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CHAPTER ONE

IN THE BEGINHING

BEGREE e




THs «CONGHMIC THUORY OF SOCIALISM

CHAPZLR OHS iE TH4 BuGLENING

There i8 & philosophical theory identifying 1ife with
change. The process of evolution is onc of encountering and
dealing with obstacles, of victory and defeat, of progress and

regress, but slways of & changing of the stutus quo. Upon

arrivel at Utopla, where no change ean be for the better, the
procegs stops, and 1ifes ends. Thiz reslizotion of the truism
that living is striving recurs agsin snd sgedin in modern
civilinotion where forees arc ever ab work to change the course
and direction of tﬁa senrch for h&pnihaas. It is the pur?ose
of this thesis to exapins ond cnolysze the theoretieal soundnuss
and practicabiiity of soeciclism - of chunge from the pruscnt
capltulist systen of ccoonomics.

The funciion of the economist is $0 stvdy cnd understaend
the nochinery of productiion, distribution, and comsumption, and
with the knowledge thus guined to sdvise methods of soclal opele-
ioration. It is, therefors, his urgent duty W investigite the
sconomic efficaey of the type 6f wholesule planning for -
improvement that is advocated by sociclist puriies which sre
becoming more powerful im contemporury dritish und Canullzn
politics. I

Both copitelism and sociallism are attemptg to solve the
contral economic problem, viz. the rotiomal zliloention of scarce

resources among sliernstive uses. It fdllows 16@16&113 that the



better systen, economically speaking, will be the one with the
better solution. 3By gluncing around the industrial world ome
can see how much, or how 1little suceess caplialism is héving
with ﬁtm sojution. Unfortunately, there is no lasboratory in
which to test socialism by‘ﬁuplicatinn of «ll contributory
factors. |

aven without some such practical procf, socizlists present
a strong case to show that thelr systen, by doing sway with
gpecific capitallist inatitutions, will rewmove the cvil effects
gencroted thereby. The first step towerds clsrification of
the issue would thus scem 1o be $o expsnd the key words of
that 1z8% sentence: "institutions™, and "e¢ffects". Therufore,
there follows u brief imspection of eepltulism,locking first a#
its basic philosophy snd then st the evident results of its
applicztion. Zerhaps there will emerge & more positive znswer
$0 the cuestion whether the ¢mrse rprescribed by sociaslista is
satisfactorye

The institutions which churacterize capltalism are freedom
of contract wnd private ownership of property. Eheae'give the
individual the right to use or exchonge anything of cconomic
siznificance he may own in ony woy he pleases. “nd thet
statement leads %o tha very ccre of capitslist philoscophy - the
belief that the eqguilibdrium of rationcl sllocstion e-n be
arrived at without comscious control over the operation of
the systems. This involves an assumpiion bn the part of the
capitalist that ceonomic life is self-cquilibrating, implying

that, in order to satisfy human needs and purposes, sll that is



-

necessary is to allow cach individusl, in his capacity as sn
geonomic agent, to act only in his own self-intercat. His
freedom to pursue his private profit Wili bliné him tc the
consequences of his scts upon others. To uphold such ideas is
to believe that order is so preordained in humen affuirs, that
uncontrolled individuzl action will produce universsl scononic
ophelimity. This seems $¢ be at the root of the troubles of
the capitalistic worlde.

Lsving surveyed the foundetions, ong is not surprised
to find evident manifeataﬁions of cconomic chaos in the modern
worl&ﬁ the waste of natursl resgurces, the anplig&tién of
effort, the disharmony of regional distribution, the pauperization
of labour, and above zll that disastrous sconomic rollercosster
called the business cycle. It would scem that the sapitalist
economic philosophy, that fruedom brings order, has contributed
largely to o partiasl negstion of order. Where is the economie
baimony thoet orthodox economists predicted would follow from
the adoption of the doctrine of laisser-fuire? The answer
‘40 that is simple: the balance of an ideal economie struchure
depends upon postulates of free acmp&titian.which imperfectly
reflect present conditions. It is necessury %o use care in
exapining the system,viewing it as 1t is rather thun as it~
mizht be. ' |

The imporitonce of time im equilibrium onalyszis demands
that attention next be focussed upon the difficvliies of
. disecﬁnting the future. hen thuet is the responsibility of
the individual, 88 in eapitslism, proper eéveluation becomes

unlikely. The pressure of the computitive msrket, which



forces the incfficlent entreprencur out of business, brings
man's inherent capacity for e¢rror to the fors, because
producers oust base their plons on estimates of future

demands aﬁd future costss The more complex znd costly industry
becomss, the more diversified and varied is demend and the
more difficult the problem of accurate foresight. Yoreover,
pistakes will multiply with the opportunity for theme The
conclusion, therefors, secus werranted thoat both incrsased
productivity and dynumic aiétnrb&nnas must be sccepted us being
jpevitable resulte of 8 high degree of differentiation in an
individualistic world.

4ind now let us go one step further in investigating the
importance of. individusl estimate in inﬁaﬁtmgnt policy. VWhile
capital movement will turn on changes of sttitude towards
investment on the part of individusls engaged in the momfacture
of sa@iﬁﬁl goods these individusls do nbt sct as isolated units.
%hat sctuclly happens is that meny follow the lead of one
egapbain of industry, and cause é disproportionate swing in
invegtment « & Jerk in industrial development.

Individusl insccuracy in production decisions is important
by itﬂalf, but it becomes more Important when it is refleeted
in the sctions of some or «ll competitors. 1t is unfortunate
that the field of investment shounld st the same time bo s0
1m§orann% and so liasble to crror because of the extent of the
decisions whick pust be mode. Horeover, the individusl cannot
fail to be ignorant, in some degree, of invesiment in

complementary industries in which an optimum pattern of expasnsion

or contraction will reguire coordinsted celounlation of future



aétivity. ind not only is investment in like indusiries
important, bult also the whole course of capital sccummlation,

in that 1t affects the genmeral price levels 1t i8 too much

to expect of cach individual producer, that he be aware of the
danger and be prepared to counteract the causes of such &
general price shift, by synchronizing his own production pattern
_with those of all other producers. sven partisl ignorsnce will
produce spasmodic development and industrial fluctuations.

All considerations thus far point to the conclusion that
capitelism involves o large messure of cnsrochy. oven if that
wers the whole story it must be remembered that by denouncing
the shorteomings of capitulism one does not prove the benefits
of an slternative aysten. 1% is.on cverprevalent humen weakness
t0 compaere the concrete shoricomings 0f & real thing which we
do possess with the abatract perfections of an imasginary thiﬁg
which we 40 not po8se8B.

But there sre two sides to the storys. The modern cuopitaliss
8tcote is highly'effieient in the technical sense, being capable |
of produeing large quantitics of goods from its resources. This
is shown with striking force by the severc economic maladjusiments
thaet 1t endures without collapse. Think of the luxuries that'
the economy can afford becuuse of technological efficiency:
luxurics 1ike large-scale unemployment, rigid limitution of
production and trade, snd actucl destruetion of goods already
produced. These commonplace festures of the last depresscion,
however grim they may have secmed to the new world, were

éelativaly mild. Dissstisfaction at the standards of the poorer



sections of scclety must be tenmpered by the consideration
that these compare favourably with those of the individusl in
many periods of history. The alternative could be worse.

And now, before at&rtigg on the main body of the argument,
it would be wise to present 2 formul definition of sccislism.
The one selected is from the writings of He. Ds Bﬁekinson:ll)
"3o0cialism is an scononie oxganizutxun of soclety in which the
material mecuns of production sre owned by the whole comrmnity
snd operstsd by organs representative of snd responsible to the
commnl ty according %o a genersl economic plan, =ll members of
the commuaity being entitled to benelfit from the results of such
‘socialized planned production on the basis of equal righis.”

Zhe cammon end of all socialism is the improvemsnt of the
position of the property-less classes of sociciy by a redistribution
of incope derived from properiys

This thesis is not intended se an eXposé of capitalism.

The remarks above zre in the nature of reminders that our present
set-up is not perfect. If sociallsm is to be given the
opportunity to experiment on improvement, and pelitlesl trends
indicate that this is not unlikely, there should be a common
understanding of all phases of the debate. It is no part of my
intention to argue pro and con and produce 2 result in favour of
one side or the other, but rather %o review relevant aconnmic

considerations. 4 conscious atiempt will be made 0 avoild

{1) H. D. Dickinson, The .comomics of Socislism, ppe 10-11



hsckneyed and harmful clichSs, o sorape sway the repugnant
layer of propsgenda snd view the sceialist system in the
dispasasionate light of eecmomia theorye.
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CHAPTER TWO

THE PROBLEM

11



12,
CHAPT:R 190 THi PROBLaM

in examination of early ﬂcaialiat’lit&ratnr& leads %o the
surprising eanclusibn that the égpoa@nts of change have neglected
to answer the centrsl sconomic problem, viz. the rationsl
allocation of scarce resources among alternstive uses. Neither
- socialist nor economist had made a definite stutement of the
general principles to be followed in directing the economio
activity of a socialist compunity before 1930n€1)
| The prineipal explunstion of this omission is found in the
labour theory of value which dominated seclislist thought for
80 long, 1t states that labour, aa.the sole gource of wvalue,
is the sole source of incoms. Jayment for work shounld be 4n
notes represcating  some stundard unit to which 21l types of
labour can be reduced. Heward a certain number of hours work
with an equivalent of labour notes, zand sell all products st
2 price corresponding to the number of labour hours recuired
to produce them. Thus there is & simple equivalence and nothing
thﬁt‘aan be eulled & prieing problem.

It is obvious that this Marxian solution is inadequate.
The idea that lsbour is the only aéﬂrae of valne, and thercfore
the only element worthy of comsiderstion in a siate ptiaing
system is demonstrably false. But it is not the purpose of this
yapar 0 refute once more the labour theory of value. Sﬁffiea to
say that belief in this theory was a major cause of the none
exploration of economic problems by cocialists.

{1) He D« Dickinson, The sconomic Basis of Sceislism
2olitical uarterly, Vol. 1, Ho. 4, 1930
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In sddition to the laubour-value fallacy, blame must slso
rest on the karxian methode In the Hinecbeenth Century, the
Clagsical Schoel delved deeply into anslyticsl sconomics in
considering the oémpetitiv& method of distributing asvsilable
resources asmong alternative uses. With %hé eg¢lipase of %hé
Classical School by the Historical, the method of snalysis
vanished temporarily, and with it the allocstion problem it
was 80 well equipped to tackle. ‘

& finel factor causing = rift between sccislism and economics
was Marx's disagreement with the historicsl school on seversl
funﬁaméntals. Herx argued that most economic phenomens arise
not from permunent causes but from porticnlar historiesal
develomments of & transitory nature, What good then is an
snalysis to solve economic problems when the phenomens creating
them are transitory rather than permanent {(in the opinion of the
great leader of sociazlist thought). And his dislectical view
of history influcnced his followers in yet unother direction -
it encouraged s fatulistic bellef thut socisliam was inevitable,
snd that its economif problems wounld solve themeelves {or at
lesst could not be tackled until the soclslists goined politiesl
controll.

With such apathy toward econmomics, it 18 not strunge that
the huﬁdreﬁa of books, pumphlete, snd itreatises on soeislism
are ﬁanaarhaa with history, sociology, ond politicul soicnce.
riters in these ficlds folt, in the first plsce, thst they hud
ingufficient knowledge of technical economics and, in the sscond

place, that the guestion of the desirability of scocislism wos not
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esgsentially on economie one {the latter being an opinion held
hﬁ most economiets who have epplied themselves to the subject
in the lsst ten yearsj.

But if, for the above reaseons, socialisis neglected the
discussion of the central economic problems, what wes ths exeunse
of Marshall and of the Austriazn and Laussnne schools? They
suffered from 2 supersaturstion of capitaelism. Their snalysis
of static equilibrium aaaumé& gapitalist institutions decsuse
they were brought up in that tradition. @heir\aona@ntxatimn
on pure capitolist theory was excusable becuuse they lived in
a éapitaliﬂt £00Nomy. |

A1l of which i8 so mmoh water under the bridge. thatever
the canses which produced neglect of economic principles in
socislist cirecles, that omission hss been rectified to s grest
gxtent. .The honour for bringing the problem to light belongs
to Professor Imdwig von Kises, the great Socislist-baiter, who
threw out the chellenge that rational galeunlation was impossible
igisdﬁimiist goonomy. A8 Oskar L@ﬁg@tlgaxnasﬁiaally remarked:
"Both ag an uxpression of rwaogniﬁibn.far the great service
rendered by him, and 88 o memento of the prime importanse of
- sound economic accounting, o statuc of lProfessor Mises ought
to occupy an homourable place in the Grest Hall of the Ministry
of Soeiaiisati&n of the Sociulist State.”

Before examining the dogmatic assertions of Srofessor
Mises and his followers, it would be well 0 re-cstablish the
(1) O» Lange, On the .conomic Theory of Sccizlism, ppe 5758
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neceasity for pricing in economic calenlus. The fundamental
nature of this concent mightrﬁamily be forgotien im the investigation
of a new system because 1t is 80 common ag to be uanoticed in
everyday business. In fact, the complex mofern cconpmic
siructure functions 80 unobtrusively thet it is easy to take
for granted the interrelation of its parts, and sspume the
present coordination in en alternative stute without s
deliberste and accurate casﬁing schemes. The following shonld
suffice to emphasize the need for this yardstick of comparison.

in entrepreneur with a production decision o make must
compare all fzetors of production with one ansther, not as to
powers of present satiafnction, but with respect to powers of
producing satisfaction in the future. He is faced with a
bewildering array of different combinstions of land, labour, and
capital, only ona‘nf which can be the optimum. For example,
ﬂhﬂﬂlﬁ’thﬁﬁﬁ x tons of ateel be used 0 make machine A or m&nhiﬁe
B, or both, and if both, how ﬁuch of each? What other muteriala
and labour need shifting? Do techniocal conditions impose rigidity
-on the scheme, oi can some varistion be presctised for more
economiecsl production? What will be the effect on other produciion
fields where use is pade of the ssme moterisls? |

One could attack such problems by the trial and error method
but only under ststic conditions, where theeffeat could be |
compared after vvery trisl. 4s it is, the guestions and the
snswers are changing all the time. The demends of consumers and
the potentialities of productive resourees slter rapi@ly in

" comperison with the time which would be required to appreciate the
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results of a fraction of the decisions; the lebourers uge nund
the capital goods wear out before they can be tried in more than
a few cecupations. And the only arg&nizatian in whieh the
decisions could be arrived at by unsided Judgment, and the

£irast triai approxinate correcitnoss, would be, of necessity,
simple in the economic sense, v.g. an isolated collective

farm run by primitive methoda.

FPortunately, instead of dealinmg with the complex economy
a8 & whole, the entrepreneur hts & means offbréaking dovn his
decision into manageable parts. He uses pricing machinery to
reduce all the factors entering the production procese to o ‘
cormmon denominator, snd thus meke 2ach new move directly
comparsble with some altermative move. With an evaluastion
affizéﬁ to every factor of production, an asccounting system
becomes practicsable, giving eyes to an otherwiss blind economy.
Such o process of Judging the efficiency of various methode of
production and of various combinztions of productive ugents is
jndispensable %o the securing of sconomic spportionment of
thege productive sgents to different employments. In fuet the
conclusion can be siated even more strongly: no economic system
gan epdure without & sound costing seheme. . nd unless the
socislist state knows its cost, all good intentions with respect
to the ethics of sharing wealth will be frustrated by ite
ignorunce as to what ought %o be done in the technical field
of rationnl productions ‘

The above remarks will serve as an introduction %o the

attack on socislism by Professor ndwig #nn,ﬁiaes and its

\
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| ‘ {1}
elaboration by Zrofessor Georg Hulm. ZProfessor KEises bunilds

an apparently logical condemnstion of socialism along the
following lines. The essence of sucialia@ is that 2ll means of
production are the property of the oamﬁunity. How in the
fieid of consumption, goovds are chosen on the basis of a
Judgnent or valustion in terms of commor units of noney. These
preferences attaln comparative and relative significance in the
exchange relationships which are expressed as prices on the
markeat, Bﬁt thara is no market for exchange of the factors of
production, bucouse these are all owned and used by the state,
and are thus "res extra commercium, imcapable of being priced.
In Mises® wnrﬁs:‘zz"ﬁacuuae no yﬁo&u&tion.gaaﬁ will ever become
the object of exchange, 1t will be impossible $o determine its
monetury valoe."
| KHises goes an‘ﬁia say that the uncertsiniy of future
conditions will make calcunlation itself uncerssin. The basis
for this aalaniuti@n will be the pottern of merket deslings.
¥ith no market, there csn be no basis. He admits thst if the
labour theory of value were & valid one, then the economy would
be provided with an objectively realiszable unit of value,
persitiing economic czleulation without exchange. But he
dismisses that theory with comments on the diffienity of
maasuring quslitative differcnces, and of omitting the other
important factors of production. According to him, saleulation
{1)%L., von kises, sconomic Caleulution in $he Soeislist Common-

wsalth; G. Halm, Further Considerstioms on the Possibility of
ﬁﬁaquatm Caleulation im & Socisiist Community (Collectivist

agonomic Slanaing, ed. Hayek)e.

