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Ap pen dix I
Eco nomic Cal cu la tion Un der So cial ism

Ev ery thing brought for ward in fa vour of So cial ism dur ing the last hun dred
years, in thou sands of writ ings and speeches, all the blood which has been spilt
by the sup port ers of So cial ism, can not make so cial ism work able. The masses
may long for it ever so ar dently, in nu mer a ble rev o lu tions and wars may be
fought for it, still it will never be real ised. Ev ery at tempt to carry it out will lead
to syn di cal ism or, by some other route, to chaos . . . .

     —Lud wig von Mises1

In a sense, this book is about so cial ism—about its ef fects, ways to re duce or
avoid them, and the rel e vant in ter na tional law con cern ing it. For po lit i cal risk is
the risk of gov ern ment in ter ven tion with prop erty rights, and so cial ism, prop erly
un der stood, is best de fined as “an in sti tu tion al ized in ter fer ence with or ag gres sion
against pri vate prop erty and pri vate prop erty claims.”2 Thus, po lit i cal risk en dan -
gers pri vate in vest ment just as full-scale so cial ism makes hu man sur vival im pos si -
ble. The eco nomic case against so cial ism is thus briefly sum ma rized in this
Ap pen dix.

With the col lapse of so cial ism, main stream opin ion is fi nally be gin ning to re al -
ize that so cial ism, in ad di tion to be ing im moral and waste ful of hu man life, sim ply
does not work. The col lapse of so cial ism co mes as no sur prise to the Aus trian
school of eco nom ics as de vel oped by the great econ o mist, Lud wig von Mises.
Over seven de cades ago, at the dawn of So viet so cial ism, Mises pro vided a sound
ex pla na tion of why so cial ism sim ply can not work.3 Al though Mises’s amaz ingly
pre scient ideas have, un for tu nately, been ig nored for de cades by es tab lish ment
think ers, Mises has fi nally been vin di cated by the uni ver sally (if be lat edly) ac -

AP PEN DIX I • ECO NOMIC CAL CU LA TION UNDER SOCIALISM 1

1 LUD WIG VON MISES, SO CIAL ISM: AN ECO NOMIC AND SO CIO LOG I CAL ANAL Y SIS 113,
117, 118 (J. Kahane trans., LibertyClassics 3d rev’d ed. 1981) (pp. 131, 135, 137 of the 1951 en -
larged edi tion) (first pub lished in Ger man un der the ti tle Die Gemeinwirtschaft:
Untersuchungun über den Sozialismus (Jena: Gustav Fischer, 1922)).

2  HANS-HERMANN HOPPE, A THEORY OF SO CIAL ISM AND CAP I TAL ISM 2 (1989).

3 See note 1, su pra. Mises’s ar gu ments against the pos si bil ity of eco nomic cal cu la tion un der so -
cial ism were first pub lished in an ar ti cle in 1920, un der the ti tle Die Wirtschaftsrechnung im
sozialistischen Gemeinwesen, in vol. 47 of ARCHIV FÜR SOZIALWISSENSCHAFTEN (1920),
cur rently avail able as LUD WIG VON MISES, ECO NOMIC CAL CU LA TION IN THE SOCIAL IST
COM MON WEALTH (Lud wig von Mises In sti tute 1990) (1920).
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knowl edged fail ure of so cial ism.4 It is now ob vi ous that the moral ba sis for so cial -
ism is a sham, al though its ef fects still lin ger.

