 1000T and so on. Then 1000T could 
be replaced with the letter M (million) and we could print 10M, 100M, and so on. 
Eventually there would be no more numbers large enough and we would have 
to invent new ones.

In order to explain the persistence of our paper-money system despite the 
horrifying decline in the rate of the rouble, we must take into account the con-
ditions and dimensions of the non-socialised parts of production in our coun-
try as a whole, and we especially have to establish, even if only approximately, 
what part of the values created and entering the market are withdrawn from 
circulation through our issues of paper. As we have seen, in 1918–19 we took 
out of circulation (basing the calculation on bread) 370–80 million. This sum is 
very modest and certainly nothing catastrophic. Recall that each year before the 
War, the tsarist government took from the country two to three billion roubles 
in taxes, of which half fell, in one form or another, on the peasant-economy 
and handicrafts. It is true that both the peasant-economy and handicrafts have 
suffered greatly from the War, but they have still suffered dramatically less than 
large-scale industry, without even mentioning the fact that the dimensions of 
peasant-farming have expanded extraordinarily at the expense of the landlords’ 
lands. Our small-scale economy can withstand deductions of three to four hun-
dred million roubles a year, even if we add to that figure the sum represented by 
natural taxation in the form of grain, meat and other monopolistic requisitions, 
of which we will speak further below.

It is another matter if the collapse should begin in a different way, on the basis 
of a saturation of circulation with older paper that has a more stable rate than 
newly-issued money, and especially on the basis of paper being squeezed out 
by natural commodity-exchange. It is a known fact that our tsarist and Duma-
money has a more stable rate not only within the country, but also in some 
places abroad (Latvia, Estonia, Lithuania, Manchuria). The Kerensky-money also 
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has a certain degree of stability. Finally, in Ukraine there has even appeared a 
premium on the Soviet yellow one-thousand notes in view of the issuing of new 
thousands of another more simplified and smaller specimen. This means that 
our new issues face a certain danger. However, paper-money with a more or less 
stable value usually goes into storage, while the channels of circulation fill up 
with continuously depreciating ‘worse’ forms of money that no-one is interested 
in holding. As for the prospect of cash being squeezed out by barter, this is a 
far more serious danger and is already far advanced in some regions, especially 
in Ukraine. The danger from this point of view is the following. The peasantry 
and the craftsmen now sell their products for money only if they can convert 
this money as rapidly as possible into a commodity that they need. What the 
state provides to these groups at fixed prices requires a completely insignificant 
amount of money as payment. The workers and employees of state-enterprises, 
being mainly recipients of paper-money and using it to purchase commodities, 
are usually not sellers of any kind of products, if we leave aside their sale of 
former possessions or of a portion of the products they receive either at fixed 
prices or in the form of a natural supplement to their wages (bakers get bread, 
weavers get textiles, soap-makers soap, and so on). Apart from the peasant, the 
main suppliers of commodities from their own undertakings are craftsmen and 
those employees of nationalised industries who have to do craft-work on the side 
(this group is especially numerous in the Urals, and is now growing in a number 
of other places). The gradual displacement of paper from trade involving cash, 
and the transition to a natural commodity-turnover, could put the workers and 
employees in a catastrophic position while scarcely affecting the peasantry and 
craftsmen, in terms of their mutual relations. It is true that both artisans and 
peasants suffer as large holders of money. But they can hardly lose much more 
than they have already lost. The Soviet authorities must prepare, without fail, to 
meet this possibility. If it is anticipated in advance, it may be possible not only 
to avoid a catastrophe for the most vulnerable in this respect, and also the most 
important element in building socialism, namely, the workers, but it is also pos-
sible, conversely, that a boycott of money, which is the equivalent of abolishing 
it, could become the starting point for a new financial policy based on new sci-
entific foundations, perhaps involving a certain quantity of silver. We will speak 
more of this below.