62}&0» von Kises, ODe Cite, Do
{3)The rest of Hises' argument is o deduciion from this dogmatie

premise and aauorﬁingly must be Jjudged on tha validity of this
prenise.
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in terms of labour would necessitate zn srbitrary ratlo for
substitniing simple for complex lubour, snd this wonld exclude
its use in rational vconomic sdministration. kises concludes
his essay with a comment on the vanishing of responaibi‘iitg
and initiative with the substitution of public for private
ownership, which srgument will be considered in the consluding
chaptur,

In introducling his "Purther Considerations on the Possibility
of Adeguatle C&leulz;tian in & Socialist Commmnity™, Halm explains
the fundamental distinotion between communism snd soeislism.
in oversimplified langnuge, communism means siate control over
production and consumption, wheress eoeislism mesns state control
ondy over produciion. With free consumers’ choice, consumpiion
- governs production. Therefore, if production is $o0 be planned,
Halm ssserts in typleally dogmatic fashion that this freedom
must be relinquished.

Halm's argument begins with o survey of the principles
of the capitalist coconomy. He eslls the eapitaliast economy
a ?um market ecopomy, in whieh enfrepreneure are motiveted
by profit. Since the entrepreneurisl margin of profit is
detormined by two sets of prices - that of the faetors of
production and that of the resultant product, the deciding
elemht; in the sconomy is the process of price deltermination.
wach entreproneur wili aparaté to his private advantage {and
thus $o the consumers' advanisge, under competitive conditions)
by varying industrial technigue. The criterion for sny
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technicel process will be its ability to produce at lowest total
cost, The student of economics must tell the student of
technology which process gives the most profit. Thus the
decigsion on the processes of production mﬁat be made both by
the technical works munsger and the economic entreprencur.
The guiﬁanue afforded the latter by the pricing preaaaa
is indispensscble.

dhen he turns to the socialist economy, Halm sttompts
to show the incomputibility of plsaned production and fresdom of
choicc. Though the latter gu&rant&aﬂ that consumption goods
will be priced, these prices will have nmo significsnce for the
central anthnritﬁ'wiﬁhont prices being sct on the fuctors of
production, %o which the prices of consumption goods can be
compared. He refors oritically t§ sduard Heimenn'®s ides that
the valvnation of consumption goods is refleoted in the velune of
production factors, comnected by an elastie string which transmite
$he prices of comsumpiion gouda backwards. Thus Helmenn would
gay that you can ealoulete the aignifiﬂénae of the fastors of
production if you are given the prices of their products. But
Halm corrects this view by pointing out that when the prices of
the production goods are derived from the prices of the
consvmption geods they create, no aam@aria@n be tween the two sets
of prices is relevant. And economic efficiency esn be measured
only by the existense of profits, and these cun be computed by a
comparigon of the cost.price (the price of the production.gouds)
and the a&lling~§wiwﬂ‘itha price of the consumptione-goods).
Only then will economic mansgement be rational.

Halm is concerned moinly with the 4ifficulty of sharing
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credit for the prodnet betwsen the three classes of factors =
labour, land, and capital - where the last two are publicly owned.
Ag he saya, if labour were the only factor of production to be
sonsidered, then the total income would be the totel wage

and would buy the total product which would cost the total wage.
And it is true that if the stete owned all factors of production,
it would not have %o pay for the mse of the land and capital
which it alresdy owned. The state would f£ix the demand in the
labour market and the supply in the commodity morket and thus

the price in both. Utilization of the unique monmopoly position
wonld make these asctions purely arbitr&ry.

This question appesrs sufficiently importsnt {c Halm to merit
considerable attention. He reviews the theory of surplus value,
giaking ﬁut what he considers to be the fundamentsl flaw - which .
'ha explains as follows. OSocislists eell the capitaliist econony
& gocisl oxder based on u relationship of exploitution butween
the owners of the factars'of production, und the consumers. This
"monoplkly” relstionship yiaiﬁa & profit in the form of surplus
yaiue, which surplus would be sbolished by trumsferring ownership
to the stste. The saei&iista sttack intersst as & price which
i8 poid becsuse of the scaveity of ocapitsl goods, when the only
searce factor is the lsbour that produces them. Thus the only
primary factor of production is lsbour, beceuse all the pro&naea;
mesns of production, all the capital goods, can ultimately be
resolved into ithe labour necesssry to produce them.

But, says Halm, since the supply of caplial is scarce relative
to the demand {which is insatiable), cupital must be given the
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&tétus of a prim@ry.factar of production, possessing & psrticulsr
value and deslt with in calenlation on the basis of that value.
Most trounbled 1s he over the necessity of msking sllowance for
interest, because of the time element. Labour is used to produce
consumption goods or to produce capital goods. The first will
satiafy a need pow, and the second a need in the future. The
difference between the importance of the two needs, since current
wants have o satisfaction priority, must enter the economic
calculus in the form of the interest rate. Halm calls this
perhaps the most serious objection to socinlism - that rationsl
interest calounlation, the need for which is urgently dietgted by
ceonomie considerations, has no place in soeinlist cconomics.
Halm further discusses the capital market. Prieing will
be poasibie'only when supply and demand meet in s marked. There
can be no demand snd supply when capital is st the outset in the
~ possession of its user. Witk usll e&pital owned and allocated
direetly by the community, & rete of interest determining the
relative needs for capital can no longer be determined. An
arbitrary fixation of the interest rate by the central authority
would almost inmevitably be in error because the ssar@iﬁy of
capital wonld be unknown relative to the demond. The demond for
capital is, de nsturs, indireet, wven when consumption goods have
& determinate market price. ’And how will the vslues of two
capital goods be compared sinoe, because csapltal goods are produced
from lsbour und capital gooda, one must eseribe a value to capitsl
in the first place to determine the cost of using eapiﬁél? To

nge 8 fictitions rate of interest ia order %o caleulute & valne
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of capital goods that may be tuken am‘givan in determining tﬁe'
rate of interest is to argue in & cirele. The conclusion is
that there can be no standurd of comparison for the values of
eapitai goods; the technical basis of the process of interest

de termination vonishes when capital gnodﬂ cunnot be reduced to s
common denominatore | |

Rent is in the ssme category os capital. Farlour pressnt
purpose it will suffice to inﬁica&é the prescnce of the sanme
problem by 8 quotaiion from Gustevw ﬂaaaulllgmphasising the faot
that the difference of product resulting from thﬁ use of land of
different degrees of sdvantoge is a fset for which socislists mmst
account in an oognam10 £ﬁahian.'"Tha gignificanes of gronnﬂ:rent
ag 8 regulator of the economiocally sound use of capital and
labour on the land, the extent of the cultivated arca, snd the
relative prices of the various products of the land would de
essentiully the same under soclialism 8s 1t is now.

The pith of the problem of ewvsluution of the factors of
production in a2 soocialist stabe is best expressed in this
guotation from Haﬁm:tz}"ﬁar the pricling process.s..is sn endless
network of exchange relationships from whieh igﬁiviéual pieces
cannot be srbitrerily torn without injuring the rest. If the
thrends of these relatiomships sre out, by moking it impossibdle
for all the materisl means of production to enter into & prieing
process bused on free individual exchange, then those purts of
the pricing process that remain will lack that toutness and

interdependence which is the 'sine qua non' of an effective

(1) G. Cessel, The Theory of Social uaanmmy, Pe 279
{2} 6. Balm, 0pe Cite D189
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cxchange 2conony”.

Balm then criticizes some typical socizlist arguments, on
perhaps stronger logical ground than that supporting the preceding
perts of his discussion. Fhe first is the evolutionsry theory
which reguards mmnupciiatie cépit&lia% combinations as foresunners

of socisglism. Halm correctly points out that, although members

of the individuvslistic vconomy do tend more and mors o nrganizatiunL

they still need the constant guidance of the pricing process,
wsomenhing with ﬁhieh & genersl planning gf the whole economy would
have %o dispense. He says that tendencics which are working
ont now without destroying caepitalism, e&nﬁot be eslled preeursors
of chunge o0 & planned economy. He adds the note that such
propossls as socializetion of credit end nctionslisation of bunks
would mesn that in these ficlds, the guidence of the sonsumer's
choice would be superscded by the arbitrsry actions of the
government and therefore should be considered as compunist rﬁther
than aoc}alist. This is true slso of any policy which negleots
the consumer in setiing up an arbitrary program of production.
Halm diamiéaws those who point to the &n&a&as‘of public
undertakings with the asscrtion thut the ¢coonomic ﬁmnif&stationa :
of the latter sust conform to the g@ﬁwral prieing process. In
‘other works, these mndertakings ¢xist only becuuse tﬁay are
supported by the commsrcisl organism aufrnun@ing thems. He onters
the fie;ﬁ of sociology to make the point that there will huve t0
be & change in the general asttitude %0 cconomic life, for something
new muat be discovered to replaa@ the stimuins to good serviee

found in profit partiecipation.
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And now, in conmclusion, %o summaxize briefly. tﬁe argunents
" advanced by Halm and ﬁia&s.v They hold that the impracticability
of soclzlism may be demomstrated directly from economic theory.
When there are different purposes competing for limited resources
there arises s problem of velue, which, they susy, can be solved
only by the ohjective date of & free market. This is impossidle
under socialism, becouse rationality in economic oazlemlation,

the product of the free market era, wili disappear. )

But it seems that, to achieve quantitative consisteney in
the distribution of resources, zll one would need is & priority
scule, whether 1t be determined by the free market or otherwisse.
Thers is no logicul proof that the free market is the only method
of estublishing such & priority scales The solution of the
problem of the allocation of prodncers' goods reguires three
alements, all capsble of determination without a murket for these
goods. The firet is the physiesl productivity of the resources
in different uses, which is a purely technical problem. The segond
is the amount of avsilable resources, also determinabie withoud
entering the murkets The third is the valuation of the produnet
on the consumers' morket. This wvalue is determined by dewcnd and
supply¥. The determination of demend is ¢ffected through the
freedom of choice of the consumeri %he determination of supply
is o distributive problem to which an answer will be sttempted in
subsequent chapbers. |

In conclusion $ribute should be puid once more to EHalm
and Kises, for, slthough their logie wos faulty and their canalﬁsianﬁ



erroncous, the problem they presented wes s warthy'cné, and

vital to the é&vann&ment of socialism in intellecinal circles.
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CHAPTGR THRAE THLSIS AND ANTITHLSIS

The purpese of this chapter is to present the initisl
reply %o Mises' attack on socislist economics. This reply
provoked much discussion amomg & small but interested group,
whose vsrbal batﬁleg on the subject have been presented for
public consumption in the puges of the uconomie Journal snd the
Review of uconomic Studies. Although there are marked
differences of opinion between the economists purticipating in
.$the ﬂiaausgiaﬁ, they have a common purpose, viz. o prove that,
contrary to Hiseas, economic ealculﬂtion'eﬂn be rsotiopel in a
socialist stute.

The first economist to go to the rescue of socizlism wes
E. Ds ﬂickinsonil)in an article in the wconomic Journsl for 1933.
His opening remarks refer to the wvarying pepnlarity'of different
anti-gocialiat argumanta during the last century. The sariieat
pf these was the Malthusian bogey of owver-populantion. The spotlight
shifted next to the guestion of iacentive. Low, the charge is
that, since & soecialist economy cannot have a pricing system by
which to guide the allocation of its productive resonrces, it nust
degenerate inte a m@longe of random gunessing. Dickinson procceds
to show the theoretical possibility of s rational pricing of
production gaoda in = socialist economy. ’

The foundation for his asrgument is 2 sct of assumptions creatiné
& hypothetical state more mm visualized than the resl worlde
Principal among these are the following: &ll goods for persensl

(1} H.D. Dickinson, .rice Formation in o Socizlist Comsmnity,
«conomic Journal Vole X1iii = June, 1933, D237
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conpumplion are privately owned; the factors of vroduction sre
publicly owned; production is afganiaad ins pyramid with

| nubonomous oargaraﬁinna st the base and grouped sccording to
tﬁair technical nature into trusits; in tnén these are %i?uped
into industiies, supervised by some supreme authority, an
economic ecouncil with the finsl word in sll matters involving
proﬁnatiaﬁ snd distribvution.’

Dickinson draws an importsnt distinction between the Pields
of individualistic and of compmnal consumption. The line of |
demorgation is between those goods and services that must be
chosen for the individusl by the individusl himself, znd those
goods and aurvicaa that are not provided by the nafmal operation
of supply and demand on the murketd, but are provided for the |
group a8 o whole by group action, e.g. police department, fire
department, health services, cduestion, eto. Since this latter
field of community enterprisc is ¢ven in the present exchange
economy almost complebely soecialiszsed, 1ittle or no difference
would be involved in the transition from capitalism to socislisme
Thersfors in the discussion Dickinson restricts his exposition
to the field of individunalistic consumpiion.

e postﬁlatés the use of mopey, a8 ol present. His finsl
agsumption is a simple but vitel one:y All enterprises in his
hypotheticel economy work within glass walls, l.e. there is
{1}In the various writings on the subject, different names have

been used for this body. Dickinson, in this article, uses

the ternm "Supreme doonomic Comncil". This has been discarded
hers to prevent confusion with the body in the U.S.3.R. 0f the
same nume snd 8 different purpose. For the sake of continuity
the term "Central Planning Board” will be used throughout this

thesis. This latter term is the one used by Oskar Lunge in the
moat important work in the field of socialist ecomomic theory,

d2alt with in Chapter Five.)



29

¢omplete publication of all relevant statistical dats, including
output, costs, sales and stockB. .

The pricing problem in such an cconomy is double=barrclled -
there must be price determination of both gonsumption goods and
production goods. Dickinson dismisses the f£irst in short order
with the following exblanation. Selling is doms on the market by

gsales agencies who keep stocks on hand "at a level which will just
1)

suffice for current needs”™ and replenish them by orders sent

back to the producing corporations. The sgencies will sell Ton

{2}
the basis of what the market will bear”™ by adjusting price to

avoid & surplus or defieit of the stocke Thus will the
statistical services sttached o these selling asgencies, be sble
t0 construct demand 8chedules for consumption goods. ﬂiéiinsan
adnits the theoretical difficulty presented hers, wheTe each

dewmand for one commodity is a fnncfi?n of the prices of all
3)
other commodities besides its own. -

He then shows the way to delermine the prices which the
producing corporstions will charge the aailing agencies for the
goods they order. These orders give the production menagers demand

(l} HeDe Dickinson a-rta' 2De cite Pe 240

{2) EeDs Dickinson orte., ope cit. Ds 229

{3} The two quoted phrases indicate by their indefini te terminology
thet Dickinson hss failed to grasp the nsture of the problem.
2rice ie determined on the morket by demand and supply. EHe
Speaks &t one timwe of adjusting supply %o snswer current needs,
which smopposes that price is fixed, and that on the besis of
the fixzed price, demand osn be ascertsined. 5nd thea he ssys
that price aheul& be adjusted to keep the supply coordinated
with the Gemand. Such s morket cznmot fzil to be arbitrary
where of the three items which are to be tied together by
exchange relations, two must be determined by suthorities, and
are therefore arbitrary. Where X pius y equals z, all the
unknowns can be calculated only where two arc known from the
start.
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schednles fbr‘thaii gooda. 4And from these they can construct
demand schednles for goods of a higher order. This promises to
be =« complicated problem of walustion because tﬁe goods are
probzbly in joint and composite demend and supply, but Dickinson
¢laims thet it isg not impossible. Thus one casn work back to the
ultimete factors of production - land, notural resources, lsbour -
the supplics of whicﬁ are all known. Thus prices can be &élenla&ed
all the wsy down the line, always equating supply and demand.
Succeasive approximations will give & true economic figure for
eosting purpossse |

Dickinson e¢laborates further on the faet that the supply‘
of the nltimate fzetors is knowne. The aupply of natursal resources
is 1nﬁepenﬁentAof market changes. The supply of lsbour will
depend on socialist poliey. sither the community will psy to 21l |
the ssme wage, regardless of ocoupation, in which case there must
be an sccounting price arbitrarily attached %0 cach Job for the
purposes of costing, or the aommnhity'will pay cocording to the
yalue of the services, in which case the supply of labour is s
fonction of the wage offered, snd supply schedules can be drawn
up for each kind of labour.