In 1920 Mises pub lished his dev as tat ing cri tique of so cial ism, “Eco nomic Cal -
cu la tion in the So cial ist Com mon wealth.”5 Mises showed that, be sides the
well-known in cen tive prob lem of so cial ism (e.g., get ting peo ple to per form un -
pleas ant, un glam or ous jobs such as trash col lect ing)6 the cen tral plan ner can not
know what prod ucts or how much of them to or der to be pro duced, with out the in -
for ma tion pro vided by prices on a free mar ket. In a free mar ket with pri vate own er -
ship of prop erty, the free ex change of goods by in di vid ual hu man ac tors
es tab lishes rel a tive prices, in terms of money (which his tor i cally was gold and
other pre cious met als). As Mises showed, these money prices are the in dis pens able 
tool of cal cu la tion for ra tio nal co or di na tion of scarce re sources.7 With out mar ket
prices, how can a cen tral plan ning board know what or how many prod ucts to pro -
duce, with which tech niques and raw ma te ri als, and in which lo ca tion? These and a 
prac ti cally in fi nite num ber of ques tions are sim ply un an swer able with out the in -
for ma tion pro vided by mon e tary prices. As Murray N. Rothbard con cisely
ex plains:

Mises dem on strated that, in any econ omy more com plex than the Cru soe or
prim i tive fam ily level, the so cial ist plan ning board would sim ply not know what 
to do, or how to an swer any of these vi tal ques tions. De veloping the mo men tous
con cept of cal cu la tion, Mises pointed out that the plan ning board could not an -

2 PRO TECTING FOR EIGN IN VEST MENT UNDER IN TER NA TIONAL LAW

4 See Ger trude E. Schroeder, The Dis mal Fate of So viet-Type Econ omies: Mises Was Right, CATO
J. v11 n1 (Spring/Sum mer 1991) p. 13. Rob ert Heilbroner, an avowed dem o cratic so cial ist, has
also ad mit ted the tri umph of cap i tal ism and Mises’ pre science. “Less than sev enty-five years af -
ter it of fi cially be gan, the con test be tween cap i tal ism and so cial ism is over: cap i tal ism has won.”
Rob ert Heilbroner, The Tri umph of Cap i tal ism, THE NEW YORKER, Jan. 23, 1989, p. 98, 98. “It
turns out, of course, that Mises was right.” Rob ert Heilbroner, Af ter Com mu nism, New Yorker,
Sept. 10, 1990, p. 91, 92. See also Mark Skousen, “Just be cause so cial ism has lost does not mean 
that cap i tal ism has won”: In ter view with Rob ert L. Heilbroner, FORBES, May 27, 1991, p. 130.
Heilbroner had pre vi ously dis missed Mises’s ar gu ments, help ing to spread the myth that Mises’s 
anti-so cial ist claims had been “de mol ished” by so cial ist the o rists re spond ing to Mises’s ar gu -
ments. See ROB ERT HEILBRONER, BE TWEEN CAP I TAL ISM AND SO CIAL ISM 88-93 (1970).
In this work, Heilbroner claimed that Mises was wrong, that so cial ist eco nomic cal cu la tion was
pos si ble, and that the “su pe rior per for mance” of so cial ism would “soon re veal the out moded in -
ad e quacy of a free en ter prise econ omy.” See also Maureen John son (AP), Over haul prom ised
for La bor, THE PHIL A DEL PHIA IN QUIRER, Thurs day, Oct. 6, 1994, p. A10, which re ports that
the new leader of Brit ain’s so cial ist La bor party, Tony Blair, plans (as of Oc to ber 1994) to over -
haul his Party’s prin ci ples. The ar ti cle re ports that “Blair also sig naled that he will drop the left’s
most cher ished maxim: a party clause ad vo cat ing ‘com mon own er ship of the means of pro duc -
tion.’”

5 See notes 2 and 4, su pra. See also LUD WIG VON MISES, HU MAN AC TION: A TREA TISE ON
ECO NOMICS 200-31, 695-715 (3d rev’d ed. 1966) [here in af ter, Mises, Hu man Ac tion]; Murray
N. Rothbard, The End of So cial ism and the Cal cu la tion De bate Re visited, 5 REV. AUS TRIAN
ECON. 51 (1991).