Up to now, our financial policy has, certainly, not been based on any kind of 
scientific conclusions. This is partly clear from what has been said, and it is also 
well-known by every participant in Soviet construction in general, and particu-
larly by everyone working in the area of Soviet finances. Our policy has been 
completely spontaneous in response to one or another circumstance and to the 
pressure arising from needs of the day; and it is mainly under the influence of an 



 Part III: The ABC of Communism: 1917–1920 • 785

exorbitant demand for money and the impossibility of satisfying it in any timely 
manner that our policy is now groping its way towards the necessity of calculat-
ing even approximately how much paper-money is required for the immediate 
future,53 and thus also towards posing the more general question concerning 
the system of paper-circulation during the transition-period. True, having com-
mitted a number of mistakes in the past, and, to some degree, continuing them 
even today, on one point – and an extremely important one at that – we have 
been absolutely correct: we have never begrudged the amount of paper needed 
for [printing] our money. However, now that we have looked backwards to the 
past, the time has now come to look forwards to tomorrow.

VI

Paper-money in the system of socialist production and distribution

At the present time, we can only study the paper-money circulation of the tran-
sition-period and its prospects on the basis of the three-year experience of the 
Russian Soviet Republic and partly on the basis of the very brief experience of 
Soviet Hungary.54 Thus, in this chapter, as in the previous one, we will begin 
mainly with the facts and the economic relations of Soviet Russia; this is a major 
drawback, because the structure of the economy and the relative weights of dif-
ferent social groups in countries in the West, when they live through their own 
proletarian revolution, will be significantly different from the economic struc-
ture of Russia, a mainly-peasant country. Soviet Russia’s experience with paper-
money, and the conclusions based on that experience, can by no means be 
generalised for all countries with a proletarian dictatorship. This is all the more 
true because both the world economic conjuncture and the economic relations 

53. Comrade Otto Schmidt, who has made this calculation using mathematics and 
working with factual material, came to conclusions that fundamentally correspond 
almost entirely to my own, which were reached mainly by a theoretical route. 

54. On the experience of Soviet Hungary, see comrade Varga’s very valuable brochure 
Die wirtschaftspolitischen Probleme der proletarischen Diktatur (Varga 1920), pp. 113–23, 
which is being translated into the Russian language. The Soviet government of Hun-
gary was not able to print the paper-money formerly in circulation, which was issued in 
Vienna, and thus was not able to compel the peasantry to pay indirect taxes to the pro-
letarian state. The peasantry boycotted the new money issued by the proletarian govern-
ment and demanded, instead, the old money that originated from Vienna. The result was 
two paper-currencies in the country: the old currency, recognised by the countryside, 
and the new one, which circulated only in the cities where the new régime was eco-
nomically in control. [The Hungarian Soviet Republic lasted for 133 days, from 21 March 
to 1 August 1919.] 
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between European countries after the revolution will probably be profoundly 
different from the conditions of existence in Soviet Russia, which has managed 
to survive for three years with its economy completely cut-off from economic 
relations with the entire world. Therefore, insofar as we encounter conclusions 
that might have importance for any country with a proletarian dictatorship, we 
will observe the greatest caution in making generalisations, all the while taking 
into account the peculiarities of Russian relations and making the appropriate 
corrections.

The proletariat is compelled to build its state and resurrect the economy on 
the ruins of capitalism. It is not the overproduction and full-blooded conditions 
of capitalism that made the socialist revolution inevitable but, on the contrary, 
its wasting condition and the ruin of the bourgeois economy, which was tangled 
up in its own contradictions and bled itself white as a result of the World-War. In 
different countries, the victorious proletariat will receive a different inheritance 
from capitalism. But, however much this inheritance may vary in dimensions 
and values, there is not a single country in which the proletariat will be able to 
avoid the kind of construction-period that, in the excellent expression of com-
rade V. Smirnov,55 can be called the epoch of primitive socialist accumulation. 
It is necessary to gather together and take account of all the possessions expro-
priated from the bourgeoisie; to extend the expropriation to the enterprises; 
to assemble and put in position labour-power and technical leaders; to restore 
the technical equipment, especially in heavy industry but generally including 
everything that, in the bourgeois period, was called the fixed capital of produc-
tion; to restore the means for acquiring material; and to extend natural taxes 
to all small-scale and mainly-peasant production to the benefit of the socialist 
economy that is being set up. If, in a country such as England, there is no pro-
tracted civil war accompanied by major destruction of the material base of the 
economy and the labour-force, and if the victorious English proletariat succeeds 
in quickly sorting out economic ties with the former colonies, then this period 
might be relatively brief. Conversely, in a country such as Russia, where capital-
ism left the proletariat a miserable inheritance; where primitive accumulation 
must, inevitably, be based on reduced consumption by the proletariat and on 
expropriation of a part of the surplus-product in petty production; a country 
where the redistribution of labour-power between the large- and small-scale 
economy in proportions reached long ago in Germany and England on a capital-
ist basis must now be achieved – after an enormous delay – during the epoch of 

55. See Bukharin, Ekonomika perekhodnovo perioda [In English: Bukharin 1982, 
pp. 38–92].
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socialist construction; where the three-year existence of proletarian power has 
been a period of cruel civil war and enormous expenditure of material forces for 
non-productive purposes – in that kind of country, the period of socialist accu-
mulation stretches out over a long time and will inevitably assume the character 
of a difficult and agonising process.

