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How Capitalism Works
The definition for 

capitalism is well argued, 

with many different ways of 

describing, however 

essentially it is always 

referred to being a ‘natural’ 

social system based around 

the understanding that the 

individuals of society have 

the rights to their own 

wealth and property if they 

have earned it.

 Another key factor is 

that the government plays 

no hand in the economics of 

capitalism, similarly to how 

the government has no 

hand in the church or 

religions. Capitalism lives 

and thrives off of a free 

market that is regulated by 

supply and demand. It is 

said that an invisible hand 

controls the free market, a 

metaphor conceived by 

Adam Smith. 

 Most importantly, the 

capitalist system commands 

political freedom, or in other 

words, it is laissez-faire.

Laissez-faire is a term 

often thrown around in 

respects to capitalism, and 

is considered to go hand in 

hand with the ideology, 

however it isn’t often 

properly explained. It is a 

french word supposedly 

originating back to the head 

of finance under King Louis 

XIV that literally means 

“allow to do”. It is a policy of 

minimum government 

interference in economic 

matters of the public, 

specifically the individuals of 

society.

The foundation of 

capitalism, as 

conceptualized by Ayn 

Rand, is a philosophical 

theory of objectivism, which 

revolves around four main 

principles: Metaphysics, 

Epistemology, Ethics, and 

Politics. This essentially 

implies that facts are facts, 

regardless of wish, desire, 

or hopes, that reason is 

Man’s only way to perceive 

reality and to convey and 

express knowledge, that an 

individual must exist purely 

for themselves, and finally, 

that laissez-faire is the only 

natural way of maintaining 

economy, with absolutely no 

governmental input.

Capitalism works on the 

grounds of personal interest. 

If it weren’t for that, the 

entire system would 

collapse. Arguably it is an 

act of greed, however 

without that foundation of 

personal interest and desire 

for profit, production would 

not be carried out, and 

supply would diminish, 

therefore leaving a demand 

unsatisfied. 

Despite capitalism being 

considered almost a 

synonym to democracy, free 

market, laissez-faire, and 

economic freedom, this is 

not always the case. 

Capitalism is simply a theory 

for gaining profit for service. 

During post civil war Russia 

under the lead of Lenin, 

capitalist incentives were 

introduced, a form of partial 

capitalism, similarly that of 

how following the failure of 

the Great Leap Forward, 

Deng XiaoPing introduced 

Capitalist incentive to 

destabilize China. In both 

cases, capitalism was 

introduced into distinctly 

Communist countries, thus 

presenting another well 

discussed argument: is 

Capitalism better than 

Communism?

“When I say capitalism, I mean full, pure, 

uncontrolled, unregulated, with a laissez-

faire capitalism-with a separation of state 

and economics, in the same way and for 

the same reasons as the separation of state 

and church.” - Ayn Rand
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Capitalism has met many 
criticisms over the decades, and 
one of the most prominent 
arguments was that Capitalism 
would lead to the gradual 
impoverishment of the working 
class. The concept of equality is 
completely paradoxical to the 
concept of capitalism. The minority 
of the population rises to a position 
of great wealth and power while the 
majority of the population decent 
well below, many reaching well into 
and beyond the poverty line. More 
than 16% of American households 
find themselves unfortunate 
enough to belong under that line, 
and about 27% for British 
households. 

Poverty is a pressing issue, and 
one that is swept under the rug by 
Capitalist media, much more so in 
first world countries than in third 
world countries. It is taken for 
granted there are people who are 
underprivileged, however most 
people don’t consider just to what 
extent this reaches. In Canada, on 
average, for every dollar earned, 
another $1.53 is collected in debt. 
Essentially, poverty is defined by a 
household living off $2USD or less, 
and in 2011, this number is around 
165 million households, a 160% 
increase from statistics gathered in 
1996. 

Another injustice of Capitalism  
lies in the fact that if true Capitalism 
were ever attained, with absolutely 
zero input from the government, we 
would exploit each other to an 
extent that we wouldn’t be able to 
consider one another human. 
Capitalism, in its truest form would 
show no distaste to child labour, to 
sweatshops, to people dying at 
their job from harsh conditions, 
child trafficking, underaged sex 
prostitution, because arguably, it 
can all be justified as the pursuit of 
individual profit.  Because of the lax 
nature of Capitalism, should it ever 
be fully achieved, society would be 
in ruins. It would dehumanize us on 
an interconnected basis.