In summing up his discussion bf the priaing of produetian
ané consumption goods, Dickinson cleims the possibility of |
mathensaticsl deterninstion of sll prices necesssry for s complete
and accurate sllocation of resomrces. Four funciions are regnired
for this purpose = two of them matters 0f technicsl calculation
and the other two of cconomic calounlation. ZTechnieslly there is
required: (&) & fanction to connect the unit of the congunption

£00d with the guantities of the primary fasctors reguired to make
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the unit, and (b) a funciion %o comneet the selling price of the
consumption good with the sum of the prices of the primary factors
of production. uconomically there is required: (a) o demsnd
function for évery consumption good, and {b) = supoly function
for every primary factor of productions
. To make s complete costing system, there must be interest
caleculsation and surcharge for risk. For the first, c¢ach undertoking
ean crezte o capitasl demand schednle at various rates of interest.
From this the Central Planning Bosrd cun compute sgeregate demande
With the intersst rate and the smount of acoumulution connected
by an equation, the Board nved only fix one snd the other is
sutomatically determined. Determimntion, in his opinion, will not
be a8 exact as in =n individuslistic community, but will be &
rather arbiirary natter of governnent policy.In the Soviet, for exampk
:ggcﬂnt wag put on production in the heavy industries. The result
weg unporalleled armaman£ produciion coupled with negleet of the
immedicte needs of ihe gonsuners
48 for the surcharge for risk, the caleulstion wonld still be
largely s matter of guesswork at first, becsuse free consumers'
choice on 8 murket presumes o demand unpredictsble at lesst o
usome degrec. Snt statistical trestment comld remove some of this
unpredictability. The very plonned nature of the economy, with
its aforementioned glses walla, render this & field where -
socinlism shows to sdvantags.
Little else of importance remsins in Dickinsonts article. .
' He runs over meny possible adventuges of socialist over czpitalist

costing without proof in most cases. For exsmple, he claims that



the Central Planning Board, with the dats at  its disposal,
will be able to balance the relative worthwhilencss of wvarious

- methods of production, with improved calculation of soeisl cost
a8 opposed %o inﬁiviﬁnal cost. Bub s positive contribution is
the mention of & Socisl Fund into which go pwfi*/hs, interest on
capital, and return to nstursl resources, and out of which wonld
come the monies to pay for the cost of communsl consumptiion,

and provide for camﬁﬁi ae-anmulatibn. This fund cbum be
sugnented by some levy or tax on sarnings.

Hoteworthy here is the reminder that Dickinson's system
is predicated npon consumers® sovereignity in market operations.
The argument as %0 whether it is in the best interests of society
and the consvmer to let .the iatier choose for himself, is deemed
of sufficient importence %o warrant deveting the next chapter
to its discussion. -

Dickinson's essey met with considersble criticism in the
writings of fellow economists. IHeveriheless, as a first sttcémpt
to apply to socialism the economic principles which ¥ere born
and developed in the study of cap&talim,- it ms‘as sndceaaful
as could be hoped. 1t is s0 casy %o err imn the trunsplanting of
institutions from one society Yo another, because of the
difficuity of separating common elements from pescunlicr ones.
Since other methods of approasch will be presented, the outline of
errors which follows does not ‘aim at completeness, but rather at |
- an indication of the places where mistskes sye most lisble to cecur
in such sttempted solutions.

Pirst, in an artiele(%x)ztitled "aeenomic Tm:nry and the

{1)Kaurice Dobdb, sconomic Theory end the Problems of & Socislist
weonomy, sconmomic Journsl, vole. X1ili, December 1933 - p.588
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Problems of & Socialist .comomy", Dr. Msurice Dobb indicates an
apparently unavoidable dilemms in Dickinson's cconomy. He points
out that the consumers' market will scourately evaluste demand
only where there is complete equality of rewaerd, for then ome
dollaer will have the same meaning in subjective terms for each
individuals If each labowrsr were peid the same regardliess of
whether he weéreskilled or unekilled, or whether it cost mmeh
or little to trein him then all labour costs would be the seme.
But for mtiowi control of production these costs must 4isfer |
for their valme to the product is different. For these differing
vaiues o enter enbrepreneurisl calculus, the skilled worker must
bé given a higher woge than the unskilled, which action weuld
vitiate the consumers' demand in its manifestations on the merkete
Thus adegquacy in the consumers' market antamatmally means
ina&aqnacy in the producers' markst, and vice wverss. The
conclusion must follow that it is impossible to recomcile the
equilibrium of domand and cost in the merket with equality
of individual income, since the latier necesssrily mokes it
impossible for cost to reflect the varying scarcities of dlfferent
kinds of services. | (1)

But, a8 Mr. Dickinson pointed out in a reply to Dr. Dobb's
article, this is mercly asserting "a nccessary connection between
things which are necessarily connected only under capitslism.”
There need be no correspondence betwéen the value placed on labour
and the woge paid to labours. The former 1s necessery for accurate
costing and need be sn agcounting item only, rather than am. actual

(1)He D« Dickinson, Problems of a Socialist siconomy - & Beply,
agonomic Journsl, wol. L1iv, Earch, 1334 - pe 152
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Sum of money in the puy snvelopss The uetual distributiom of
income could be eqgual for all, or according %o need, or by any
principle, adopted by the government as idcal. Thus costs and
nceds can be given simultzneous expression by the separstion of
labour=cost and lahour~waga.(1)
A second point which has often been‘hroﬁght ¥p by sconomists
as vital to the workings of the socialist cconomy is that the
theoretical method of central planning te mes$ the consumers’
needs is lnsoluble on o practical basise. The argument followed
here is taken fronm ﬁ book by DLioncl Robbins, entltled “Qha‘Graat
| Depression”. |
Robbins reasons thuat it is one thing to sketeh the requiremsnts
of & plen, und amother thing to put it into exeoution. With a
free morket on which the consumer c¢un register his prefercence
for one commodity over anather by his purchases, ali that a
rational plan nced do is distribute the factors of produc tion
ths job in which they will produce the most valuahle commod ities,
This involves kmowledge of the relative efficiencies of the
factors of production inm producing all the possible alternativese
On¢ nced only think of setting to work with = pencil snd a plece
of p@per to caleulate demund schedules for all the aifferunt
ebmmoditi@s, and the produncit rosulting from cach of the various
{1) To hove cach oceupustion paying the same wage rugardless of ite
nature would appear % necessitute auvthoritari:n labour
distribution, for evuryone would want to work in the most plessant
Jobe 1t womld scem sufficicntly important in order to guarantee
freedom of choice of occupation o the individual, to retain such
incqualitics of rewsrd which render labour distribution amtomstic,
rather than controlled. As Dickinson points out, to pay each
worker according %o ths value of his work does not necessarily

involve scerious inequality ond would certsinly simplify
accounting.
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possible combinstioms of the factors of productiom. It is passible
to dbtéin:& satisfactory answer becsuse one knows what 18 required
and one slso knows the method of nutilizing. the given détaa But
the natore and smount of conerete informstion required to attempt
& mumerical solution will perhaps better be appreciasted from a
glance at on aasayc%; «nrico Barone, in Tollectivist sconomic
'Planning. Burone follows up the work of Parsto by defining the
principles of direction of the collectivist state in o series

of cquations. His argument will mot be discussed becuuse of its
tuchnical nature, but his conclusion is thut the solution of =11
the inmmmerabls systems of linear squations is ineonceivable in a
dynemic seeisty.

Rohbinéhggraes wholéheartedly, saying thaf "sin pructice this
solution is quite unworkaeble. It would necessitate the drawing
up of millions of eguations on the baais of millions of
stutistical tables based on muny more miliions of individuml
computations. By the time the cquations were solved the
infbrmaticn on vhich they wers based would have bscome obsolete
snd they would need %to be caloulated snew.” Thus, & praetical
solution by Paretian equations to find the inducements necessary
for alternative kinds of investment, or to adjusi production
to meet the praferuncaé of consumers, is Impossible.

Under competition, as Robbins points out, the solution
is somewhat different, becsuse ithe cnireprencur is a seller in
ope nuarket and a buyer in the other. He koeps his finger on costs
{1) 4. Barome, The Kinistry of Sroduction in the Collectivist State,

| Appendix A, Collectivist uconomic Plonning (ed.Hayek)
{2) L. Robbins, The Great Depression, pe 151
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by knowledge of the producers’ market and on prices By knowledge
of the consumers’® market. When costs fsll below prices in ona
line, it is un indication of the consumers®! prefercence for thet
iine, and vice werss. Thus competitive conditions provide & shors
cut to the solution of the equations whose rmltiplicity is smoh
as obstacle to plunning.

To make computations of relative profitability there must be,
says Robovins, & market for sll <lements which enter into cost
accounting. But the central unthority has climinsted the competition
of ammapruneurs a8 both buyers and sellers, by tﬁe very definition
of centralized 4isposal of th: factors of production. He goes on
to discuss the possibility of srtificisl competition in the
producers' market, arriving at the conclusion th:t this paeudé-
competition would finelly be rejected in Tfovour of authoritarian
planning, which is more fascist then socialiste |

After the oppesrance of Dobb's artiecle, referred to above,

Kro A. e L@rﬁur(%%lt it ncceasary % moke o reply, the major
part of which deult with the efficacy of frec consumers'® choice.
But he d4id discuss a few misunderstandings underlying Dickinson's
reasoning, one of which is asifbllowa» In computing o consumcrs®
demand schedule in o capitalist socletly, one sssumes sll other
prices to be constant. But in caoleulnting the prop@rtions of
different factors of production to devote to different lines,
Dickinson adds togethsr individual demand schedules for aifferent
products st various prices; theredy contradicting the asgumptione.
1% is as yet impossible to visualize & demund eurve for an
individuel (let elome = gromp) in which 211 the poseible alternstives

(1) Lerner, A. P., Economic Theory and the Socialist Economy,
Review of Economic Studies, vol IE, October, 1934 ‘
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which weet the eye on the market are indlcuated in order of
preference for every poscible sut of pricese

4And thus, to caneluﬂé this chapler, one cannot help
realizing the enormity of the task famihg any cconomist who
attempted to answer the challenge of irrationality that Hises
flung in the face of the soclalisits. 1t is geperslly sgreed
that, slthough Dickinson did damoﬁatrate, in an imperfect manner,
the theoreticul possibility of costing in o sociaslized econowy,
Bis proof lucked importance becsuse it was obviously impracticable.
The way %o apply aconnéie principles to & socialist soeciety and
gsolve satisfactorily the central cconomic problem was not by
meens of o system of equations. But although the first attempt
was rélativaly nunsuccessful, it paved $the way for success in

the subscquent debate on the economic efficscy of socialisme
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CHAPTSR FOUR TH< CONSUMJR ARD PHS MARKAT

Cne principle mentionsd in the last chapter was lefs fbr
later sttention - ‘the principle that the consumer should have
free choice on the murket. The chief point of eriticism in
Dobb®s reply to Dickinson's ariticle was ihé lotter’s ossumption
that consumers® preferences should be considercd saered. The
eriticism boils down %o & discussion of the efficacy of the
market o8 meuns for recording and satisfying the demonds of
individuals. The matter has been discussed at Iength in various
srticles by Dobb and Lorner: the essential points in that
discussion will be found here. But most of the idess presented
cone direcﬁly from the pen of Barbars Joattan(liampurud
conservatively by L. K. Frégere. The gist of the argument is as
follows: |

sconomics is wery often defined o5 the science of human
behaviour in the distribution of scarce maans.amcng‘alternative
nses. There are two distinot divisions to this definition which
wiil be labelléd the positive and the normative. The core of the
science is the strictly positive situdy of the sllocsation of
rasonrcaa‘tc different ends, which inychaptar Two wus aélled
| the centrsl cconomic provleme. Complete sgreement on the results
of this study can be reached by all cconomists despite differing
politicsal or ethical convictions.

The normative division is perhaps not so commonly recognizeds
it is appxeciataﬁ.hy realizing the implications of the words "human

(1) 3. dootton, Lament for uconomics
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behaeviour". sconomies is the study of mankind®s efforts to

behave cconomically. Humsn behaviour musi, therefore, be purposive,
directed towards s goal, which must be both recognizable and
realizable. From this point af view the 6smept of equilibrium

can be defined as the distribution of resources which pr#viﬁea
maximum satisfactlion in relation to s given system of social

or individual ends. It follows that this state is an objective
to%ards'whieh people should difact their efforta.

Part of the economist’s job is to shew people how %o srrive
at the sbove norm of ¢quilibrium. Zhis links the positive division
with the nérmative, for the cconomist, in order to advise, must
know both whure to go and how to get there. Barbarae Wootton ealls
the economist®s norm "the condition in which equi-marzinul returns
ara r@alizad"[léhich is a Tother vague and clusive prineiple.

Wiﬁh n Robinson Crusoe sconomy, the difficulty is e¢liminated, for
the jndgﬁant of comparative ntility is m&&a by the only person
who is e¢ntirely capsble of muking it - the individuale DBut when
there are sewveral individuals, thelir ends must be comp&rea, and
gach will have his own subjective stundzrds. The economist’s norm
of vouilibrium can be gpplied as a guide %o action only when
practicnl measurement ond comparisen of the importance of ends is
feasible. 2Perhsps cleso it would mot be too strong s stutement to
 guggest that the justification for economics must lic in the
ability to measure, for without meastrement there is no gmidance,
The worth of cconomics will wary directly with the possibility of
applying the technical conclusions of the positive division to
(1)ibid, p. 139 |



asslst mon in his efforts %o behave wconomically.

To sumﬁarige, the economist is zn analyzer of, snd a guide
towsrd eguilibrium. To usc the knowledge goined from his first
occupkion in the course of his second occupation, there must be
feasible the manufscture of s reliable machine to reduce the
varying aims of a group of infividuals Yo & cormon denominator in
order thot they muy be measured and compored. The measuring mochine
in the capitalist economy iz the market mechanism. lot only does
it measure but it slso applies the meusure, givipng attention only
to thosc ends which exercise s suffielently strong pull on the
market. I1If this is an efficacious meusuring-rod, then the
¢quilibrium ¢steblished by it will be the desideratum, the
cconomist's norm. The degree of economy in s certain merket action
'will be sn securste estimate only insofar ss the market measuringe
rod is cfficient. | |

It is only natural that the above train of thought should
be pushed into the background in .nglish-speaking countries today
where econonmies means, o most, the study of human behaviour in a
morket cconomy based on the fundamentsl tenets of freedom of
contract and private propertys. The interesting complicuztions
offered by the murket mechanism have coused positive devalapmmﬁx
in economic science t0 be concentrated on marked operaetions. Mrs.
Wootﬁan suggests thot. this concentration has given cconomists a
subconsciouns vested interest in the ﬁarket mechanism, randaring‘
cecononics mercly & systum of apologetics far the kind of world
in which most of them live. I1f they support the murket cconomy,

then they believe the market mechsnism is un efficient meesure of
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comneting ends and that murket eauilibrium is iﬂsntical with the
ideal quilibrium which is the cvoonomie norm. kKrs. Wootton's
opinion is that most contemporsry economists adopt.thia poaiﬁian.
She refers specifically to Yises and his cleim thet the market
¢conomy is the only rationsl economy, and to Robbins snd his
inferences from "sconomic lanning and Internationsl Order", that
to interferc with market equilibrium is tentamount to dlstorting
the distribtution of resources from its best position. Her contention
is that contemporsry «conomic philoao?hy conbsing o hglief in

the optimality of the market mechanism. |

Eri @raaer(léhallanged this elsim in the. following mannere.

He ggraéﬁ thet econonmic thabry (and particulcrly the theory of
velue) is both normative and positive. By its use, therefore,
economists ure remdered campetént to state that the pdsition

of competitive eqnilibrﬁum is b@tter thzn the position of
competitive disequilibriume. '"hay do not suggest necessarily that
compe ti tive equilibrinm achieves the best possible distribution
of resources, but only that it does so for the present
individualistie framework of opportunity and taste, znd of
equipment and property distribution. I1If this capitalist fremework
is not the best, then the position of competitive equilihrrmg

cannot be considered optimum optimorxum. kire. Fruser claims that the
economist reaslizes thig, but conmsiders it his duty o asdvocste
competitive cquilibrium as the proper gosl of cconomic policy

wi thin th@ nregent frapeworks, Only & small group can be found vho
use thh positive value analysis ss 2 prap for capitalism. MNrse

(1)L ¥. Praser, sconomists and fheir Crities,
«woonomic Journal, vole X1vill, 1938, p. 199
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#ootton aan safely be considered unfair, or at any rate
overhasty, in her branding of éconnmies a8 a defense of, or an
aﬁqlogy for capitalism. But at a time wﬁen‘authoritarian
manipulation is replacing market objectivity in nearly every
phese of economic life, an investigation of the market mechanism
is appopos. |

Mrs. Woobton takes for granted that the market equilibrium
is the desired nporm, and arrives at some rather strange
conclusions not because of the method with which the merket
worked things out, but because the method was being applied to
facts and conditions which contradict the agsumptions necessary
to rénder the competitive equilibrium desirsble,~vize. perfect
competition and mobility. wven the most perfect srithmetiec,
 used on d4ta, which is ossumed to be excluded from the problem
in hand, is bound to give an inaccurate result. One amazing
conclusion of the logic of the ﬁorm of market equilibrium
is that to destroy commodities is mol to destroy wealth when
the deséroyerg,are motivated by the normal incentives of the
market. Thus when caffEe was dumped into a Brazilian harbour
during the depression in & futile attemptito ruise price by
- diminishing supply, the action was sanctioned dsspite the millions
who were going without coffeec. Another relates to the position
of the nnemplayéa person receiving relief. The contribution
of the unemployed to the sum total of wealth, according to the
market, is nil. Therefore, %o provide such a person with relief
is to diminish the nationsl weslth. The conelusion would follow

as above that the best thing to do with an unemployed personm is,
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88 with the coffes to dump him into the sea. According to Mrs.
Wootton, the illogicslity of these illustrations arises from the
graaunée of non-conpetive elements in the market.

ind one might go further to ask a qulte reasonable guestion:
"Cannot the market mechznism be used a8 & systenm of measurement
in the fields at present comntrolled by the govermment? vhy not
peke eduestion, health, and nationsl dmf@nce compete on the
market with other commoditics rather than be subsidized ﬁy
goveranent interfercnce with normal processes?” It is true that
the separate commodities recuired by these ends oan be produced
by competing firms e.g. books, antisepiles, and armaments. But
the ends themsclves - the desire of sociéty for security snd
protection from discase and extbernal aggression - cannot be
secursd by individusal sction. They are an egxpression of a soclal
choice which cannot originete in the market. The juriadictidn
of supply ond demand would doom such non»eomm&rqial public
8ervicess. | ,

Ers. llootton suggests that these ridicnlous resulis ocour
in the m¢in beeouse of one basic fzult in the m&rket - the ahsunce
of perfiéet competition. If nmormstiwve significanne is to be
aseribed to the judgments of the narket, thut morket itself must
be perfectly compotitive. The chuncea of this being renliized in
proctice are not very grealt, for the advantages of combinastion are
of quite obvicous and frequent ccourrence. To have complede fuith
in the murke v, one pust belicewve, evidence to the contrary, that
the actnal contemporary trend toward monopoly will be reversed.