In the present work, we are not directly interested in those aspects of socialist 
accumulation that involve assembling the dispersed labour-force, drawing the 
non-labouring elements into productive work, drawing office-employees into 
physical labour, or reducing the consumption of the proletariat for the sake of 
accumulating fixed capital for production; nor are we interested in the ques-
tion of extending labour-conscription to petty producers for the benefit of the 
socialised economy. On the contrary, the main topics of our study are socialist 
accumulation in the form of a natural tax on petty production (requisitions of 
all types, as in the case of grain, and such like) and in the form of indirect taxa-
tion (through the issue of paper-money). At the present moment, the fate of our 
paper-rouble depends, above all, on the changing relation between the quan-
tity of products that the proletarian state receives in natural form through its 
procurement-organs, and the amount that it takes from the free market through 
the apparatus of paper-emissions. Let us consider what these quantities amount 
to, and how the relations between them are changing.

Before the War, the annual product throughout the whole economy of Russia 
was valued at approximately eleven billion in gold.56 In round numbers, indus-
try, transportation and the whole of business accounted for 5,194 million of this 
sum, and agriculture for 5,360 million.

How far production in our industry has fallen, and how great the losses are 
that must be made good through socialist accumulation, in order to regain even 
the pre-war level, can be seen in a table that was compiled by comrade Larin and 
appeared in Ekonomicheskaya Zhizn’.

In view of the enormous interest that attaches to comrade Larin’s calculation 
in general, and particularly in view of its interest for our investigation, we will 
reproduce this table here in full:

56. Prokopovich 1918, p. 64. The ‘income’ of 975–980,000 that Prokopovich calcu-
lated for trade must be excluded, because this is not essentially income, but rather the 
opposite – an expenditure by society on the bourgeois apparatus of distribution.
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Annual production 
1913–14

Production in the 
first half of 1920

As a percentage of a 
half-year of  
peacetime-production

 1. Paint, varnish, and such 
like. (Gla[va]nil[in], Gl[avko]
kraslak)57

3 million poods 33,000 poods 2.2 percent

 2. Paper and cardboard 
(Glavbum) with Ukr[aine]

13.5 million poods 1.03 million poods 15.2 percent

 3. [Resin-products] 
Glavresina 

1.84 million poods 34,000 poods 1.7 percent

 4. Glass of all types 
(Glavsteklo); One case = 15 
poods

440,000 cases 28,000 cases 13 percent

 5. [Matches] Glavspichka
One case = 1,000 boxes

3.65 million cases 310,000 cases 16 percent

 6. Tobacco and low-grade 
tobacco (Gl[av]tabak)

4.3 million poods 380,000 poods 17.7 percent

 7. Alcohol (Ts[entro]spirt 
40° in barrels)

3.85 million barrels 1.93 million barrels 
(for 1919/20)

5 percent on a yearly 
basis

 8. Sugar with Ukr[aine] 
(Gl[av]sakhar)

105 million poods 4.737 million poods 
(for 1919/20)

4.5 percent on a yearly 
basis

 9. Raw starch (Gl[av]
krakhmal)

13.2 million poods 1.042 million poods 
(for 1919/20)

7.8 percent on a yearly 
basis (for 1919/20)

10. [Coal] (Gl[av]ugol’ with 
Ukr[aine] and Siberia)

1,800 million poods 225 million poods 25 percent

11. [Oil] Gl[av]neft 
(Cau[casus] and Em[ba])

600 million poods 100 million poods 33 percent

12. Copper (mining) 1.33 million poods Less than 300,000 
poods

Less than 50 percent

13. Manganese (with 
Ukr[aine])

17 million poods – –

14. Lead with Cauc[asus), 
Sib[eria]

100,000 poods – –

57. [Several of the references in this column are to the Glavki (Main Directorates) and 
Centres of the various industries listed.]
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Annual production 
1913–14