Criticisms of Capitalism
“Money is the cause of 
poverty because it is the 
device by which those who 
are too lazy to work are 
enabled to rob the workers 
of the fruits of their own 
labour.”-Robert Tressell
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There are key aspects of 
Capitalism that are necessary for it’s 
success, and of these, many would 
argue are ineffective in the first place:

1. Trust the Market
The theory behind this is that if 

there is a lapse in production, another 
end will compensate. In simpler terms, 
problems that arise from Capitalism 
are best left untouched because they 
will self correct. Behind the concept of 
‘trusting the market’, there is the 
implication that disorder will rarely 
occur or be instantaneously repaired 
or resolved, however history stands 
and begs to differ. The Capitalist 
market is prone to extreme 
fluctuations and recessions. 
Unemployment rates fluctuate just as 
the economic market, wavering from 
between 4% and 11% over the past 
10 years in just America alone.  

2. Encouragement of Ethical 
Behavior

A conception that ethical, moral 
action is made in companies, firms, 
and production organisations, in turn 
conceptualizing that greed and 
selfishness won’t overtake the aims of 
the firm, however this is rarely ever 
the case. It completely contradicts 
Hobbes's theory of the nature of 
Human beings, which thereby states:

‘This account of human nature 
emphasizes our animal nature, leaving 
each of us to live independently of 
everyone else, acting only in his or her 
own self-interest, without regard for 
others. This produces what he called 
the "state of war," a way of life that is 
certain to prove "solitary, poor, nasty, 
brutish, and short." While we aspire to 
have a society of equality and 
freedom, Capitalism is no such thing, 
and in actuality, it revolts against such 
things.

3. Government Regulation (as a 
way of maintaining humane working 
conditions, bearing in mind individual 
safety and welfare)

	 First and foremost, 
this automatically takes away from 
what Capitalism actually stands for, 
and therefore results in a sub-version 
of it. Moreover, the aim of said 
regulation is to push externalities back 
unto the people who are causing it, ie. 
putting caps on what land can be 
worked on industrially or regulating 
pollution outputs. If it weren’t for this 
regulation, assumably, externalities 
would be made without care, and 
there would be no effort to maintain 
resources or preserve life. If it weren’t 
for government intervention, humanity 
would meet a new paradigm of misery, 
thus illustrating the shortcomings of 
the capitalist system. On top of all 
that, because each and every 
externality is so different, government 
issued regulations are rarely broad of 
precise enough to address all of them, 
therefore even with guidance from 
government, Capitalism manages to 
find itself with painful shortcomings. 
Going back to point two, about 
encouraged ethicality, most firms, 
businesses, and companies strive to 
take advantage of the regulation 
shortcomings and exploit them purely 
for their own benefit, thus providing 
another piece of evidence in regards 
to said matter. 
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To many, the concept of 

communism (Marxism) is idealistic, 

yes, but is a synonym to ‘flawed’. One 

of Capitalism’s greatest shortcoming is 

its dehumanizing factor, but this 

appears only more so within 

Socialism. Socialism rotates firmly 

around keeping the economy stable, 

but it fails to take culture, tradition, 

gender, age, and just about every other 

aspect of social difference into 

account. Marx’s concept of socialism 

is too simplistic and doesn’t take into 

consideration the pure dynamics of 

society and how that will be affected 

by co-joining everything under the 

word ‘class struggle’.

 In the history of the 

world, there has never been ‘true’ 

socialism or communism, just as there 

has been no true capitalism, however, 

in each case that an interpretation of 

socialism had been used as the base of 

economy and government (the USSR, 

North Korea, Cambodia, and China), 

human rights have been severely 

neglected. From example, arguably, 

communism goes hand in hand with 

‘dictatorship’, with communist leaders 

massacring immense numbers of 

their populations in the name of 

communism and their country. 