This is as untensble a position &s the other implicstions of
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egdorsing the normative merits of the murket, viz. that the
individusl kmows what gives him the most satisfaction,that sll
satisfaction-giving forms ar¢ offercd on ahe‘ﬁarket, and that
the satisfactlon one gets from the right %o choose for himself
will more than balance the satisfaction he loses from choosinug
1hearreaﬁly.

The 1ist of market defects is o long once In the first pluce
there are 00 many alternctives offered on the m&rkﬂto o make
2 wise choice from among all products up for sale would require
far more téehnical knqéleﬂga than 1% is possible for most to
possess. And although, in some cuses, one is offered = free trial
before purchase, ususlly one csnnot know beforehand how correct
his cholee is golng to be. But if, on the one hﬁné, the consumer
has trouble choosing from the goods on the market, remember, on
the other, in asddition, the consumer's choice is as & rule absolntely
1limited to things on sale, and umong things on sale to thosSe of
which they can obtsin informution through the market. Truly the
job of distribution reauires s highly 1ntri&ate~ﬁeahanism.

It has been mentloned above that if left alone the moarked
would fail $o provide muny important émrvices neccasary for the
kind of soclial 3nwironm¢nt which is desired. The shortesightedness
of individuual choice will inevitably collide with the f&rfreaahing
but perhups dimmer prospecis of social satisfaobion. Moreover,
there arc many items thmt‘the capitalist morket laaﬁas to
individual decision which in their utilizution will provide

satisfoction for large groups mone of whom will hove contributed
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direetly to their purchuse. For exunple, tharé are of fered suckh
items a8 fire extingulishers, cur silencers, and pretiy houases,

which one purchases ond many sypreciacte. Sind other items of socisl
benaefit are impossible to evaluate, like lighthouscs or srmsment
plants. It is mot that people do nob want things like these, but .
rather that th@re is no-suitoble and efficient medium of expression
for ﬁhm;r demand. Also lacking is sn arrsngement for the expression
of negative preferences. For example, those who wmuld wish, for
S0me @moral réasmn. perhaps, to prevent the performsnce of a

woving ploturs at the local thestre cannot express this by paying
money into & negative box-office. Nor can there be imcluded in
market véluaﬁions the yarying disutilitics suffersd by those who

are affected adversely by social conditions. Many are thé

unpaid costs in the present economy. MFor ¢xample, such relevant
items of anial benefit as natorsl and archiecturel heritage are
eacrifiaed'by the ercction of ugly houses without opportunity

on the market for the sufferers ﬁo objecte In the free market,

the individual’s cholce is confined to the mere uceseplance or
rejection of certain proffered alternatives.

Karshall advanced another importont abjeatian(%g the
superiority of the market =s o determinant of economie wvuluee He
opined thot murke$ equilibrium couwld be coineident with maximum
social satisfaction only when the ssme smount of money mesns the
game for everybody. He thms cppeoars to imply thot the index of
sutisfuction is reliable only upon sn assumption of cquility of

of income. A scicntific compurison of the mognitudes of satiaf¢atlon

(1) A. Karshall, Jrinciplua of wconomics (6th edition) p. 470
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of the same good %o two individuals is practicslly iéyosaihlé

when one hes an income double that of the other. But s dollar is
a dollar and will purchase the same commodity on the market for
Rockefoller and o wretch on relief (and the biss is in favour

of Rockefeller, in thuot he will probably poscess better information
and intelligence by which to guide his ahaieelolaﬁn construct an
analogy, & free murket whose participators have unequal purchasing
power is like & democratic elcction in which some voters have
plur:l votes. But o society deponding on the profit motive
regulade the distribution of its resources cannot cancel the
profits for squality's sake end expect the gconomic system to
carry on. .ven though this system may provide meny opportunities

' for the cconomist to monipulute hypotheses in hnrmonious
intelicetual patierns, its claims to be on optimom will depend
only on its ‘owers correctly to interpret and %o satisfy the
eonsumef‘a wantse ’ '

Br. Dobb objected strongly to the capitalist murket on the
grounds that the public was prey %o the mschinctions of the
advertiscr. As he ssid: "The masses have dangled béfbru their
eyea the illusion of Iree cholee, £raed0m.ta have what they want
if they had the money to pay for it, and are then han&éd ov%r'&a
the rack devised for them by the advertising sgent, the commereial
(1)Marshall, throughout his work, essumed desire %o be identlieal

with satisfaction for the consumer, i.2. he assumed that the
consumer was a wise Judge of whoet he wanted moking no mistakes
in his efforts to achieve maximum utility from his income.
Hurshall says that for reasons of practbicsl convenience he will
"f211 back on the mcasurcment which cconomics supplics of the
motive or moving foree o asction; and to make it serve, with sl1

its fuults, both for the desires which prompt sctivities snd for
the satisfactions which result from them.™ - ibid, pp. 92-93
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salesman, and the soeial conventions of the ruling ela&s.ﬁllﬁn&
he continucs to sssert £flatly thet the advertiéing racket and
social pressure are manifestations of rank suthoritarianism.
Unfortun:tely, his conclusion is that, on such grounds, the market
shounld" be aboiiahed in favour of smyme other method of distribusion.
48 Le 2 Lerner pointed out, his reasoning is rather faulty.
Just because the adversiser damsges the valiﬁi%y of the populayx
verdict, Drf Dobb sugg@sts that to obviate the difficulty an
alternative ahould be found o the populsyr verdiet rather then
& check be imposcd on the advertisere

Jut there is more to be said sgainst the sdvertiser than
merely that he convinces people to change their minds. At present
the consuma& is paying for u vast amount of competitive
advertising, the only cefﬁain result of which is & camﬁlax
differentiation of product, cxaaﬁing varieties and varistions

ad infinitun ¢t ad nauseame. Chamberlinm has Saught the lesson

well that advertiaiﬁg normally meons a smaoller output and g higher
price for every commodity than woumld be the case without advertising.
The only obvious point in its favour is that it prodides for
individual nieceties of adjusiment in the'prnéucta offered the
consumers <Tharefore, insofar as it sappesrs %o be an inévitahle
purt of the market mechanism, the anti-scelal characteristics
of advertising meke 1t éna point againsﬁ the belief that market
equilibrium is the desired norm.

in sunming mp the ease agailnst the morket s sn interpreter

§1) . Dobb, . Reply, Review of .conomie Studies, Vol 1i, p. 144,
February, 1935
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of social desires, Barbara %aqtton gives one unswey thal an
economic individualist can offer to anti-markei arguments.
He can take the at&n& that the murket is & betier guide to the
solntion of practicel problems thon any @racticable sliernative
So for advasnced. Or clse he might say that s better alternative
insofar as the production and distribution of cammodities is
concerned, cun be provided only nt the expense of some imporiant
intangivies like freedom. Hevertheless, it is Nrs. Wootton's
opinion that becasuss of the evident poverty in the midst of
plenty, there must be some preferahla alternative 0 the
‘capitalist market ecunnmyb,‘

For the purpose of examining soclalism as & possible
alternative, Mre. Wootton set up sn imaginary socialist stiate
in which there still existed 2 frec consumers® market slongside
completely government-owned fuctors of productiom. /Sn initial
opinion might be that this free market would inherit the ssme
defects under socialism as under capitulism. 3But closer
exsmination Willlprﬁbﬂhly change this opinion, beganse sociclism
ig o cure for several of the inconsistencies that are part of
the egpitalist murket. Iﬁ the f&rsﬁ place thers is no incentive
towards combin-tion sgzinst the consumer. Competition will
liguidate itself into monopoly only when eapitsl is privoately
owned and there are pockets waiting to be lized with momopoly
goins. In the second place, differences in income would be
smeller because inequalities of wealth stem muinly {rom the

smount of property owned rather thun from relative earning
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power. This completes Mrs. Wootton's contribution ta.tha
subject of the moment. |

0f course one cannaﬁ implicitly rely on the market mechunism
even in o socialist cconomy. The best 0 hope is that the
theoretically possible number of complications in market proaassés
nay ﬁa reduced, with policius conforming to & pfescrihed patiern.
And although not endorsing market equilibrium, even under
gociclism, as an optimum, it scems ressonable to suppose thot
market demand will offer s more reliable allocatory guide in &
socialist cconomy than in one of private ownerships

xpression of dissatisfaction with o murket process is
not snswering the problem. There must be some machine to price
goods and lead them to their properx ﬁ@atinationa. Trotaky
put the point in an excellent fashion in‘the following quotation:
"1f there existed the universal minde.e.e.ethat would register
simultoneously all the processes of nature and society, that
could meaanré the dynsmics of their motion, that could forecast
the results of their 1nteraatiaﬁs. guch a mind, of course, cou%g}
a priori draw up = fsultless and ~n exhsusiive ecomomic plam.”
WJith no suéh mind at thelr diéposal. the rulers of the country
should &119w‘thamaeiva5 %0 be controlled hy'tha consumgra'
market in conatructing economic Jjudgments. Any individusl should
heve what he prefers, vwhenever it mukes no différcnce to what
other individuals can hsve. This desideraotum can be approgched
only by o free morxket in consumption gooﬁé. |

{1} 7. Trotsky, Soviet sconomy in Danger, Pp. 29-30
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| (1)

Af Pi Lerner heartily concurred in these views, but his
stand was opposed by Dr. Dobb gg;m evidently believes that it
is inadvissble %o give people whuat they want. 1% is true he
attacked the assumpiion that the people Iknov whal will give ﬁhem
the most satisfaction, but he replaced it with another sssumption -
that somebody else knows better than them, what is really good
for them. This i8 & totalitarian approach, happily discarded
later. There is no justificstion for usurping the individual's
frecdom to choose his own way of life. Lerner condemns roundly
those who use a8 the basie for such an argument "minor variantﬁ‘
of the sncient plea of applogetic tyraznts® 1ts for their own gﬂoﬁf?l

The a%tempt'in the above discourse was not to demonsirute
_ thet things will have %o be ledt pretty mmch as they are now.
Although Dr. Dobb has since chsanged his dic%&torial jdeas (vide
his "Political sconomy snd Capitalism™) by admitting thét the
consumers® market provides the best known basis for valuing
gooﬁs; he goes on to suggest thet 1t might be modified and
even supplanted pertislly by other méasuring machines. kuch san
84ill be done by consumers® cooperatives, and by the issuance
of gquestionnaires. Svery effort should be put forward to'
nbilize a1l the distributive inventiveness at society’s disposal,
$o find what the consumer really wants, to give him greater
initiative, to make him 8 director rather than a follower of the
market., Porhaps socialism will be able %o do more along these

{1) A. Pe Lerner, sconomic Theory and Soeialist wconomy .
Review of sconomic Studies, Vol 1ii, Ds 51,0ct.1934

'2) M« Dobb, ops. cit

gﬁ% Ae Ps Lérngr, A éﬁjoinﬂer, Review of sconomic Studies, Vol 24

Pe 1528, Feb., 1935

LY
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lince then capitalism has done.

, And 8o, in cnmlus.ion, the agreement is fairly genersl,
following from the fundamentsl right of precedence of demecracy
over suthoritarismism, that to function in the best interests
of sociecty, a soeia‘list economy must have & free market for

consumption goods.
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CEAPTZR ¥FiVa TRIAL ABD <RBROR

This ig the most imporfant chapier in the thesis. 1%
deserves the superlative because it deals with the most
important essay yet to appear in the field of socinlist
economic theory. This eaaay,(;éritten by Dres Oskar Lange,
appeared first in the "Review of uconomic Stndies™. It has
gince been revised snd publish@& in book fbrm( in company
with an eaaay by the iate P. K. Taylor, the subjsct being
inkroduced and summerized for the layman by Benjomin Iippincott.
The book is, per se, a comprehensive énswer to the ﬁrablem firat
formuladed by Pierson, snd then publicized by kises. 1t has
the same purpose as Dickinson's essay bnt formulates a much more
adequate theory. IHNaturslly, as in any work desling with such
a broad subject, there heve been crrops and omissions, but the
¢ssenee of longe's argument defies conbradiction. %his will
become more evident in the subsequent exposition.

Before tackling Lange's selutioﬁ'af the soecislist problem
of rationsl allocation, it would‘aeam wise t0 pick unp the
loose threazds in the argument up te this point. In the beginning,
an answer was sought to the question: "Is socialism worksable
.from an ecopomic angle®" Lange rosolves this into two component
parta, vige. (1) Will there be frec consumers® choice and, if
80, (2) what will be the sllocation of resources %o ssiisfy their
{1) Os Lange, On the sconomic Theory of Socialism

Part 1 - Review of sconomic Studies vol iv, D 53,
October 1936

Part 2 - Review of Jconomic Studies vol iv, pe 123,
February 1937

{2) 0o Lange and P. M. Toylor, On the uconomic Theory of Socislism
{ede Lippincott)
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preferences. If the answer to the firs$ guestion is in the
affirmative, then the consumers® preferences, &8 expressed by
their &eﬁi&ndnpricaa, muat be the gniding oriteris of production,
and thus uitimately of the =2llocation 0f resources.
As was explsined in Che pter Two, to meks the best use of
the available resources cconomic ealeulation is Indispensables
Por this there mmst be fAome system or method of evaluation. |
Ilndwig von Mises thought he proved this impossible by a series
of supposedly logleal s?a;;ementaa He 88id that public owmership
2 ‘ . :
meant no factor morked, no facltor market mesnt no prices, and
ne prices maan‘i; uo rational calcouiation.  Lange introduces his
esasay by demonstrating the fullacious nature of the logic herein
applicd. Though sgreeing with the first and last of these
" statements, he attacks the second as involving a norrow meaning
of the word "price”. Lange distinguishes two definitions of prices
The first is: priee is the exchange=-ratio of two commodities
on & market:; foilowing this definition, Mises® logic would be
sustained. Dub Lenge follows Wicksteed in defining price in the
. {3)
wider sense: "The terms on which slternctives are offered”. Only
in this sense sre prices indispensable %o economic caloulation.
{1)This scems to be sidestepping the issume of whether it is
soeially desirsble %o have u free murket. Later on in his
¢8say, Lange explaing the working of his system even where there
i3 no such consumers! expression of preference. But nevertheless
he neglects the issue dealt with in Chapter Pour.
- {2)Phe term "factor market” applies tc the aystem of exchanges
- between producers who compede for commonly desired fastors of
production, and the owners of these factors. Socislism, meaning
a8 1% does the public ownership of all productive resources, puts
the govermment in the §ual role of sole seller and purchsser, thus

¢liminating the market.
{3)ivid, v. 60
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- To allocate rescurces in the optimur cconomic manner,

Lange states that three clssses of informution must be possessed.
In the first ploce there must be some sort of & preference scale
for finished producits; with consumer sovereignty, this is given
by individusl demend schedul=s. Secondly, one must know "the
terms on which alternatives are offered”. :ind lastly, one mmst
know the azmount of resources available for production; the
answer to this will be supplied by the technician rsther than

the economist. Or, speaking broedly, to sllocate resources
properly, one must know demand, prices, and supplys 1t was Hises®
opinion that the second of these was unobjainable without &
market. Lange claims, neverthsless, that the nltimét@ nature

of price is determined, both in capitslism and in socislism, by
the possibilities of transforming one eommodity into ancther.
Despite the lack of objective market ratios, the socialist
'antrepranﬂura can szt up sccounting prices which will be ss
significant and pertinent in their function as signposts, as the
eliminated market prices of the capitalisb.