Production in the 
first half of 1920

As a percentage of a 
half-year of  
peacetime-production

15. Zinc with Cau[casus] 200,000 poods – –

16. Platinum 300 poods 50 poods 33 percent

17. Gold from Sib[eria] 4,000 poods 240 poods 12 percent

18. Pyrite (sulphuric) 3.5 million poods Less than 700,000 
poods

Less than 40 percent

19. Magnesite 4 million poods Above 1 million 
poods?58

Approximately 
25 percent

20. Chromite 1.5 million poods Approximately 
500,000 poods

Approximately 
30 percent

21. Iron-ore (without 
Crimea) with Ukr[aine]

530 million poods 32 million poods 12 percent

22. Cast iron with Ukr[aine] 257 million poods 30 million poods 2.4 percent

23. Iron and steel with 
Ukr[aine]

220 million poods 4.5 million poods 4 percent

24. Cotton (clean fibre, 
Turk[meniya]

20 million poods 
in 1915

4 million poods 
in 1919

20 percent

25. Cotton-fabrics (yarn) 19.8 million poods 330,000 poods 3.3 percent

26. Flax (sown area) 1.06 million 
desyatins

536,000 desyatins 
(in 1919)

50 percent

27. Flaxen fabrics (yarn) 3.24 million poods 540,000 poods 33 percent

28. Sulphuric acid 11 million poods for 
the entire Empire

1.25 million poods 
(for all of 1919) 

11.4 percent

29. Soda (three-quarters 
Ukraine)

11.5 million poods 1.2 million poods 
Urals for all 
of 1919 – and 
Ukraine?

?

30. Potassium salts from 
Caucasus

1.6 million poods Virtually nothing –

Table (cont.)

58. [The figures are not clearly readable here or in item 29.]
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Annual production 
1913–14

Production in the 
first half of 1920

As a percentage of a 
half-year of  
peacetime-production

31. Nitric acid 1.47 million poods 
for the entire Empire

nothing 0 percent

32. [Edible Oils] 
Glavrasmaslo with Ukr[aine], 
without Cau[casus], Don, 
Sib[eria]

23 million poods 500,000 poods 4.3 percent

33. All chemical products 
(including items 28, 29, 30, 
31, 37)

32.62 million poods 1.7 million poods 10.4 percent

34. Portl[and] Cement 
(Gl[av]cement) with 
Ukr[aine], Cau[casus] 

115 million poods nothing  – 

35. Wood[working] factories – 45 million cubic 
feet of sawn 
lumber, 7 million 
pieces, 0.5 million 
cubic feet of 
plywood, and 
so on59

30 percent

36. [Flour] Gl[av]muka
(industrial mills)

1,00060 million 
poods

90 million poods 18 percent

37. Mineral fertiliser 10.03 million poods (in 1916 = 4 million 
poods)

–

38. Tar-extraction (all 
products) without Belorussia

6 million poods 4.5 million poods 
(for 1920)

75 percent

39. Soap and candles 
(Tsentrozhir)

20.867 million 
poods

291,000 poods 2.8 percent

40. Pencils (Gross = 144 pieces) 500,000 gross 3,000 gross 1.2 percent

Table (cont.)

59. [The units of measurement are not entirely clear here. This seems to be the cor-
rect translation.]

60. [There is an error in the text here, giving the figure of 1 million rather than 
1,000 million poods.]
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Larin includes, here, the output from our enterprises for the first half of 1920. 
We are all aware that output increased in most of our industries during the sec-
ond half of the year and, furthermore, that a number of previously-closed plants 
reopened. Nevertheless, the fall in production by comparison with the pre-war 
period is strikingly evident. Given that it is a matter of restoring very badly dam-
aged industry, and that this must be done in a country with a mainly small-scale 
economy and little chance of any economic support from abroad, one can judge 
how great the need is to alienate61 part of the incomes of small-scale production 
for a fund of ‘socialist accumulation’.