Joseph Stalin was responsible for 20 

million deaths in the USSR during his 

reign of power (although this number 

varies between 20 million and 60 

million depending on what source you 

gather your information from). For 

Mao ZeDong, this number was 45 

million, and this was just during the 

great leap forward alone. 

Criticisms of Socialism
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Socialism is not to be confused 
with Communism. Remember that 
socialism applies to only economic 
systems and communism applies to 
both political and economic systems. It 
is important to understand that 
communists are against the idea of 
capitalism whereas socialists believe 
socialism can exist within a capitalist 
economy.

Marx argued that it was not 
possible for societies to naturally 
develop into a socialist or communist 

state. Class struggle would be 
unavoidable, but should the working 
class be unable to remove the ruling 
class, society could languish and 
continue to exist in an unproductive 
system. However, Marx also believed 
that aid from more advanced societies 
could assist a state into skipping the 
revolutionary stages and achieve 
socialism.

Marx’s Concept of Socialism
Socialism - It is a way of organising 
an economic system in which 
production and exchange are 
subject to being regulated by the 
government rather than by 
individuals. Officials make decisions 
in the name of the society and the 
goal is to generate money which 
can be used to benefit members of 
the society.

Communism - It is a method of 
organizing society in which there is 
no privately owned property and all 
forms of labor and production is 
shared between all members of the 
society.

Hegelian Dialectic (as directly stated 
by thefreedictionary.com) is an 
interpretive method in which some 
assertible proposition (thesis) is 
necessarily opposed by an equally 
assertible and apparently 
contradictory proposition 
(antithesis), the contradiction being 
reconciled on a higher level of truth 
by a third proposition (synthesis).“From each according to his 

abilities, to each according to his 
needs.” - Karl Marx

The Communist Manifesto 

was written by Karl Marx and 
Friedrich Engels.

http://www.thefreedictionary.com/thesis
http://www.thefreedictionary.com/thesis
http://www.thefreedictionary.com/antithesis
http://www.thefreedictionary.com/antithesis
http://www.thefreedictionary.com/synthesis
http://www.thefreedictionary.com/synthesis
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Vladimir Ilyich Lenin (1870-1924) 
expanded Marx’s economic ideas and 
contributed to the theory through 
political organisation. His main ideas 
included democratic centralism and he 
was convinced that the freedom to 
form factions to represent their 
opinions should be granted to all 
members of the party; but because of 
the inefficient system in Tsarist Russia, 
the party could only function through a 
centralised way, and this meant that 
should a decision be made, all members 
of the party were expected to support 
it. Lenin also supported the fact that 
the interests of the working class and 

the capitalist class cannot be 
reconciled.

Marx developed an idea which 
consisted of a series of stages which 
depicts Marx’s ideas of permanent 
revolution. He called this the Marxist 
Theory of Stages. Lenin insisted that it 
was possible to jump through these 
stages and advance from the end of 
feudalism in Russia to the beginning of 
the fabrication of socialism.

When Lenin returned from exile in 
1917, he pushed the Bolsheviks to 
overthrow the Provisional Government 
and acted as Prime Minister form 1917 
to 1924.

Contributions of Vladimir Lenin
“The oppressed are allowed 
once every few years to 
decide which particular 
representatives of the 
oppressing class are to 
represent and repress them in 
parliament.”
- Vladimir Lenin

Lenin led the Bolsheviks and 
the Bolsheviks fought against 
the Mensheviks, who were led 
by Julius Martov. Contrary to 
Lenin’s ideas of a vanguard 
party, the Mensheviks wanted 
a large and loosely organized 
mass party.

Lenin believed in the need of a 
small vanguard party of 
committed revolutionaries. He 
defined the compulsory 
components for a socialist 
revolution. He also developed 
the idea of revolutionary 
defeatism, in which an 
imperialist war is transformed 
into a class war with the 
intention of overthrowing the 
capitalist class.
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Maoism, Stalinism, Trotskyism, Social Democracy...

Other Forms of Socialism: Maoism
“Political power grows 

out of the barrel of a gun.” 
- Mao ZeDong

Before the establishment 
of the Chinese Communist 
Party in 1921, China suffered 
from a lack of unity and was 
politically precarious during 
the early 20th century. 