As was mentioned previously, anrico B&ropﬁ had given &
mathematical demonstration that it was possible o0 make = rationsl
sllocution of resources in s socialist economy, despite the lack
of factor merkets. And in contimming the anti-socialist campuign,
hath‘ﬁobbihs and ﬁuyek had been foreed to admit this hhea?&tiaal
possibiiidy, thus destroying Hises' stand that it was lagiéally
contradictory to have o r,tianél process in o socialist state.
They retreated to firmer ground by claiming that such = solution

&8 Berone put forward was impracticable in the resl world,
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because of the millions of eguations invelved. 1t was their ides

that the factor market provided the anly practicable method of

(1)
allocating resources by itrisl snd errore In other viords, the

factor market was a yarastick of the various altermatives offered,
and an automatic corrsetive for faulty maaeuremeﬁts@ withont which
the sooialist cconomy would fail to functlon. |

1n Barone's essay, he indicated that o socizlist seonomy,
too, must solve the sllocution prohlém by trisl ond afror. but
he falled %0 indieate how. This omiasion was rectified by
Professor F. ﬁw ﬂaylor in un essay entitled "The Guidance of
Zroduction in the Socialist Stét@"fgéithnut going intu particulars,
for the matter will be more fnlly discussed & 1ittle laber, i%
is gufficient here to 8sy thut Taylor expounded a sound sconomic
system without o faetor market. Vith denmand deternined by the
consumersg, and supply fized de nstura, the priee should be aﬁuh to
gqusate supply snd demand. Lffix & provisioﬁa; valnotion to o
aommodity, %0 use in sccounting, and adjust it for diserepancies
between supply and demond. Thus spproach the correct valustion
by successive tricls, wiﬁh the 11@1%1&@ position being cconomie
equilibrium. With this explomation, Teylor answers the sssertion
of imprac#iuabiliﬁy foisted upon socislism by Hayek and Bohbinafs)

{1)The principle of the trisl and error method in the delermination
of compstitive equilibriom will be uxplainad latar in %the

Ghuptﬁrb
(2)P. Ee Taylor, The CGuidance of 2roduction in s bocihliat State,
American woconomic Revisw, vol xlx, KHo. 1, Msrch,
1929.
(5)1% is interesting in its illogicality to note that Kises®
secusation of 1920 had been substantially answered for him
by Berone twelve years before, and that the position maintained

by Robbins and Hayek in the esrly thirties was proved untensble
by Taylor in 1929.
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With this reaapi?ulmtion completed, Lange's work in the
field will be more readily understood. His pxaaentatignlwill
be followed throughout the remcsinder of this chanter. IHis
seciion entitled "Ghe Generszl Applicebility of the Prisl amd
STTOT metho&“(;;ill be omitted because he discusses in it allocation
by trial snd error without freedom of choice of consumption zud
occupation. The inadvisability of such a system was éxp&ainﬁﬁ
in the last chapber, and it is felt that such an
omisaion will not detract from the completences of the present
srgumente _
| In the words of Lange, his purpose is "to elucidate the ways
in vhich the alloesation of resources is ef ected by trisl and
SXTOr OB o camﬁatitiv& merket, and to find out whether s similar
trial éﬁd arr0r procedure is mot possible in & sociaslist econom§§3
His first step, therefore, is a review of the determinution of
eqnilibiium on the competitive market. He spologlses unnecessarily
for "this text-book exposition” because it was the failure to
grasp the essential clements of the acmp@titive theory which led
gconomists $0 dub rationazl economy impossible without privote
ownership.

The sssumptions underiying & competitive market are twos
{1) there are s sufficient number of competing producers and
consumers that the influence of any one is negligible; {2) there
is freedom of movenent throughout industry. To sttain
eguilibrium on such & market, two conditions must be fulfillad,

which Lance e2l1ls the subjective, and the objective. The first

{1)0. Lange, 1lbs cite Pe 90
{2)ibid, p. 65



is that 211 individuals zet 0 maximize yrofi?a on the basis of
a set of equilibrium prices. The second is that these prices
should be such that the demand for esch comnolity equals its
supply. An anaolysis of these conditions shounld give a
theoreticsl solution %o the problem of competitive equilibiium.

The position of the consumer in fulfilling the subjective
condition of eguilibrium is one of maximizing the potential
utility of his income. He will sdjust his spending so that
the 1aét_cent he spends on vach pro&uat’will bring the same
amonnt of sotisfaction. In such s position, mo changs cen be
.mada of direction or amount of spending without diminishing the
total utilityotlind this will determine the demand alamﬂni of
equilibrium.

The producers, on the other hand, will maximize their
profit. In order to do this they will minimize their cosis by
srranging the factors so that none will give ¢ greater incresase
in the resultant product by being used in z different plase or
to 8 differsnt degree. This will be the combinasiion for minimum
‘¢o8%, and can be caleuluted for dilferent sized plants, the
economies of large scale production muking the resultant minimum
cogt, curve concaveupwards, euach point on the curve showing the
1céat cost {ond thercefore the most cefficient arrangement) for
the required apount. The sesle of output will be increaged to

the point vhere sny inoresse will cost more than the amount for
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(1) As Barbars Wootton pointed out, the principle of eguimarginsl

returns, in economic langnsge, merely means, in the tongue
¢f the laymon that ?f&& Job is prefectly done when 1% cunnot
be done any better™ ~’'Or as Professor lionel Robbins once
remarked: "uguilibrimm is just equilibriup.”

{1) B. Wootton, op. cite. p. 139
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which the resultant incresse in pro&net will sell, i.e. where
marginal revenue equals marginal cost. IThis will determine the
supply slement of equilibrium, and at the same time expﬁ&as the
producers' demand for ultimste productive resources.

frices for these resources will be such as to eguate their

supply {(which in Lange's opinion, will be constant, or st worst

a function of their price) with this demand. Since there is

freedom of movement botween industries, the total output of the

industry will be such that the average cost per nnit of output

will be equael to the price of the produmet. (At the point of

competitive equilibrium it will be remembered that the marginsl

revenus eguals the morginal cosit equals the average coste.) The

shove equation is the result of all individusls meximizing their

nrofit. And that is the subjective condition of equilibrium.

| The problem of satisfying the objective condition of

equilibrium is the selection of that set of prices from the demand

and supply schedules which remders the subjective meximum positions

of 211 individuals entirely compatible. In,o?her words the ‘demand

- ' 1)

and supply of cach commodity have to be equale Une set of prices,

‘obyviously eslled equilibrium prices, will squate demand and

supply. And this will be the theoretical solution of the problem

of equilibrium in the competitive market.

{1)A1though Lange is pr&senting a purely theorstical solution

. here, nevertheless he should use date that ore at least
conceivably measurable. On page 69, he says "By assuming
different sets of prices, we obtaln the demend ond supply
schedules”. 48 was pointed out in coritisizing Dickinson's
solution, & demond schedule is conatructed on the sssumption that
prices of all other commodities remsin constent. Vhere all
prices are being Jjuggled ot once, the construction of o schedule
becomes a practicsl inpossibility. The point 1s not importent

to his argument, but appesrs to be another exam
‘ » &l rle of us
.impracticable statements, exoused by labelling them theoiggiaal
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Longe proceeds to show how the problem is setually
sglva& by trial snd error. The solution derives from the
sssumption of competitive shortsightednsss, ar, es Lenge ealls
it, the paramétric fonction of prices. The easence of this 15
that every eompetitor in the field regards the prices as fixed
and unaffected by any sction he may take. 4t the same time
these prices will move under the impulse of the large group of
comp@titors, éll behaving in the menner referred to. Thus
prices determine individuel behaviour, which determines prices
{(by its collective foree) and so un.‘;iquilihrinm prices are
approasched, as Valras demonstrated in "slements &?eeonomie
politicue pure", by o serics of trials, each suncceeding one
sencrated by the error of thot immedintely before ite Suppose.
any set of prices are selected at random. The individual
producers and consumers wili maxinize thelr position, thus
fulfilling the subjective equilibrium comdition. This will
egteblish demond and supply. . ny divergence between these two
will bring the objective condition into play, roising price whene
demand is greater thon supply and vice versa, by the competition
of buyers and gellera. And s0 & néW'sat of prices will be
established which will remsin only if they satisfy the conditiom
of the equation of demand and supply. And thus eguilibrium will
be achieved. |
The answer o whether & similar method can be successful in
a spcialist cconomy will be dstermimed by o like snalysis. 1t
{1)This is akin to the situction depicted by Chamberlin (pp.90-91
Theory of Konopolistic Competition) in which the shorisighted
geller saw the sitontion as fixed despite his sctions, whersas

the situation changed simply as a result of his snd other
resultant actions.
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will be recnlled, in swinging sway from the femiliar competitive
arrangement, that the one essential resneet in whieh the moeislist
atate differs from the capitalist is that the govermment owns
&ll productiwve resources. Just as before, sccording to Lange,
-equilibriom will be determined by two conditions, the subjective
and the objaetive.{l%ha objective condition is the some as

with capitzlism, i.o. prices (but now of both the market and
accounting vurietiaa) are such to ﬁquate aumand,anﬁ aupply.

The subjective condition is thﬁt, on the bosis of these priges,
individuals (in three senses: &s aaﬁﬂumera, as sellers of their
own labaur; and a8 nonggers of production) will operate according
t0 certain px‘inéiplea, which will be explained presently.

But firat, there is & guestion about the "ah;aciiva" condition
of equiliyrium in & socialist econony. Perhaps there will be some
dispute as t0 whether the word "objective™ 1s being used aoireatly
becanse any accounting prices, where the goods %0 be measured
d0 not enter the maikmt progess, will be arbitrery snd thus
lacking in objectivity. In this connection Langé stotes correctly
that the objective price structure e¢xists in a competitive
mark:t begause there is only one set of prices which equslizes
the demand and sunply of cach commodity, and this position is a

result of the paraﬁﬁtria fanction oflprieas. This latter is
sntonatic on s competitive murket becanae of the large number of
competitors, but it will he just as affacﬁiva if enforced -8 &
:ule of direction of the production manag@rs. Thus =211 manasgers

{1)Lange's procedure of tsking the subjective condition before the
objective proved confusing. Therefore here will be followed the
reverse arrangement, with the hope that the horse may now be in
its proper relstive nosition with respect to the carte
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puat treat priaes 88 constant for purposes of asccounting. Aﬁﬁ
this renders th@4strnctura of equilibrium prinés determinate, a8
the one at which the same amount of each commodity is demanded

snd supplied. srrors in‘this étraatare will be revealed by
surpluses or shorteges of the commodity in question, i.e. mistokes
will be revealed in & very objective manner.

Gaming to the‘aﬁbjactiva equilibrium condition, the first
part will be the same. Consumer soversignty in expressing
nreferences will determine demand. Dut mensgers will not attempt
to moximize profit. Instesd, they will be guided by certain
accounting rules, following the afforementioned prineiples laid
down by the Cemtrsl Planning Board. In the firsi place the fastors
must 8till be combined in the most efficient momner, %o minimize
the costs of produnction. This means, as before, combining the
factors in such a proportion that the marginal produvctivities of
each factor of the same vaolune will be equal. sconomic terminology
makes this seem more diffievlt than it really is. The rule simply
' says: of two waye to make the ssme product, choose thad chespeste
To fulfil the function performed in the competitive system by
the producer trying to nmaximize his profit, the Central Plamming
Board must order mansgers of & whole industry to expand or
contract the industry to the point where muarginal cost equals
price. In this capaeity, the rule takes the place of the free
movenent of firms between industries in perfect competition.

To repeat the rules: (1) Combine the factors of production to

minimize average cost; (2) Produce to the point where marginsl cost
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squals price. These rnles differ from those lzid dovn by
Lange in the first publicstion of his cssay in the "Review of
sconomic Studies”. Buf constructive eriticiam by Ao P Lerner
in "A Hote on Socialist ncanamics"flgarractea Lange*s error of
aaying that the aegana rule shounld be %o eguate average cost
and market price. The resson for lange's mistoke was that he
was attempting to reproduce static competitive equilibrimm, in
which average cost eguals marginal cost. Suppose, for example,
there is on exceass bf‘fixaa equi@mﬁnt in o plant so that the
marginal cost is less that the average costs. To restrict
production to the point vhere pricec equals average cost instead
of %0 the point where price eguals marginal cost, is merely
to maintain unused excess capital valneafzv

Another point mentioned by‘Laﬁge, is the divargence of
results in socialism énﬁ capitalisme To follow the rule that an
industry should produmce to the point where price eguals marginal
cogt will give the same rusult as obtained under free competltion
only in the case of constant cost to en industry (where marginel
cost is egual to average eosti because in all other cases (of
inercasing or decreasing cost) the marginal cost is not equal
to the average cost. The lotter firms will make profits where the
marginal cost is greater thon the averags cost, and losses vhere
narginal cost is less than average coste

Returning to our subjective condition, one element remains.
The oﬁnﬁfs of the nltimaﬁe factors will sell these to the highes$
bidder, just as they 4id in capitslisme. The Central Planning

{1) As Ps Lermer, A Hote on Socialist .conomics, Review of sconomie
Studies, vol iv p. 72, Uct. 1936
(2)It is intended to leave this discussion incomplete in ita
dynsnic aspects, for they will be more fully related in the next
chapter.
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Board will fix %,:riees on capital and natural resources, snd these
will go only to indug;ries which can afford this yri§e.

“hig coneludes our theoretical treatment except for two
points, on each of which Lange had t¢ be corrected by Lerners
The first wus in connection with the distribution of the soeisl
dividend, thg profits of production which acerme to the state
from ownership of sll productive resources except labour. Lange
said first thei the dividend should be distributed in proportion
to the wage rote, believing tiat in thst %ay it wounld not
interfere with the ideal distribution of labour between different
occupstions. But, as Lerner remarked (and Langs agreed) this
will tend merely %0 attract too many to the jJobs with high woges.
The conclusion is that, whatever principle of distribtution is
adopted, it must have no connection with the wage rate of
different occupations. |

The second point deals with the determinstion of the rate
of interest. Lange says that for & short éarind solution, the
rate will be such that the supply of capital will mect the demend,
bec.use in(%%ﬂ short run the wmount of capilul can be regarded
as constant. But in the long=-term solution the Central Zlanning
Board will determine the rate or speed of asccumulsation by
arbvitrary sdjustment of the rate of interest. 0Of gll festures
of socialism, Lunge is displesnsed mosi with this.

Pinclly, as to the practiesl mecheniam by whieh equilibrium
id determined in socialism, Lange repests his pracéﬁnre with the
(1) Lerner points out in "Note" that this is sn invalid essumption

beesuse there is slwuys o varying flow of free cepitsl belng

invested, and investment involves more eapital th-n is

nscessary tw meintain the preseat demand. But the long-tecrm
analysis which follows will hold for the short-term $00.
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uampatitiva analysis, and examines the aciusl method of trial
ané error by which aqﬁil&hrﬁnm is approsched. The parasmetric
function of nrices will operate here noi by instinet btut by
command. The Central Plenning Board will fix o set of prices
at rondomg(Eistoricnlly given prices cen be used as o bgeis
for these). (igﬂ order the pansgers of plants and indusiries
t0 produce by their asccounbing rules on the basis of thess
fixed prices, thus determining the supply. The frec consumers'
narket determines the demand. Only the eguilibrlum price

will make sﬁpply equal o demand. Too high 2 valuatiah‘of a
factor will be 1nﬁi¢§taﬁ by & surplus of that foctor resulting
from over-cconomy on the part of the manﬁger uging that factor
and vice versa. Thus will be indicated ut least the direction
in which %o change prices to approsch equilibriume.

And this gecems H0 bhe ﬁ gnfficient dcmonsiration of ths
practicability of the sfial-ana grror method as a device fbr
objectively determining equilibriumm prices in & socialist economy.
fo Hayek and Robbins, who pointed out that millions of equatiéns
would have'te‘he solved for an approximstion akin te the
competitive émlutiﬁn, Langs replies ia these terms: Conspmers
will be left %o spend their imcomes in the way thet they think
will zive them maximum ftotal utility, a8 before; menagers of
production will combine factors $o egunalize morginal cost and
the price of the produet by making (either actuslly, or in their
{1)Hayek points out & fallacy in thia position in "Collectiviad

“eonomic Planning”. For & socizlist govermment to think they

can start from the gtatus ouo and adapt their =conomy to minor.
changes from day to day by trisl ond error, requires en aseumpe
tion that changes in relative volues dve 0 the tronmsition from

capitalism $o soesialism are smell gnough to use the status quo

instead of a complete ye arrangenent. Thi
) -l | X . . a ‘
warranted asssumption. : Heyek ¢0ll8 sn upe
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imsgination) swmall voristions at the mergin, and observing

the effects of ’thea»a on costs and product, thus performing much
the meme funciion of allocation ag the eupitalist entreprenenr
does in maximizipng his profitas And to establish the prices

for meée menegers $o mee ir accounting will reguire only 8 watch
for surplne or shorbege to indicate discrepancies between

demsnd and supply. Here then is no mulsiplicity of equationms,
bot just about the ssme situvostion as In a2 capitalist sconomy.