Now let us consider what resources there are in the very smallest, mainly-
peasant operations. During the years of revolution, there has been an extreme 
decline in the productivity of agriculture. Because of the liquidation of landlord-
agriculture, the yield on land where crops were cultivated in an advanced man-
ner has fallen significantly. The sowing shortfall on peasant- and Cossack lands 
has reached an average of ten to twenty-five percent in the producing provinces. 
In a number of regions where the Civil War raged, the peasant-farm was badly 
ruined. We do not have figures to indicate the annual income of agriculture 
at the present time, but there cannot be the slightest doubt that this income, 
despite the fact that the peasants have acquired the land from the gentry, does 
not exceed the peasants’ income in pre-war times and is far below the pre-war 
income of agriculture taken as a whole. We can get an approximate idea of the 
figure we are after, on the basis of indirect information concerning peasant-
income before the War. From grain-farming, the peasantry in pre-war European 
Russia earned up to 2,450 million, from livestock 1,602 million, and from techni-
cal crops 540 million – altogether coming to about 4,59262 million in agricultural 
work as a whole. The privately held farms (mainly owned by landlords and mer-
chants) received, under the same headings, an income of 481 million roubles per 
year. If we deduct completely the income-figure for privately held agriculture, 
taking into account the general disorder in agriculture and also the increase of 
peasant-income due to the fact that the peasants have acquired 35 million of 
landlord-holdings, then the income of our peasantry, translated into gold at pre-
war prices, can be estimated somewhere between the sums of 4 and 4.5 billion. 
As far as handicrafts are concerned, according to Prokopovich’s figures, income 
here was calculated at approximately 611 million.

Before the War, the tsarist government and the nobility took values up to 1.5 
billion a year from the peasants and handicrafts in direct and indirect taxes, 
land-taxes and rent-payments. The deductions that the Soviet authority has had 
to impose on peasant income are incomparably less. Accordingly, as a basis we 

61.  [‘Alienate’ in the sense of ‘extract’]
62. [There is an error in the text, giving the figure as 4,594 rather than 4,592.]
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can take 4–4.5 billion as peasant-income, together with the 600 million of handi-
craftsmen, which has changed very little during the Revolution. Altogether, this 
gives a sum of 4.5–5 billion.

We have seen above that, for 1918 and 1919, the state, in very approximate 
numbers, used paper-issues to take from the commodity-market a sum of com-
modities worth about 380 million in gold. Part of these commodities came from 
craftsmen, and another part came from the owners of property acquired before 
the War. The main sum, of course, fell on the peasant-economy. Exactly how 
much is not something that can be established by any statistics. If we assume 
that, in the worst case, the peasant turned over products worth 300 million, then 
by adding this sum to the value of products received by the state through requisi-
tions, we can come to a figure for the real deductions from the peasant’s income. 
For the 1919–2063 season, the peasant turned over to the state 265 million poods 
of grain, 43 million poods of potatoes, 6 million poods of meat, 920,000 poods of 
fats (butter, oils) for 1919 and the first eight months of 1920, 78 million poods 
of hay and 5.5 million poods of oilseeds. For the moment, we are leaving aside 
procurements of materials (flax, hemp, leather, and such like).

If we translate the value of all these products into gold at pre-war prices, we 
get about 315–20 million roubles. In other words, the Soviet state, to judge from 
all of these admittedly rough and approximate calculations, requires from the 
small peasants a minimum of products worth about 620–70 million roubles in 
gold each year. This is the minimum that sustains the Red Army and the work-
ers and employees of the proletarian state. Procurements from state-enterprises, 
the fishing industry, for example, soviet-farms, and so on, are not included here, 
because these products go directly to the state’s procurement-organs. As the 
army is reduced along with expenditures on the War, this sum will necessar-
ily decline. At the same time, however, it must increase due to the opening of 
more and more new factories, expansion of work in existing organisations, and 
a whole number of new projects that are connected, for example, with the ulti-
mate need to raise the general level of nourishment for the worker.