Mao was convinced that 
“political power grows out of 
the barrel of a gun” and 
insisted that violence was 
the sole solution to secure 
change in China. He believed 
that in order to succeed, 

communist, must first be 
established among the 
Chinese peasants and 
therefore, he attempted a 
revolts in his native province, 
Hunan. This revolt was 
suppressed and Mao brought 
his supporters to the remote 
mountains of Jinggangshan 
and consequently formed the 
communist Red Army.

The Red Army, unlike 
the Guomindang Army, 
assisted the peasants and 
followed the ‘Six Principles of 
the Red Army’. They were 
dependable and well-discipline.

“Six Principles of The Red Army”
✓ Put back all doors when leaving a house

✓ Rice-stalk mattresses must all be 
bundled up and returned

✓ Be polite. Help people when you can

✓ Give back everything you borrow, even 
if it’s only a needle

✓ Pay for all things broken, even if only a 
chopstick

✓ Don’t help yourself or search for things 
when people are not in their houses

- “My mind was a curious 
mixture of ideas of liberalism, 
democratic reformism and 
Utopian socialism.”
  Mao ZeDong

Mao first worked as a 
laundryman in Shanghai, 
where he read The 
Communist Manifesto, and 
formulated his own variation 
of communism. 

His interpretation of 
Marxism-Leninism was first 
acknowledged as Mao ZeDong 
Thought and is now known as 
Maoism.

Mao understood the 
important in a large number 
of peasants as he believed 
that they could overthrow 
capitalism and create 
socialism in a society. The 

idea of a ‘two-stage 
revolution’ was explained in 
his ‘On New 
Democracy’ (1940). He stated 
that although elements of 
the bourgeoisie were allowed 
during the first revolution, 
nationalisation and 
collectivisation of all private 
property and resources 
would occur during the 
second revolution. He also 
prompted voluntarism, mass 
mobilisation and self-
criticism. Mao’s beliefs 
eventually brought 
destruction to his people.

http://www.brainyquote.com/quotes/quotes/m/maozedong137206.html
http://www.brainyquote.com/quotes/quotes/m/maozedong137206.html
http://www.brainyquote.com/quotes/quotes/m/maozedong137206.html
http://www.brainyquote.com/quotes/quotes/m/maozedong137206.html
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Maoism, Stalinism, Trotskyism, Social Democracy...

Other Forms of Socialism: Stalinism, Trotskyism

Life is not an easy 
matter... You cannot live 
through it without falling into 
frustration and cynicism 
unless you have before you 
a great idea which raises you 
above personal misery, above 
weakness, above all kinds of 
perfidy and baseness.

- Leon Trotsky

Leon Trotsky disagreed 
with Lenin’s system as he 
believed that it would allow 
an individual to become a 
dictator over the party. 
However, both he and Lenin 
accepted that it was 
plausible for a society to 
move through the 
revolutionary stages quickly 
and end up in the socialist 

phase.
Trotsky developed 

the theory of 
‘permanent 
revolution’ and 
this theory was 
shared by most 
leading 
Bolsheviks. 

Trotsky’s opponents 
insisted that the concept of 
‘permanent revolution’ would 
cause unrest in the 
surrounding capitalist states 
and this in turn, will lead to 
more foreign intervention. 
And Stalin’s ideology of 
‘Socialism in one country’ 
claimed to be able to give 
the people the peace they 
deserved after years of 
turmoil. He claimed that this 
was an idea of a ‘Marxist-
Leninist’ conformity. He 
states the Trotsky has 
always opposed this idea.

Stalin and his followers 
refused the idea of socialist 
democracy in favor of a 

one-party state. His 
concepts placed the interests 
of the Soviet Union above 
the campaign for world 
revolution.

Stalin was intent on 
maintaining control of armed 
forces, the party and 
society. He made himself 
Supreme Commander and 
demoted other high-ranking 
army officers.

Stalin also made sure 
that other leading party 
members were excluded 
from decision making 
processes right after the 
military had been brought 
under control.

Under Stalin’s rule, the 
Soviet Union became a 
dictatorship.

Leon Trotsky

Leon Trotsky
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