' The argument mp to this polmt has been written to demonstrate
that the plsnned socialist economy will have the ssme formal
principiss of alloeation ag the competitive aa.pits&list €conomys

- Why then should there be o change? If s new tire is going to

be =0 much like i;ha old one, why not just ont & patch on the

old one, instesd of going to all the trouble of chsuging the tires
The snEwer is Bhet socislism will scetuelly allosuate resources

in a quite different fushion owing to Swo distingnishing
ﬁaature&.u%he first 1is thut the distribution of income is more
likely to attoin paxinum social welfazes 1R capitalism, there is
great inequality of income, becsuse ownership of leomd and
carital, which is the strongest element in imbwa deternination,
is 8o ﬁmqnany diastributed, Az wag related in Ghﬁpwr?our, |
the demand price dces not reflect the relative ugency of the
needs of different persons, wheiz thege have different incomes.
Therefore sn allocstion directed by this demend will not attain
maximum social welfare. And the same poing arises, as in
Dickinson®s solutiom, thet correct 41 stridbution of labour demands

(1}This is not intended as o complete discussicn of the economie
pros and cong but merely & summary of the asrguments that
Lange presented.
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wage differentisztion. The answer rvemsins the ssme: differences
in income, when returns from land end capit=l ere eliminated,
will be Zlnctnatione sbout & mean.

| in th@4$aaanﬁ place, Lange belleves that the entrepreneur

in & soeizlist econony will be more liable to také‘inte aecount
21l items which should enter into an mﬁequata>caating scheme thon
a caplitslist entrepremeur, presumecly becnuse the latler generslly
aims only =2f maximization of personzl »rofit, snd will therefore
budget only for items Lfor which he muet pey & orices. But the
social cost of produeition, which does not enter the ledger of

o eapitalist, will become very importandt to the Ceatrsl Plonning
Bosrd, becouse 1t conecerns such snds éa it ig the alm of an ideal
gocinlist government o further. Sseurlty, health znd even life
are sacrificed by capitalist decisions nct hecmuse of direet
intention, wul just bocsuse of insufficient knowladge of the
resuits of the decision, and imsuificient awereness of the
raapaﬁsibilﬁty snhersnt in the decision~makers But the keynote
of socinlist ascounting will be its comprechensiveness, its
inelusion of 2ll the slternatives to be realized or saerificed
when & monagerisl choice is mede. ind this is important not
only in the interests of scclety dut 21s0 in the interests of
‘efficiency. The Sentrel Plaming Besrd will be shle %o observe
the mechanics of the system through the glass walls of every
indungtry, snd every factory, =nd will be able %o curb the
business aycle. lot that mistakes wilil not be pressnt, but in

correcting these, no resuliant error inm s9me other phase need
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ocour a3 is the casce now when 80 nony caplitslists meke osiriche
ilike decisions and cause cupulative @hrihking in both demend
erd supplye In oiher words, & more comprehensive seeounting
scheme will ensble the Bosrd $o localize mistokes.

- Lange concludes therefore thot gocislism is economically
guperior %o capitalism: (1) beecsuse the distribution of income
will more likely be such os %o neximize socisl welfarc and {2)
becunss all alfernatives will be $aken into scoevunb. He mskes the
extrevsgant clainm thefefram thet the schicvencnts that puany
economists expect from free compesition cun be fbunﬁvanly in |
soelialisp, because the inherent teandeaney in the eapitalist stste
i8 for fres competition o degenerate intoc anti-socisl monopolistic
eompebtition. The only drowback that he sses in the socislist
gooneony is the arbitrsry asture of determining the rate of
gapital scemmmlation. [his malier will be discussged in Chepter
S8Fehe

Although 1t is doubtini Wh&%herlﬁhiﬁ point should be
incinded in fhis thesis, for 1t does med denl with the economies
of soeislism budt rither with the copliclist sysiem, Lusge saw Tit
$o present & uﬂmvinaing‘ramsﬁaﬁration of the existencee of an
ineseupable cepitalist dilemma. 28 he ot it, the capitaliss
ceonomy hee had an smesing careey of economic progress, seeking
out invention sfter inventiom which ied $o greater zificiency.
Hecessury %o this wrogress is fysedom of sompetition, =s
characterized by the paremetric functlop of prices and the
free entry of firms into industry. The entrepreneur who discovers

an inmevation will gein an iomediste tenporery profit. less

-
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efficient entreprencurs will be foreced by the competitive market
to suffer temporary losses - temporary, that is, until they too
£ind wsys to cut cosis, or else leave the induatry to the more
efficient. With the gradual change from competlition to monopoly
there will be o tendency to avoid these innovations, because thay
almost slways bring sbout o devalustion of the already invesgted
capital. For instance, if there is one type of machine installed
in & plant, the superintendent will be loth to order that type
replaced by another, even when the new one will be more efficient
thak the old, for the reason that the cost of the o0ld one cannot
Just be written off the books in the inlerests of efficiencys |
Under competition, there was no altarnatiie; & producer had %o be
more efficient or he would be forced oub; in momopolistic
competition, the weapon aﬁ'ﬁonnpely regtriction can msintain the
value of the o0ld machine., Only when the reduction in cost from
tbe'inﬁrcanatian of the innovation balances the loss from |
amortization will the innovetion be introduced. In other words,
a5 HRobbins pointed out, economic progress is not compatlible with
the preservotion of wvalpe alresdy invested ia particulsy
industries.

Lange's summory description of the situstion is as follows:
"The capitalist system seems to face an unescspable dilenmas
holding back $echnical progress leads, through the exhaustion
- of profitable investment opportunitics to 2 state of chronie
unemployment which can be remedied only by & poelicy of public
investment on an ever-increasing scale, while & contimance of
economic progrses lsads to the inat&hility due to the polioy of
protecting the value of old investments which hos been previousdy
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BNt
described.”

Cloger to the present discussion is lange's discussion of
the proper policy ofvggansitian from capitalism %0 socizlism.
fhe concensus of apin;&n, says Lenge, 18 thot graduslism would
be preferable economicslly though perhaps not politicallye
But Eangp says thut the capitalist system can maintain itself,
as well as it is dolng now, only 80 long as its security is not
threatened. The inducement to invest and manage efficiently
on the part of the capitalist will be Temoved imstantly by any
threats or expected $hreais of expropriastion ‘a.ireated their way
hy the socialist govermment., He wounld retaliste with passive
registance and sabotage. To be effective, any poliey of repeying
the a&pitalist for his investment would be too costly, for the
eapitalist cost of appessenent would naturally be 8 hish one.
And so Lunge believes that any policy such as socialism which
aimes at o rediesl change in properiy relationship must be
carried out boldly end st one stroke. He points omt that the
people must be shown that socialism wed not directed againat'
private property as suech, but only agéinst that ﬁhieh hindered
economic and socisl progress. This can be done by’imme&iat@r. |
agtion in favour of those who will gain the most from B traonsition
from aapit&iiam-tn socialism, i.e. wrkers, farmers, and the petit
hnurgacisieutzy
{1) O. Lenge, 0D« Cibe pe 116
(2) The policy of the C.C.Fe in Cunnds is to bring sbout change
gradually, attscking in order those industries which scep most
to offend society. Bmi. 28 Kr. David Iewis has pointed out,
this pdiicy is not dirccted towerds complete socislizstion as
an end, but a8 the means o that end. ihere economic ¢cllapse

becomes irminent, methods will be adapted to mee$ the present

situation. D. Iewis® gspee follaster Univ
To4g. . peech ot Mellaster University, March 2,
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With the above word, Osker Lange ends his treatise of the
economic theory of socialism. The imperfections of his work
will be pointed out in the next chapter, whichk contsing smendments
and sdditions to the theory. But it is the most complete answer
to 8ll claims of the economic lmpracticability of socinlism. The
last chapier af.this thesis will attempt to emphasize, as have
Longe and many others, that the probdlem of socislism ig politiesl

and socliologicsl rather than economic,
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CHAPTAR SIX | ANTICLIMAX

Yet another economist became interested in the theoretical
efficacy of socialism becemnse of the controversy related in
previons chepters. Writipg in the uconomic Jourmal, M. be Fo
K. Durbin cites his purpose thus: "to demonsirate that there are
no theoretical or logical aifficmlties in the use of an acourate
pricing system in & planned eaanomy.”u%‘rm the tanér of Durbin's
introductory remarks, which review the preccding debates of Hayek
and Robbins vse. Dickinson he makes M avident that, slthongh
his work was published after the appeamncé of Lange's first
easay in 1936, 1t was written before that monumental work. And
thus, although it muast, of necessity, be in the nature of an
anticlimax {for Durbin‘'s solution was deaid@&ly inferior to that
of Lange) this essay is here reviewed with the hope that it will
serve as o guide in svoiding pitfulise. The precedent for this
step was set By As Pe Lerner, who wng sroused by Durbin to write
an exhasustive moounssg g.lluatmting the correct spprosch to the
pmblem; and using the article by Mr. Durbin ss 2 text on
which to base his lesson, hmﬁmw it conveniently summarizes the
wesknesses that are common in this field of analysis. The
following Sreatment wili follow D!_:xrhin's argument with commenta
chosen from the critique by Lermr.,'

It is Durbin’s intention to present on originsl socialist
solubion to the' gentral economic problem af faector allocation,
which he calls the problem of "economiec caloulus®. He evidently
(1) 8. P. M. Durbin, sconomic Caloulus in & Planned dconomy,

aseonomic Journal, vol xlvi, Dec. 1936, p. 676

(2} 4., P. Lerner, Statics and Dynamice in a Socialist usconomy,
seonomic Journal, vol xlvili, Jume, 1937, p. 2563
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believes that the perfect answer to the préblam is supplied by

- the competitive equilibrium and therefore examines the approaches
to that equilib?inm, But Lerner belicves that the competitive
equilibrimm position is &ﬁsirabla anly because it satisfies

the principle of merginal oprortunity cosi, and that & more
direet method of attack wonld be by immediste application of

that princigla. Durbin himgelf recognizes that fallﬁwing this
principle will schieve the desired economic idewrl when he

stutes that "the cests of one commodity mmst be aspegsed in

(1)
quantitics of sacrificed sltern=tive gooda®. But he neglects %o

follow this up in his seareh, preferring the more romndabout,
and {as will later be shown) treacherous path towsrds competitive
equilibrium. |

Kot being aware of this misplacement of emphasis, Durbdbin

gives three forms of the doetrine thatl prefect competition
secures the ?g§imnm distribwtion of resources fbr»aonsnmar
satisfaction. The first is the Maershallian supply ond demand
anslysis. Souilibriuvm, according to this analysis ia 8 state

in which marginal revenme = average revenve =marginal cost =

average cost = price. This condition of @qu&lity derives from
the faét that the product of the individunl entreprenenr, becsuse
of perfect compet;tion and mobility, has s horizontal demand=-
curve. he second, entitled the Austrien marginal solution, |
states that eqnilib%inm is abiained when the marginsl productis
of all interchangeable factors in differcnt uses are equeal.

’il) Se F. B mrhin 1oce cite
{2) The validity of this stotement has been questianaﬂ in Chapler

‘Four. Durbin likewise expresses doubt as %o tha doetrine .
in s footnote.
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ind the third is the Walrasien genersl solution by simultaneous
wquations, which presenis & determinate system of equations
relating prices and gunantities and resolving the problem of
rotionsl choiee. Durbin asks which of these provides s rule

of procedure for the planned economye.

These following remarks, should be aanaiaara&? hoviever,
before examining his answer. The above three forms of the theory
of velue will differ in their significsnce o sny discussion
desending on whether they are‘ruquiraa a8 pethods of @aonomié
analysis or as technignes of economic administration. Lermer
claims that Dickinson's solution failed beceuse of a fundemental
eonfusion between snalysis and administration when he aﬁplie&
the Halrssian anelysis to socialist problems.

Both Lerper and Durbin dismiss the third, or Walrasian
form of the theoryiof value as an impractiaahla‘teahnique
of cconomic administration. For, if that form is the one which
elarifies besi the elusive vision of competitive equilibriem,
it is Just 28 certeinly the one which fails most oomplétﬂly 88 a
practical teehniquaﬁfléhe practicablility of that form is
restricted by the limitations of humsn cepucity - only S0 meny
Lacts c&n be handled simmltencously by the mind of man. Taking
this into consideration, lLerner suggests a gartial anolysis by
means ¢f which one situstion cun be dealt with by itself instead
{1}r. Lern@r‘aﬁama unfinly harsh in his tresivent of ¥r. Durbdin's

theory at this point, beezuse the latter Jjust ss heartily
condemne the theoreticslly adeguate Walragiar selution on the .
grounds of impracticability. The morsl is an excellent one,

byt surely other economists could be found whoe deserve more
Justly the unkind remarks.
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of ae & member of & complex group of situstions. This is
satisfied by & marginal aﬁp:oachw ¥r. Lernexr's discussion of
this spproach will be considered Jatere
‘Following hia plan of orderly discussion of the three
forms of the theory of walue, Durbin criticizes next the second,
or maorginsl method of analysis which sayé that,if all production
wnite move their rebourwes 80 thut their positions on the margin
will be of equal value Ho th@ resultant product, then the
desideratum will be achieved. The existent scclal institutions,
be they socialist or eapitelist, can herdly affset the ability
to caleunlute marginal moducts. The abjuctian»uf Derbin is thet
the solution in sither case will be an estimate. This will
probubly involve errors in two directioms: ({1) in caleunlating
the physical product resulting from some reurganization of
production, and (2) in calcul:sting the dumend curve for the
product. Any such selution will be only an spproximetion uvnless
the adjusting process is submitted %o soms other type of’ahadk.{l)
Er. Durbin suggests that such a cheék on the sscond, or
marginal, method of analysis can be found by applying the first
or Barshallisn method of analysis. The sccond mathéﬂ suggesis
the following rule which officers of the economic sdministration
must follow: equate marginal vevemue and marginel cost, hence-
forth to be called Rule Two. But this rule will indicate
{1) Lerner agrees that insccurate solutions will be the result
of faulty foresight. He states, therefore, that the only way
to remedy this situation is to improve said foresight.
Valuable lessons can be learned from past errors as revesled
by the deviastions of whut is from what waes expected. But

lerner will not @dmit of any principles to enhance aoouracy
which ean bﬁ substituted for improved foresight.
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successful achievement of the desired eguilibrium only under the
gonditions of free competitlon. ?har&faf& check on the eqnilihrtm@
of Auls Two by use of the first, or Kershallisn snalysis, which
ealle the condition that price should be equated to aversge cost
the typical indicstion of competitive equilibrium. This latter
rule will b2 referred %o as Rule Opee The proeedure, thus, will

be %0 apply Bule Pwo, snd see if the resulis cheek with Rule Ones
If they do not, then apply Rule (ne.

Ere. lerner orlticizes this use of %he two rules for the
following reason. With perfect competition, Hule Two egnalizes
orice and eversge cost sulomatically. Do raplace Rule %wo by
Bule One when the former fsils is merely bto subatitute one

~econdition of eompatitivé gquilibrinn for smother. And furthermore,
the theory of inperfect competition shows that both REmnie One snd
Rnle Two can hold for an equilibriam tha% is not competitive,

end therefore not to be desired [at leszat dy Iurdbim}. The
concelusion to be drawn from the shove dilemmn is that these mles
merely provide evidence of the existence of conditions of |
competitive eguilibriup and do not nesessarily bring about that
equilibrinm where the objective conditions of perfect competition
are absent. |

Er. Lerper, therefore, a&véaatea & direct aprrosch %o
seeuring the most economic utilisation of resources.s Aa‘he
correctly remarks, with the parsmetric function of prices in
foree, the ratio butween tha prices of goods on the consumers®
market will be the same as the ratio befween the marginal |

significance of the commeditics, beosuse the last dollar esch
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individuel will spend will go towurds buying the commodity which
the individusl most demires {which is the pri ineiple of
equinarginel returns again).(lin& this condition, if not fulfilled
will be reflected in every siasge of production where some ahaiba
pust be pade between substitutable means.

Zoslng the production problem {which is the function of the
consumers’® markct'in demending cersain commofities) dous not
~deserve, however, as much in?estigaﬁinn a8 solving the subsequent
allocatory problem {which is the fhﬁetisn of the producers?
market in deciding how to use to best advantuge the primary
factors. Leraer aaéar%s that every faeior shonld be used in
i%ts position of maxipum productiviity at the murgln. Ur, in
other words, the use 0¥ every factor should be extended up %o
the poimé where the price of the product equals the physical
quantity of any factor needed %o praﬁuée another uwnit of
- product mulitiplicd by the price of the factore This valne Lerner

izbels the mayginal caaﬁu Eis rule for cntimnm use of economiec
resounress {which soincides with Lange's findings) is to equate
price snd marginal cozb.