If we take this figure of 620 million as a basic figure that gives an approximate 
idea of the quantity of food-products that the state requires for the naturalisa-
tion of wages, then we reach one perfectly clear conclusion: the fate of the paper-
rouble, and how much we need to rely on the printing press, depends, first and 
foremost, on how quickly state-procurements will grow in place of that portion 
of products that, until now, had to be taken from the market with paper-money. 
Already in the 1919–20 season, the food-products procured by socialist means 
amount to half, or a little more than half, of the products actually consumed 

63. [The text says ‘for the season 1913–20’, but clearly the meaning is 1919–20.]
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by workers, employees, and members of the Red Army. Now let us turn to the 
question of how close we are to liquidating the activity of Narkomfin’s printing 
press if the entire assessment levied by Narkomprod for 1920–21 (from August to 
August) should be completely fulfilled. For this year, Narkomprod has announced 
the following assessments: 454 million poods of grain, 24 million poods of meat, 
3.3 million poods of butter, 117 million poods of potatoes, 29 million poods of 
oilseeds, about 500 millon eggs, and 75 million in requisitions of hay, about 
50 million of which come from the peasants. Converted into gold-roubles, this 
gives a sum of about 650 million roubles. In other words, this means the fol-
lowing: if assessments for this year were completely fulfilled, the Soviet power 
would have a food-fund adequate for maintaining the army, the workers and the 
employees, and the issue of paper could be continued only for the purpose of 
acquiring commodity-values worth fifty to sixty million in gold, that is, for prod-
ucts of handicraft-production and those products from the peasant-economy 
that are not being procured by Narkomprod’s organs and that are not funda-
mentally important to the consumption of the mass of state-workers. If requisi-
tioning were extended to these products also, and if a natural tax were levied on 
handicrafts, this sum could be reduced even further, and then the Soviet state 
would face the practical question: should the very costly system of paper-money 
be continued at all, and would it not be better to cease printing paper-money 
entirely?

That would be the question if assessments for 1920–21 were completely 
fulfilled.

But these assessments, according to Narkomprod itself, will not be com-
pletely fulfilled, especially if we take into account the enormous harvest-failure 
of 1920. Nevertheless, one thing that emerges very clearly from all the figures 
that we have cited is that we are moving quickly towards the liquidation of 
paper-issues, and if our paper-rouble were to be met with a complete boycott 
in 1921, we would face very serious difficulties, even a temporary crisis, but not a 
catastrophe.64 This difficulty would only be of consequence during the interval 
when state-procurements had almost, but not quite, reached the level needed 
for naturalisation of wages, and we could overcome it through recourse to issu-
ing silver-coins.65 These coins could be issued in tens up to a couple of mil-
lion, and full-valued paper-roubles, temporarily convertible into silver, could be 

64. Things would have been very different had a universal boycott begun in 1918, when 
through procurements we acquired less than ten percent of the products we needed, or 
in 1919, when this figure hardly reached thirty percent. But now the critical period has 
passed.

65. We mention silver, here, because the Soviet authorities have a significant quantity 
of silver that is lying idle. Of course, there is no difference in principle between circulat-
ing silver or gold. I am speaking here only of what is most practical.
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issued simultaneously. This convertibility would have to end soon, and then the 
new paper would again begin to fall in price, but by the time when the music of 
newly depreciating roubles commenced, we could have adapted all enterprises 
to a metallic basis.

This same undertaking might turn out to be worthwhile even in the event that 
the paper-rouble is not confronted with a boycott: when we are going over to the 
naturalisation of workers’ wages, it may be necessary to continue issuing paper-
money – but new money that has not already fallen to one five-thousandth in 
value – in order to acquire the necessary supplementary products of all kinds 
and articles from the craft-industry that the state is not yet able to supply to its 
workers. Once we have reached almost complete naturalisation of wages, and 
once the organs of socialist distribution are handling the greater portion, say, 
eighty percent of the surpluses from small-scale production, then the issue of sil-
ver-coins and paper on the basis of this ‘silver-money’ will be just another means 
for the socialist state to manage its accounts with the small-scale economy. At 
that point, all relations will take the following form.

In requisitions from the small producer, the Soviet authority will take an 
annual sum of products worth, let us say, 650 million in gold. A part of these 
values will be returned to the peasantry in the form of salt, kerosene, textiles, 
agricultural implements, nails, artificial fertiliser, equipment-repairs, and so on. 
For another portion, the state can issue special receipts that will be essentially 
a long-term state-obligation to the peasant and will have to be gradually dis-
charged through industrial products as the plants and factories are restored. A 
third portion, representing rent from the peasants for land, will not be returned, 
but, instead, will be converted into a tax in kind.66 Finally, the fourth portion of 
products from the small-scale economy, which are used to satisfy the secondary 
consumption-needs of workers in socialist industry, can be acquired using silver 
and a new paper-currency. Silver and the new paper can be distributed as a 
supplement to the basic pay-packet of the workers and can be used on the free 
market for various secondary purchases. In turn, the state can support the new 
currency and partially withdraw it from circulation back into the treasury by 
requiring the peasants to use silver or the new paper-roubles to pay for certain 
services that it provides that have not been made universally free (travel by rail 
or steamship, products not subject to planned distribution, occasional repairs, 
and so on, can be paid for with silver or the new roubles).