6 Rothbard, su pra note 5, at 51 (dis cuss ing the in cen tive prob lem).

7 See Mises, Hu man Ac tion, su pra note 5, at 259. On the pro foundly moral na ture of money, see
AYN RAND, The Mean ing of Money, in FOR THE NEW IN TEL LEC TUAL (Sig net 1961).
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swer these ques tions be cause so cial ism would lack the in dis pens able tool that
pri vate en tre pre neurs use to ap praise and cal cu late: the ex is tence of a mar ket in
the means of pro duc tion, a mar ket that brings about money prices based on gen -
u ine profit-seek ing ex changes by pri vate own ers of these means of pro duc tion.
Since the very es sence of so cial ism is col lec tive own er ship of the means of pro -
duc tion, the plan ning board would not be able to plan, or to make any sort of ra -
tio nal eco nomic de ci sions. Its de ci sions would nec es sar ily be com pletely
ar bi trary and cha otic, and there fore the ex is tence of a so cial ist planned econ omy 
is lit er ally “im pos si ble” (to use a term long rid i culed by Mises’s crit ics).8

Thus, “[t]he par a dox of ‘plan ning’ is that it can not plan, be cause of the ab sence
of eco nomic cal cu la tion. What is called a planned econ omy is no econ omy at all.”9

De fenders of so cial ism of ten coun tered with the bare fact of the So viet Un ion’s ex -
is tence and “suc cess” as dis proof of the con ten tion that so cial ism is im pos si ble.
How ever, as Rothbard points out, So viet GNP and other pro duc tion fig ures re lied
upon as ev i dence of the USSR’s suc cess were wholly in ac cu rate and de ceit ful—as
the fi nal col lapse of so cial ism has made man i fest. Fur ther, the So viet Un ion and
other so cial ist coun tries have never en joyed com plete so cial ism, for de spite their
best ef forts to stamp out in di vid ual ini tia tive, free trade, and pri vate prop erty, the
ex is tence of black (i.e., free) mar kets and brib ery is wide spread, which pre vent so -
cial ism from com pletely con trol ling and thus stran gling the econ omy. Also, these
so cial ist econ o mies ex isted in a world con tain ing many rel a tively cap i tal ist mar -
kets, such as that in the United States. Thus, the so cial ist plan ners were able to par -
a sit i cally copy the prices of the West as a crude guide line for pric ing and al lo cat ing 
their own cap i tal re sources.10 To the ex tent true so cial ism was able to be im posed
on the pop u lace, eco nomic cal cu la tion there un der was im pos si ble and the peo ple
suf fered ac cord ingly.

Thus, a pros per ous so ci ety is only pos si ble if, and to the ex tent that, pri vate
prop erty and free mar kets are re spected and per mit ted to flour ish.11 By the same
to ken, po lit i cal risk in a given coun try is min i mized to the ex tent that it re spects the 
in ves tor’s prop erty rights.

AP PEN DIX I • ECO NOMIC CAL CU LA TION UNDER SOCIALISM 3

8 Rothbard, su pra note 5, at 52-53.

9 Mises, Hu man Ac tion, su pra note 5, at 700.

10 Id. at 73-74. See also Mises, Hu man Ac tion, su pra note 5, at 702 (dis cuss ing the use of West ern
price sys tems by so cial ist gov ern ments).

11 For fur ther dis cus sion of the prob lem of eco nomic cal cu la tion un der so cial ism, see COL LEC TI -
VIST ECO NOMIC PLANNING (F.A. Hayek ed., 1935); DON LAVOIE, RI VALRY AND CEN -
TRAL PLANNING: THE SOCIAL IST CAL CU LA TION DE BATE RE CON SIDERED (1985); DAVID
RAMSAY STEELE, FROM MARX TO MISES: POST-CAP I TAL IST SO CI ETY AND THE CHAL -
LENGE OF ECO NOMIC CAL CU LA TION (1992); idem, Posing the Prob lem: The Im pos si bil ity of
Eco nomic Cal cu la tion un der So cial ism, 5 J. LIB ER TAR IAN STUD. 7 (1981); TRYGVE J.B.
HOFF, ECO NOMIC CAL CU LA TION IN THE SOCIAL IST SO CI ETY (Lib erty Press 1981) (1949).
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