Mre lernerts discussion of the morgilael approsch will be
concinded labere. ‘As for ¥r, Dnrbints spprouch, p&rh&p& & drief
racupitulation is‘na@wsaary. iis eip was to Find one of the three
forns of ths bheory of velue that would srovide the soeialist
3tube with the direative toward & position akin %o that of
competitive equilibriuvme. He dismissed the Wulrasizn form &8
{1}ind once more it might be wise %o remind the reader thet this

sgsumes thad inﬁivi&aala‘ohﬂese>haat for themselves. O0OF
eourse the principle will hold whoever is the consuper - even

when the state abrogates the aavereign*y'of the constmer in the
interesta of socisiy.
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expeditiously as asa Lerner because it was impracticadle as a
taechnigque of sconomic administration. Although he agmaea.with |
the idea of o marginal method of snalysis, he regarded it a8
inaaaqnaﬁe because of the estimateé reguired, and incomplie te
therefore without some cheeck., The third step in his exsmination
of the three forms of the theory of value was 1o d4lscnss applicabile-
ity of the Marshallisn supply end demand annlysis to socislist
economicss |

He thus presents o situstion in the comple tely socislized
sconomy which answers the conditions of & previously outlined
competitive egnilibrium, vhere the maxke; pricss of the mobile
faetoia will é& egqual to‘ﬁhair merginal produete snd Yo esgh
other. 1f the Centrsl Flanning Board wishes to comstruct a
plant to mumfacture a new product, it muet carn the prevealent
rate of profit. The problem is to build 2 plant of the corrsct
size. Durbiﬁ selects as optimum that output which is produced
by the plent vhose average cost curve is out at its minfimum point
by the catimoted demand curve. This is the peint st whieh price
equals aversge cogt. Given correet caleunlations; the approprizte
plant can be huilt.

But Durbin reminds the resder that the calculations mey have
been incorrect in the first plsee, or parhaps the dots have
changed in the meanwhile, cansing a deviction from what wes
sxpected. Under such circumstances the socislized trust will
find iteclf in one of two positions: changes or crrors involving
to0 much or %00 little productiion. 7his ﬁisequilibrium muy be

caused by ineresse or decresse in demand, changes in- the rices



of substitutable faetors, or éhangea in‘t&ahnical conditions
that~areéte obsolescence. For instance, if demand inoreases,
profit will inerease snd o larger plant should be built incressing
production to tke point where marginal revenme squslse marginal
cost {which will b2 the same poinl arrived at by Lernerts rnlse)le
¥or a decreasse in demand, profits will be below nornzle The
plant could cexry onvat the point where msrginal revenue eguals
marginal costs. The other alternative is to producs o the
point where price covers marginsal costs This choice ariscs
hecause of theAabaenee of the necessity to maxinize vrofite
Durbiburbin and Lerner do mol agres on which zlterncative to
choose; the latter naturally favours the sccond (which is his 2lle
embracing rule)s Durbin does not give the rule to equate |
- price and marginal cogt falr treatment; he uses it only in the
eage of £2lling demand, poirting ount that then the merginel cost
would be less than the aversge cost, leading to losses in the long
runwtliApparantly tha greatest advantage he sees in the runle
that merginzl cost shgulé be egunated o marginal revenue when
demand decrcsses is greater sioplicity. EHe cites his rules: to
produce at lowest total unit cost the lsrgest output that will
earn nomal profis: if in the short period t&ar@ is no plant
thot will esrn nermal profit, then produce for =& big a prnfit as
(1) Such & situation wonld arise 1f o socialist government were
to adopt a policy of nationalizing the ports of the economy
which were heading for benkrupicy, ceSe Ce.H.Rs This secnms,

therefore, to be an additional argument for a speedy and
comple to transition from caniialism to socislisme
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pogaible, i.e¢. % the point where marginal revenne sguals
marginel cost. Nr. Lerner points out here tuut the first rule
scems o condsmu abmormsl profit ss an exsmple of monopely (1)
' : 1
regiriction, even though that profit may scorus o the siatfes
In sddition, Durbin elsims thet, in spplying hia rule, %.‘m
exigtence of umused fastors of produciion would serve as an
index of the nscessity of not replacing them. He admita o
weakness in his argument without Jjustifying or excusing it,
when he says that following his rule "wuld mean 2 continmous
wastage ¢f fixed plant in the industries suffering from a
(2}
deeline in demand.” This wastage would ocour whenevey errors or
unforesecn changes caused the installation of too many
snstruments of produciion. Thus not only does Durbin admit
social loss from the mistalte, but intimates that scciety must
punish itssif further by not using the additions=i machines at
all, thus losing the wrongly invested resources entiralye.
Durbin realizes thet his sclected solution for a deeline
in denand is o short period ome. He says, therefore, that the
mansger must consider the sptimum slsze fgr & Bualler plant wiich
pust be built Min the fullness of time™ - a very vegue dircotive
{1}Here would perheps be the pluce %0 poiat out that the very name
"mononoly”™ has mﬂes&wingl;y bacome synonymous with "bad®, A
monopoly, 2nd the powers it possesses from ita position, must
be judged good or bad om the bssis of how it usos that power,
A& private monopolist who restiricts production and holds up
price to social diaadvantaga for his personal gein is bad. But
the monopolist who operaites in the interesats of the state cannot
ilkewise be considered bad mmly beeause of the extrz power he
wiclds. It dupends on the way he uses that power.

{2) ibid, p. 686
{3) ibid loce cite
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for un ecopomist who erisicizes thu impraeticabiiity of othsr
aolztiang.{librner opines that his rule 10 equate price and
margiual goat ia Alreeily appliczble; he aﬂvi%us the soeialist
p oducer to consider every act of repxaaamcnﬁ a3 2 nerginal item
t be caleulated whenever the pries of the mrodunot or service
rrocided (discounied for the lepse of Uime} is greater than the
cost which pust be incurred to obtein it. If an oversize pland

-

muat be reploced by 4 nome anitﬂsla, womualley plant, 3t will be

done gredually in the following mmnner. Small idems which wosye
out should be repluced beesuse the lorger ¢iminment is siill of

some use = and un o e voint Wﬁd?; the return %o the whole equals

the coat of replacing the wholz « for moye items will have $o be

replac:d &8 %ims goes Y. AL this poind fhe 0lE syuipment is

80ld for serap. MKosmvhile the new plond Las boen prepared to take

over. 1f some guessesrk is involved, that is excusuble o8 being

eorrmon Bo ulil fnrma of human knowicdge. Yhe 1038 whieh faulty

guegsvork entnils will, uceording bo Leruer, be more explicit

in o sociulist soCiciys |
it 48 ¥rx. Lerner's opimion ihut, despite ite peny imperfeotions,

Mr. Durbin®s solution provides definite rules to guide the

production ﬁraisiaﬂa of the sceinlist snireprensur, the folloving

of vhich will probwebly zllocate resources 0 betiter sceial

sdventage $hen ot present. Bub Mre. Lerner's approoch is by far

the scunder. His simple prineiols of sdlusting output io the point

{1)Lerner colls this phrase “the nearest unglish expression for the
uhtrunaiakab¢a wnrﬁ by which the citizens of such counntrics aa
dussis or Spai ﬁ?ﬁ? thelr refusal 3o rooognize time us ap
cconomic fucior”.

{e)8tatics and Jynsmics, p. 263
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where price equals murgirsl cost can desl with the multitude of
sitantions for which cconomists deemed 1% necessary 1o consider
evcroge costa3. He ealls this "The coniribution Thai pure

"

econonic theory hag Ho mske %0 the buildinge up of u socialiss
. {1)
eoononye

{1)ivid, p. 270
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CBAPRZR SsSVAE IBTRLST ARD I8VLSTHHT

A1l that is nseded to compleie the theorstical treatment of
 this study is a statement regarding the position of interest and
investment in the aoeialis% eGonOnY. 1n Ghép%ar Mve, refersnce
wes pede to Lange's uncesiness about the arbitrary nature of
the rate of interest. In brief, his position (as complemented
subgecusntly by lLerner) was as follows. Investment in an
industry shonld be underbeken when the ountput to result from
thst investment will meet its cost, ineivding sn intercst-charge
on the cepital involved in the work. This would mesn, in aetuel
practice, o decentralization of most invesiment decisions in
form and direction, the duty of the Ceniral Flanning Board being
%20 determine the total smount of cepitul to be invested in all
indastry in & given meriod, and then to adjunst aggregaice demend
to.this spount by appropriate changes in the intafest r5t8e
Lange®s treatment of interest has been eriticiaeﬁtié
seversl grounds. A £irst objection is his conception of the
demand for eapital in terms of the diminishing marginel
vrodnctivity of a given stock of sapitcl. Thus, the higher
the cost of using the cupital {i.e. the interest rate), the less
capital will be msed, snd the intersst rute is construed as o
mechanism capsble of contiolling the rate of investments Bub,
in practice, the indecement to invest inercases with the rate
of investment and a cumulative movementi is staried which ervctes
(1) The chief objector was Doctor Msurice Dobb, im an article

entitlsed M4 Xote on Saving end Invesiment in & Soeciaslist
seonopy”e wsconomic Journal, December, 1939, p. 713
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its own drsught. This counld hardly be checked by s trisl and
erroy éroe&as of searching for an aqnilibriumprmaa for sapital
by interest rata adjustnend.

. A second objectlon is the insdequate provision for full
employment in Lenge's decentralized scocislism. The rate of
investument will determine industrial output snd therefore the
industrial capacity for employment. One rule has been sgtoblished
for industrial ouiput in the form of sn instruction issued by the
Central 2lanning Board o the mansgers of an industry: produce

the output for which price eqguals merginal cost. In this rmle

no mention was mﬂde‘af‘anather important consiﬁaratinn‘wﬁioh
should affect the omtput - the considerstion that full employment
_should be aimed at. Where the results of following these two
rules are divergent, i.e. where the output for price to equal
marginel cost is not the output which secures full employment,

the universal rule of Lange should be overridden.

The importonce of adequoate provision for emplaymanf in
making investment decisions camnot be oversiressed. 4L common
result of industrial progress is technologicsal unemployment.

It is true thal many new jobs are cereated in %ime by the changes

' in demund and method broughi about by thess advansces. But there
is no sutomatic regulator tc'aasnma employment for those displaced
by the mechanizing of their jobs. The intersst rsate, i.c¢o the
price that must be paid for the cepital reguired in mechenization,
does not reflect the future neced anlso for capital for additional
Jjoba, becsuse &iaplacad workers are no longer cost items in the

asgcounts of the sntrepreneur who ssw privabte profit to be geined
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by & technologicel improvement.

But with the changeover from the individmalist shheme |
motivated by the stimulus to persomal gain, to the socislist scheme
controlled by s benevolent cuthority in the interests of society
rather than any one individusl, sueh i‘tams a8 memplamént will
most certainly btmlk large in the ledger as & cost of progress.
Par-gighted regunlation of investment will take into account the
effects on the future situastion of laobour and capital of
assigning port of the present capitol fund to & project. Inquiry
will be made into: (1) the time required for comstruction of new
ma.c‘hin@ry; {2) the time reguired for the mahwimatiaxx to diminish
the smount of labour required; (3) the number of labourers
effected by mechanizetion. Roughly spesking, the long run
investments which ure being started during any given period
should be distritmied equally between projucis which ihareaa@ and
projects which diminish the dumend for lsbour. This will require
an allowance for the different lengths of time involved in
construc tion in different invesiouenis.

Another fagtor which should enter the long-run investoent
scheme if at sll fore&aeahle, is the possible shenge in the number
of people eapable of employment, &8 brought about by shifts in
the age compeBition of populstion or inm the proportion of
employables. And thus it can be scen that, althaugh one
indispensable condition for investment is effective demsnd for
the finsl product adequate %o cover the cost of the investment,
this ea.n:iimon pust, on ocession, be modified by negative
regulation to prevent investments with injurious future effects.
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1% has been mentioned before thet the individual iﬁ not
cupable of sssimilating the date necessary for & eonprehensive
investment decision. This idea is reiteranted here bessmse it
is felt thut in the field of investment, the socialist has some
of the finest economic arguments in his fevonr. In & capitalist
aconony there is & constant bias in the mind of the investor in
favour of %the present as 6pposeﬁ to the future, wnderstandable
bhecange of $the large element of risk. Many decisions would be
changed if the inxsstor couid luok iuﬂa the future. For exsmple,
consider a‘mén'prapﬂred to invest in g home. UThe present state
of his finances leads him to buy a maderatély-priaed house which
may have an expected life of twenbty years. Bul five years later
his financial stetus has increussed through unforeseen circumstances,
and he finds that he can afford a‘manSion. He buys i%, sacrificing
the house which is 8%ill good for snother fifteen years. If he
had had adequate foresight he would have rented a bungslow faf
five years in the uniticipation of being nble to purchase‘a mansion
&% the end of that period.

How 1t wonld be cbsurd to suggest that the éoaialist'economy
wili ﬁe possessed of such foresight, but it is reasonable to
presume that control over sll investment decisions will give the
Central Eianning Bosrd a better indication of future trends,

& better view of what wili be. With s more cerigin fulure,
people will be less biassed towards Span&ing as opposed to saving.
Dr. Dabbgléresanted an interesting parable to illusirate %he

{1)M. Dobb, xconomic Theory and the Problems of a Socialist
aconomy, scomomic Journsl December, 1936, p. 597
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improvement th %t a plenned future will have over an unéartain ons.
Suppose & men riding & bicycle ls spied by his dog. The dog will
mn directly toward the master, changing his direction as the
bicycle move: =shesd. The curve traced out by the dog in reaching
tn&‘bieycla will be gonsiderably longer then the streight line
the dog would hnve faliawe& bad he mede allowsnge for the speed of
the bicycle. This analogy is more immereating then it is 1nf0rmﬂtive,
hut paﬂhap» it will be helpful toward sn unferstending of the proPer
relztion between the present and the future which is 1nwolved in
every investment decision. A awaiéliat long-ronge plsn cen
minimize by its vory noture the feetors of @naertainty and risk,
chaenging surprise into anticipation. Peritisl errors are still
possible in sociamlism even with long-term investment, but these
mighﬁ be izolated or cured without the dengercus cumulative effects
which are w0 common in the éapitéliat S0onOmY .
The sbove remarks,are, after all, only generaliz-tions. Wheat
is to be said ebout the specific organizstion of planned investment?
The essenge of Lsnge's plan was & deceniralized system opersting
under the guidance of en aocounting price and an interest rate.
- Investment was undertaken b& rule-of=thunb response Lo aacauﬁﬁing
prices from industrial monsgers equipped with blinkers. But they,.
in turn, would bes =% almost the ssie disedvantage as thelr eapitalist
broithors in not possessing sil ﬁhu relevant aftaa(l%ro Dobd sugzests '
(1}Dr. Dobd spparently does not believe in the practicsbility of an "
economy with gless wells, as suggesied by Dickinson. He suggests
that the socialiszt menager would have to guess the reaction of
ather man gard to tro nd& of fnvestment by setain& up a pwr@matria
of the trend wQuld ll mffeet the urwnd° But ce@paration in plroe

of eompetition, =znd publication of industriel accounts znd decis-
ions, would give these estimetes & high degree of accuracy.
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therefore, thet the gemersl ountline of ell investuent decisions
should be centralized. The Centrel Planning Boerd, in deciding

how much of the comrmunityts resources 40 invest, would consider
comparative @raﬁuctivitiaa of these resouress 28 reported to them

by esch iniustry. Resources would be used whers the marginel product-
ivity in terus of finsl output is estim=ted to be & maximum,

- applying this rule directly rather than through the mediaztion of

some accounting price for a&pit&lﬁ(l}

Thus esch industriazl mansgement - ould subnrit ﬁraftﬁ of
§reposed plans, using as & beslis for thce construoction of these, en
agcounting price, as a feeler, but not a2s an sutomstic regulator
of the actual decisions. Then the Central Planning Beard should
express all projects 1ﬁ teras of a ratio between thelr net
productivity and their cost. 411 resources would then be allocnted
oy moving down the priority list. The only question to be left to
the individunl antrapfmnagr would be that of obtzining maximum
efficiency in running the plant whﬁa& neture and output will be
given to hiw by the Central Planning Board. The increassed
centralization might be dangerous sociologicslly asnd politieslly
{as is evident in tﬁe suresucratie¢ problexs in United States todsy)
‘hut froz the stendpoint of ecomomics, DI Dobb's suggestion appears
to fill the bill.

{1)This helds, of course, wvhere the significant consideretion is
the comparative _roductiviiy of economie¢ resources. %here
items :uch as employment (discuszsed sbove) are sffocted, these

must take precedence over productivity or at lesst be calculated
as an important cost of the proposed mOve.
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CHZPTER EIGHT THE LAST WORD

The time hes come to =rrive &t some conclusions. The
theoreticsl presentatian‘ia as complete as present purpéses
demsnd, and if there is =n snswer to the question of the
soundne.s and practicsbility of socialiam; from the stendpeoint
of econnmic theory, then that answer should be formulsted here
end now. But, firsi, brief consideration must be given to ceitain
phases of the guestion which.might alnost be classed as meta-
economicel, lying both within and yet beyond the scope of
economics, and therefore neglected in theoreticel end practiecal
discussions alike. These phases are the most dangerous to
‘digcuss disgpassionately for they &re, de nsture, inclined to
be subjective opinions rather than objective abstreetions.
Therefore the discussion will be = short one on the under-
standing that its incompleteness follows from its controversial
nzture rather than from its relative unimporiance.

i1t is geperally considered a velid argusent aegsinst
socialism that industrial progreaalwill suffer with the
removing of the institution of privete property - thet producers
will have no incentive to improvement of technical efficiency
without & "profit motive™. ' fair discussion of this point
demends elarificction of certain vsgae notions about profit.