In the general system of socialist distribution as a whole, this would amount 
to the small change of the state’s large accounts. The advantages of this method 
would be to make redundant any bulky supplementary apparatus for procuring 

66. [‘Naturalnyi nalog’].
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and distributing secondary products and those that might spoil quickly, and it 
would eliminate red tape by allowing greater individualisation in the satisfaction 
of one consumer-need or another.

The disadvantage of this method is that it would create a certain possibility 
for the accumulation of money.

The point is that with the prevalence of commodity-economy, which presup-
poses the existence of gold or silver as the means of circulation, accumulation of 
these means of circulation amounts, essentially, to accumulation of commodity-
values in the hands of a few. This accumulation transfers control over society’s 
surplus-product to the wealthiest group. On the contrary, with an uninterrupted 
depreciation of paper-money, it is a senseless and losing proposition to accumu-
late paper-means of circulation, and from this perspective, the depreciation of 
money is simply one aspect of the dying out of the capitalist system in general. 
The issue of silver-coins creates the opportunity for such accumulation. But in 
general and on the whole, this danger is insignificant, not merely because the 
amount of silver-currency can be very limited, but also because part of the silver 
will be continuously returning back to the state. As for accumulation of the new 
paper-roubles, this operation represents no threat and can even be profitable 
to the Soviet authority: the accumulation of new paper-roubles will only make 
their exchange-rate more stable. Just as the accumulation of tsarist money by 
the peasantry delayed the process of its depreciation and increased the oppor-
tunity for the tsarist government to make new issues and to profit from them, so 
accumulation of the new paper by petty producers will only delay their depre-
ciation and make it possible to liquidate them when such an operation can be 
properly prepared in economic terms. In the final analysis, the only people who 
lose from the accumulation of paper are those who hold on to it, while the state 
and society as a whole can only gain.

But suppose that the Soviet authority does not find it necessary to turn to 
issuing silver-coins, and can end the printing of paper at a time when naturalisa-
tion of wages has been achieved and secured, for the most part, and when the 
paper-rouble still has not lost all of its purchasing power. What will be the future 
fate of those thousands of billions (trillions) of paper-money that were put into 
circulation during the preceding years?

The answer to this question is not difficult, if we take into account the scale of 
the territory in which paper-money retains its importance as a means of circula-
tion. This territory mainly includes the peasant’s exchanges with the craftsman, 
involving that part of agricultural products that are do not go through Narkom-
prod, together with those products of the craftsman that are not controlled by 
organs of state-distribution. In the first period following the end of paper-money 
issues, their decline will automatically continue. Then, a turning point will come, 
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and the rate of decline will either slow down markedly or come to a halt. This 
will quickly lead to a situation in which the holders of money will be in no par-
ticular rush to dispose of it, because holding it will not involve the same losses 
as before. As a result, billions worth of money from the channels of circulation 
will begin to be kept in money-boxes, which will decrease the weight of the mass 
of money on the market and then cause its further strengthening. Even a rise in 
the rate of paper-money is possible if the scale of petty production and, in par-
ticular, the quantity of values entering the free market, were to increase (on the 
basis of a temporary expansion of crafts, an improved harvest, and a rise in 
the peasant-economy). Moreover, an expansion of foreign trade might also raise 
the demand for Soviet paper-money. With the defeat of Wrangel, we already see 
a brisk decline in the rate for ‘tsarist’ money and better circumstances for Soviet 
money. This could have some influence on the rate of the Soviet rouble within 
the country, especially if there is a reduction in the issue of new billions. Thus, an 
end to paper-issues by the state not only will not finish off, but might even revive 
the paper-rouble in the free market, its native element, during the early years.67

A new cycle in the decline of paper – in this case, an irreversible and fatal 
decline – will be connected with the success of large-scale socialist industry at 
the expense of handicrafts. When the state gradually finds itself in a position 

67. In his previously-cited article on money, comrade Larin writes, among other 
things, about money withering away:

‘Money, as the sole measure of value, is already generally ceasing to exist. As the 
means of payment, money will complete its withering away when the Soviet state 
resolves the task of naturalising its relations with the peasantry in the area of procur-
ing agricultural products . . . and when the actual increase of all rations to workers and 
employees relieves them of the need to turn to the Sukharevsky. We can foresee both of 
these things happening, and they might be resolved even in the coming years. And then 
money will also lose its importance as a store of value and will only remain as what it is 
in reality: coloured paper’.