It cannot be considered identical with monetasry geln, being
merelﬁ e psrticuler species ©f monetary goin. Professor Figou

has this to remerk ebout making & profit: *It ilxsplies perforazing
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" sesesanl entr preneur’g function, hiriang tﬁ@ services of other
gen or buying goods from other waen selling the product of the
services or the goods and obteining es 2 rewerd the difference
between outlay and receipts." Therefore to Temove profit is J
‘not to remove the motive for greater effort in the form of
monetery personsl zsin, for profit is oniy one such type of
gain, not generslly offered now, &s will be explained 1aﬁer,.
t0 the sll=important class of mansgers and technicians.
Perhaps, however, rezmunsrsiion by profit is necessary for
. techniezl efficiency. Meny sisteaxents are i.sued todey by
supporters of cepitalism extolling the sdv=nteges of private
enterprise; with such vague ccuments as: Tgrester scope for
initietive”, "a rszadiness to tske & risk", "freedom of action
in response to0 changze". In the opinion of the writers of these
phroses, governsent ownership of tﬁa means of produstion would
stifle the ceaseless creation and initistive, to the ultimste
ruin of society. /1fred Xarshell did not believe in the
creative powers of & governzent-owned concern. The analogy
he used to expreés tYhis belief wes th-t "a gavermmgnt could
print & good edition of Shekespesre's works, but it could not
- get them written....lf government control had supplanted that
of priv&te.enterpriée & hundred yeéra ago0, there is & good
reason ¢ suppose thét our sethods of msmufascture now would
~ be zbout one-fifth zs efficicnt as they are”a(l}
This was probsbly true, in his tize, becmuse of a relatively

{1} “emorisls of “lfred idarshell, pp. 338~9
(2) A. C. Pigou, Socialism vs. Capitelism, p.3



95

undeveloped form of corper-tion and & relstively grester
prevalence of free coapetition. But todsy, the mejor portion
of industry is op:zrzted by joint stock corporations which
seperate the incentives to techniczl and asnegerisl efficiency
almost completely from the ultizcste net esrnings of the enter-
prise. In genersl, ﬁhe person or group of persons who tzkes
the profit erising frou a difference between receipts and

disbursexents {and this often inflated by monopoly conditions)

factors of production in the meanner pr-seribed to secure lowest
total unit cost. The bulk of the accomplishuent in modern
industry generstes froa sslearied production mansgers and
technienl experts, rather tham from the class sharing the
profit. ershsll's opinion would not be the sauwe today, for
the edventurcus spirit of the business man of old hags been
rzplaced by & sense of caution. His vested inteiest in the
present econoxy has transforzed his in meny respects iato en
‘opponent of progress. 1t is true thet in csses where competitive
_forces sre real and active bankruptcy will be en edejuute check
on inefficient entrepreneurs, but these are counterbslenced, to
soue extent, by c¢eses in which the elexzent of monopoly serves
to keep elive the inefficient firam.

How is ome to d:steraine whethér the socialist state will
hev: the reguired incentive for etitsinment of technical
effigciency? There is = better wsy than logical generalizations -
the examin tion of 2n agtusl soelalist experiment in the U.3.3.R.

The facts of the cage being herd te authenticete, eny conclusionms
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umst be doubtful. It is probebly true that the general |
standerd of living in Ru.sies is little sbove the subsistence
level, and comperes unfevoursbly with thet enjoyed by workers
under cepitalism. On the other hend, the Soviet claims to be
free frox the twin bogeys of overproduction snd unemployuent
thet plagus capitalist countries. But its primsry objective
is = program of ecomomic growth end expansion, to develop &
new technical base for the notional economy, with the ultizate
intention of satisfying consuuers' needs. Russia presents

the spectacls of a nation of enthusiasts fervently erecting
an unprecendented capital structure from which they anticipate
deriving in the near future & rapidly rising sisndard of
civilization. In order to promote hesvy industries snd power
developrnent, these are, of course, .iven pricrity in the
gpportionzent of resources for the tiuwe being, with the result
being a present neglect of comsumers' intarests;

Sefore th: Germen invasion of Russis in 1941, the esrzument
was strongly voiced that the primlitive nature of Russisn econonmie
developzent made sny chenge a change for the better. A
eountry-lik@ Russis could be o&reless in rez-rd to econonic
ezleulstion, even destroying the sctusl accounting sapparatus,
but xrove wuistakes iﬁ overproduction would be impo sible in e
country which lacked everything. Th.refore the success of the
socialist experisent could not be proven by pointinzg to the
contrsst in recent growth between Russia and the dther countries.

But the Judgment of the world, at o tiue when Russia is
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successfully conducting a‘mechahize& war, st be that the.
Russlens sre sncceediﬁg in their sforexzentioned goalav War,

if nothing elss, de.ands & well-developed, efficicznt, econo:ic
systen of produection, and here Russia ¢oupares favouradly
with the capitalist nations.

With regard to incentive, Russie certzinly proves the
peint thst éoeialiam can substitute other motives than the
yrafit mcti#ee Although the peopl. of Russia are‘aecustOﬁed
to frugality cnd poverty, it is still true thet they have
accepted great hardships wi@ﬁ eﬁthusias@. ’There is & powerful
influence at work which uskes for sincere and earmest effort.
Here is = force enmpafable t¢ & religion. It is.of the nature
of a moral znd ethiesl ideal essociated, perheps, with an
euphasis om socisl cooperation r:ther thsn competition. One
all iaportent job of any socialist gQV&rnmént mast be to imstill
this forece ;n the people by extensive educstion in the idesls
of socialisz, with a view to developing'a'mative to repiace the
urge 6r business success. ‘

If forced by evidence to agree ithat the Russian soeieslist
exparimﬁnﬁ is suecessful, & ecapitalist debater might next ask:
®"Perhaps the Russiens ean sccowplish this by sﬁbaitting to the
doctrimes of totalitsrisniss, but'gﬁn we repeat théir suecess
and still retsin our cheriched desoerstic way of 1ife?® nd
it is 0n1y natﬁral thet such & gquestion should be asked, for
at lezst ons exponent of deliberate ﬁcanbmic control, Geruany,
h#s so chosen its abjegtives thst these can be achieved only
at the expense of civili:zastion itself. ¥o soclalist schaue

can be considesred apart from the zoal it has erected. The power
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that 1. put in the hendis of the state bi seans of the
institution of public ownership would be v.ry dangerous 1nvth9
hands of bureaucrats arlmilitarists. The paeudo—sacialism
thst might be established could better be naued faseisz.

But where = common socisl objective is wutually apprecisted
and therefore desired the forces of democrecy will be sore fally
utilized than ever before in the gpproach to that objéctiveo
For a coherent social action .mst be the result of widespread
selegtive resctions subjecteﬁ to ¢riticism and edaptetion.

In other words, society will be co.pelled to exercise free
thought, voluntary action, snd experizental effort. . nd ss the
cutcome of such & process, socizlisu becomes the chief.
Justification and the ultiucte fulfillment of the democrstic
way of life. %hen objuction is raised to the principlé of
wholessle economic plesnning aé implyinsg contrel rather than
freedo., the answer cocues readily thet the eésenne of dexocraey
is control by conmsent. Coercion will need to be epplied only
t0 anti-soelsl elements; only supporters of these alem&nﬁs
could object to such control.

The above paragiaph represents the eszence of soclalist
id@éliﬁ&. it is thé socielist counterpart of the oapitalist
prayer for frec cnterprise. Both of th:se idealistic econouic
end politiczl philosophies are presented deily for the beneflt
of the Sanmdiem public. For Canada is in e period of trensition.
1t therefare seeas s propriste in this thesis on soeialist
aeanemic theory to say = few words sbout the practicsbllity of

socislis. in Cenada.
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The problen presenmted by the transfersnce of the means
of production from private to public ownership is one of
unique importence in Canadian affairs, because such = l=rge
proportion ¢f eapital invested here 15 foreign owned. The
sug:estion is mot thst a foreignm cspitzlist is more anti-
social then z domestic capitalist {if suech = #enm es anti-social I
can be =2pplied to a‘capitalist upon the advent of s socislist
regine). Eut the domestic owner is morc essily subject to
texetion end eah be more resdlly compensated, whereas the foreiga
investor will be in s position to dexand preferentiel tresatuent
by thrests of trade retaliztion in the form of embzrgoes on
essentlal imports, or seizure of Cansdian axﬁoyt eredits abroad,
or perhaps even arsed intervention. The lstter form of
retalietion would be fessible only where the Canadien people were
obviously not strong snd united in their onvictions as teo the
sdoption of & socislizt scheme of plenning. ©BDut adequate
compensetionr, as agreed upon by some caurt of ap@raisal; must go
to the present owners ror.relinquiahing or being coxzpelled to
relinquish their cspitel elesias. Despite the faot th&ﬁ such
cocpensation would give the eountry & huge burden of dedbt, simple
repudiﬁtiun.wduld be to0 dang:rous 8 step for a newly-el:scted
perty. 4Any Cansdien socislist governazent zust wake & plain and
honest s@atement'bf its obligations to the for:ignm investor. This
question of the foreign investor is included here as & seuple of :
the type of problew facing & Canedien socialist governuent.

iny atiexpt, in Sanmda‘Qr elasewhere, $0 ake drastic changes
in the economic aetué.ﬁnst be fostereld by & strong politiecal |

zovscent, edueating the people %o soclalist prineiples emd
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instilling in them & faith in their chosen course of =ction.
It mast be repestedly emphasize? §hat revolution is not the most
1 , :
advigsable method of transition. The middle class in society
attaches & grect deal of importance 0 the security and
continuity of economic iife, which is reflected in utter hostilidy
to violence. The method of aspproech is persussion, the eonstruction
of & disposition to cooperste rether thenm e disposition to fight.
is Barbers Wootton remscrked: "The srumies thet heve been taught
to rosr like lion. will le=Tn with diffi?u%ty to oo like doves
b4 B
and simultaneously to work like horses.®™ With the proper
di.position established, s planned economy c¢an be built under soeisl
control without a revolution in the class structure. OFf this, -
: ' )
the Cepadian soclalist psrty sppears perfectly eware, for the
program he: been one of extensive education in soecialism, rether
then excitement to ravolt.
1t beccaes evident thet no éﬁeqnate digcussion of the
economic success of a SO@i&liS%‘pﬁrty in = democracy can avoid
political issues. The essence of the substitution of collectivism
for individuslism is that the govermment rnther tham verious
individuals will meke the declsiong which will imsedistely direet
the course of the country's life. Can a government owning the
(1) If by education, or propsgenda, or eny .uch meiss, people zre
given sufficient faith in the correct means to ap end, they are
inclined to lose sight of the end through fescination %lth the
meang. & Pansticel belief in the mesns alwost makes it rn end
in itself. The less concrete the end, thec more easy to lose
sight of it or to reshzpe it to conform to the position towsrds
vhich the mesns is leading you. Hether thamn getting what you o
want you find yourself wanting whet you get. It is of supreme
importence, therefore, to rezlize in gethering enthusiassm for the
reforme of soclalism, thset what is desired is maximum bﬂgiﬁl

heppiness, and not ¢omplete industrisl soeializatian.
{2) B, #ootton, Plam or Wo Plsam, p. 295
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bulk of the productive wealth of = society, and mensging its
production and distribution, remein democratic? Since the
democratic politiesl process is inherently competitive,
substitution of political for business competition would tend to
aggravate evils like concentration of power. 2nd it would be
.aiffieult to prove Lhai, given the'yowars that soclalism dem-nds,
the socielist psrliament would possess the cepesity for goverament
or for collective mensgensnt to Jjustify ap experiment in wholesale
planning.

loreover, there i: cqllactive ignorance end spzthy on the
issues involved in a change-over from c¢spitalism to sccialism which
ﬁust be remeiied before s socialist governzent cen be successful. |
sn idealistic gosl of socizl welfsare will csll for e reelizestion
on the pert of the Cansdien people of the full implications and
responsibilities of compleste soeialization, and the conviction and
economic intelligence necessary to¢ schieve it.

#Without mny further explenstion of the meny and veried
gquestions involved in the setusl conducting of e socislist experiment
in & country like Canads, one conclusion sppears obvious that thé
principél problems will be sociologiocal and politiczl in nature
rether then econﬁmic. Ho eclaim to originslity is made here, for |
almost evzr?‘econumistlwhe heg written on the subject of socislist
economie theory arrivss 2% the ssze opinion. Even Dr. Hayek, who
objected so stronmgly to the idea of collective ownership, furthered
its ends by sppealing that economists find s practicsble solutionm
to the difficulties he considered pecullsr to socialisa, in these
words: "In & world bent on plsanning, néthing could be more trsgic



102
then that the conclusion should prove inevitable that persistenoce
on this course muast lead ¢ econouic degaY....EZven for those who
are not in symapsthy with 2ll the ultim-te sims of gsoeliali:m, there
is stromg resson Lo wish th~t now the world is moving in thet
&1rsaﬁionz it should prove practiceble, and a cat:strophe be
averted.” l%aking into consideration the itheoreticsl developments
since Heysk wrote these words, on: oan safely say that the
economicelly practlicable pl-u hss been found by Lénga and Lerner.

Rather than "finding a plan®, the process could be better
described as "srriving st a fuller npprecimtion of the universslity
of economic law". 1In en individuslict sconouny, bhe economic laws
state that, given certein conditions of nature end taahniqug, and
eértain con:umers'! preferences, human producers will behsve in a
certain way, thus creating velus relstiocns. In a soeclelist
sconomy, the sawe laws stale that, given ¢ gertein purpose, &
determinste course of aetion will =chlieve it. In both scelislism
and espitalism, the economlc laws express the nsture of relstion-
shigss existing between ecconomic gomﬁs end socicel orgenisms. They
will definé men's powers with reference to the materisls hé
handles, and, given his purpose, ¢zn advise his actions. Perhaps
e different type of socisl organigstion will give 2 new significance
to coliective purpose; ﬁacampliahm@nt of th t purpo.s will resuire
& material, technicel, snd seientiflc progrem.

The plzce of merginel econoaics in a collectivist soclety is not
eaaantially.aifferent from ite plocs in spn econcmy o competitive

(1)Hayek, Ope Cito ope £42-243
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individu=liism. Resources must be alloeated smoeng the different
wan;-satisfying uzes in 5ceord with the urineiple of mﬁrgin&lisma
The correct s .porticnment will no: dspend on the institutions of
priv-te or of publiec prdpertya Forhaps the seoeizlist government
will cherish some other onds th:un the sstisfaction of individusl
wente, but even these ends will follow stame prineiple of diminicshing
a rginal utility. ‘?he nature of the objectives will probsbly be so
vide in scope that the avsileble resources will be relstively scarce,
neeessituting quanﬁinative gomp rison of the relesiive lmportznce

of resulits of wiffersnt sombinstions.

present and the future, the soeislist economy faces the sa.e
situation s the capitalist eCORNOMY....XVen without progress there
would be obeonge, and therefore sows plen %o mect this change, such
2 plen would involve the =sllocstion of regsources between present and
future use. Czpitsl sccounting would occupy a&s imporiant, if not
&g more lmportent role then in & c¢aplit-list eeonamya Saving and
investment activity would be directed on the saue principles of
capitel and interest theory =3 are used by individuels and bu&iﬁass-
enterprises 1Lodsy. |

One genersl conclusion erises immediately out of the
1nvaatigatian into socialist economic theory - the socislist state
will confront the same economi¢ problems ss the eapitaliat state;
if it solves these problems economiczlly, it must be ggided by
the principle of marginslism, for this iz the universsl prinaiplé of
econonizing beheviour. The above investigation sppecrs to0 indicete
thst, from the standpoint of equilihrzum th«wry, socialism will

allasata resources to getisfly the nceds -0of goclety bettsr then
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gapitalism, bevcuse the former will be sble to follow the merginal
‘principle more closely than the letter. -
This cbservation represents thalaum.tntﬁl of evidence thet an
ésonamiﬁt, g8 such, gan provi&e for » debste on the relative merits
of c&pitaliam‘and soglalism. Any further stotesent muct Be put
forwsrd with care, for the ronoval of the right of private ownership
is an action with far-resghing implications. 2s Alfred Marshell
warned: TIt is the part of responsible men to yroceea‘aautiouély
and tentatively in sbrogating or modifying gven such rights‘as ney
‘seem to be inappropriszte to the ideal conditions of social lirawﬁil)'
Since socialism is essentislly a project of sccisl plenning,
it deserves, therefore, comprehesnsive in#és&igatian on the @art‘af
ell soeiasl secientists. The economist has demonstrated the economle
Pomsibility of socislism. But the saciolégist'an& the politicien

must sgive the finsl sngwer as to whether ameialiam,%ill\serve

society better then cepitalism.

(1) 4. ¥arshell, Principles of Zeconomics (Bth ed.) p. 48
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