To think that, with naturalisation of wages, money will become just paper throughout 
the whole country, is the same as expecting that within a few years commodity-exchange 
for money will also end between the peasant and the craftsman. This kind of optimism is 
completely without foundation. It will take more than a few years for socialist large-scale 
industry to squeeze out the craftsman, and this means that trade between the peasant 
and the craftsman will continue for a long interval of time. Perhaps Soviet money will 
be spontaneously squeezed out of use, but tsarist and Kerensky-notes, which are avail-
able in limited quantities, are far from becoming ‘coloured paper’, all the more so when 
we remember that, even with the naturalisation of wages, we can expect, for a certain 
period, a recovery of exchange between the worker and the peasant in connection with 
the need of urban dwellers to acquire agricultural products of secondary importance 
from the peasant, products that are not available through state-organs, insofar as they 
may be obtained from the peasants in exchange for part of the worker’s pay. For exam-
ple, the worker sells part of the calico he receives and purchases cream, cheese, and 
so on. All of these operations may require a supplementary increase in the quantity of 
money in circulation.
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to serve the peasant better than the handicraftsman does, and can assure him 
better terms and better quality, the free market will then begin to die out, along 
with its declining importance for the peasant-farm and the squeezing out of the 
artisan by the socialist factory. And since this process will not just occur sponta-
neously, as it did under capitalism, but, instead, will be energetically promoted 
by the state’s economic organs (for example, conscripting the artisans for work 
in large-scale industry after they have already become redundant in terms of 
a system of social economy), the dying out of the free market, the draining of 
this final swamp in which billions of paper-fish are already at death’s door, will 
proceed very quickly. The rate on paper-money will fall precipitously, and at that 
point it will die once and for all.

The naturalisation of workers’ wages and the introduction of workbooks, in 
accordance with which the employees and workers of the socialist state will 
receive from the state the products that they require, together with the intro-
duction of record-books for the peasants, who turn over their surpluses to the 
state to acquire industrial products, will by no means rule out the possibility 
of introducing a special kind of short-term accounting unit such as cheques or 
coupons. Such tokens will probably have to be introduced for the convenience of 
distribution so that every worker-consumer might acquire the quantity of prod-
ucts he needs, taking into account his individual preferences. Suppose the state-
cooperative warehouses have textiles, shoes, candy and toys for distribution, and 
suppose, on average, that each worker makes a monthly trip to the theatre, and 
so on. If coupons are distributed for all of these products and entertainments, 
then one person will prefer to get an extra pound of sugar; another an extra 
arshin of textiles; a third will prefer to go to the theatre twice rather than once, 
forgoing some food-product; a fourth will prefer to give up his turn at the theatre 
in favour of an extra dozen eggs; a fifth will want to get two poods of apples from 
the peasant instead of footwear, and so on. Use of coupons for such exchanges 
between consumers changes nothing in the system of distribution as a whole 
or in the quantity of products subject to distribution, but, at the same time, it 
does leave sufficient room for more complete satisfaction of individual wants. 
Consequently, the issue of such cheques or coupons, with a designation as to 
which products they can be used to buy, or else with no such designation, only 
an indication of the coupon’s labour-value – there is such a mass of the most 
varied products that it would be neither possible nor sensible to designate what 
each coupon can buy – such issue will certainly be necessary throughout the 
whole prolonged period when socialist society will not yet be able to give every 
worker everything he requires in the way of consumption. This kind of coupons 
and their exchange will play an essential role as a certain corrective to the norms 
of socialist distribution.
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Money, as a means of circulation and accumulation, will die out together with 
the commodity-economy, but its one positive aspect – the opportunity that it 
gives to each person to acquire first, and in greater measure, the things that he 
needs most (within certain limits, to be sure) – this aspect will be preserved 
through introducing a system of coupons in duly considered proportions.

E. Preobrazhensky




