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CHAPTER IV 

 

LUDWIG VON MISES AND THE START OF THE DEBATE ON 

ECONOMIC CALCULATION 

 

In this and the following chapters, we propose to closely analyze the debate on the 

impossibility of economic calculation in socialist economies.  The scientific stature of the 

figures involved in the debate, its theoretical depth, and the influence it has had on the 

subsequent development of our science make it one of the most portentous debates in the history 

of economic thought.  We will cover each author’s most important contributions, along with the 

stages and most significant facets of the controversy.  Also, we will carry out a critical analysis 

of the most widespread version (which we believe is erroneous), of its content and development, 

and we will attempt to offer various explanations for its predominance up until recent times.  

We will begin this initial chapter by examining the historical background to the debate and 

studying in detail the essential contribution of Ludwig von Mises which sparked it. 

 

1.  BACKGROUND 

Only the emergence of an adequate understanding of the workings of society and the 

market as a spontaneous order which arises from the constant interaction between millions of 

people could, in the history of economic thought, make it obvious that socialism is an 

intellectual error, and thus impossible in both theory and practice.  Although the tradition of the 

view of society we have presented in the last two chapters dates back more than two thousand 

years,
1
 it is true that its development throughout the centuries has been a very arduous one in 

constant conflict with the constructivist rationalism which justifies systematic coercion and 

violence and toward which the human intellect is almost intuitively and inexorably oriented.  

From the ancient Greek kosmos, understood as a natural or spontaneous order created 

independently of the deliberate will of man, through the most time-honored Roman legal 
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tradition
2
 and the contributions, closer to us in history, of Mandeville, Hume, Adam Smith, and 

Menger, to Mises, Hayek, and the other contemporary liberal thinkers, runs a long road fraught 

with setbacks, and during many of its stages, completely flooded with the “black tide” of 

scientism. 

The basic idea at the heart of our criticism of socialism is that no person or group of 

people can obtain the information or knowledge necessary to organize society in a coordinated 

manner via coercive commands.  This idea arises as a natural corollary to the conception of 

society as a spontaneous order.  Hence, it is not surprising that though this notion had not been 

formulated in detail until very recently, at least in embryonic form people have been defending 

it for much longer.  For example, Cicero tells us that Cato considered the Roman legal system 

very superior to the rest because it was “not due to the personal creation of one man, but of very 

many; it has not been founded during the lifetime of any particular individual, but through a 

series of centuries and generations.  For … there never was in the world a man so clever as to 

foresee everything and … even if we could concentrate all brains into the head of one man, it 

would be impossible for him to provide for everything at one time without having the experience 

that comes from practice through a long period of history.”3
 

                                                        

1
 An excellent overview of the trends in the history of thought on the conception of society as a 

spontaneous order appears in F. A. Hayek’s article, “Dr. Bernard Mandeville,” in his New Studies in 
Philosophy, Politics, Economics and the History of Ideas, 249-266. 

2
 In the last two chapters, we have sought to reveal the close relationship between our conception 

of society and the law in its substantive sense as a set of abstract rules applied equally to all people.  Only 

the framework created by law understood in this sense makes the exercise of entrepreneurship and human 

action possible, and with it the constant generation and transmission of dispersed information which 

characterize the advancement of civilization.  Therefore, it is not by pure coincidence that the leading 

classical writers on Roman law have contributed to the philosophical tradition we are discussing. 
3
 “Nostra autem res publica non unius esset ingenio, sed multorum, nec una hominis vita, sed 

aliquod constitutum saeculis et aetatibus, nam neque ullum ingenium tantum extitisse dicebat, ut, quem 
res nulla fugeret, quisquam aliquando fuisset, neque cuncta ingenia conlata in unum tantum posse uno 
tempore providere, ut omnia complecterentur sine rerum usu ac vetustate.”  Marcus Tullius Cicero, De 
Re Publica, ii, 1-2 (Cambridge, Massachusetts:  The Loeb Classical Library, 1961), 111-112.  The 

English translation above is the one Bruno Leoni offers in his Freedom and the Law, expanded 3
rd

 ed. 

(Indianapolis:  Liberty Fund, 1991) 

http://oll.libertyfund.org/Texts/LFBooks/Leoni0151/FreedomAndLaw/0124_Bk.html (Sept. 23, 2004).  

(The first edition of this book appeared in 1961 and the second, in 1972.)  Leoni’s book is exceptional 

from all standpoints, not only because it reveals the parallelism between the market and common law, on 

the one hand, and positive legislation and socialism, on the other, but also because Leoni was the first 

jurist to realize that the argument of Ludwig von Mises on the impossibility of socialist economic 

calculation is simply “a special case of a more general realization that no legislator would be able to 

establish by himself, without some kind of continuous collaboration on the part of all the people 
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Many centuries later, Montesquieu and Turgot explored this idea further and expressed 

a view which bears even more directly on the issue that now concerns us.  They found it 

contradictory to think the state capable of simultaneously devoting attention both to large-scale 

projects and to all of the minor details involved in organizing them.
4
  A little over a century 

later, in 1854, Gossen repeated this idea almost literally and had the merit of raising it, for the 

first time, with the intention of expressly criticizing the communist system.  Gossen arrived at 

the conclusion that the central authority planned by communists with the purpose of coercively 

allocating the different kinds of labor and their compensation would soon discover it had 

undertaken a task far too difficult for any one person.
5
  Twenty years later, another German 

                                                        

concerned, the rules governing the actual behavior of everybody in the endless relationships that each has 

with everybody else.  No public opinion polls, no referenda, no consultations would really put the 

legislators in a position to determine these rules, any more than a similar procedure could put the 
directors of a planned economy in a position to discover the total demand and supply of all commodities 
and services.  The actual behavior of people is continuously adapting itself to changing conditions.  

Moreover, actual behavior is not to be confused with the expression of opinions like those emerging from 

public opinion polls and similar enquiries, any more than the verbal expression of wishes and desires is to 

be confused with ‘effective’ demand in the market.”  Bruno Leoni, Freedom and the Law (italics in 

excerpt have been added).  On the work of Bruno Leoni, who founded the prestigious journal, Il Politico, 

in 1950, see Omaggio a Bruno Leoni, ed. Pasquale Scaramozzino (Milan:  A. Giuffrè, 1969) and Peter H. 

Aranson’s article, “Bruno Leoni in Retrospect,” Harvard Journal of Law and Public Policy (summer 

1988).  Leoni, like Polanyi, was a multifaceted man who was extremely active in the fields of higher 

education, law, business, architecture, music, and linguistics.  He was tragically murdered by one of his 

tenants from whom he was trying to collect the rent on the night of November 21, 1967.  He was fifty-

four years old. 
4
 In fact, Montesquieu writes the following in his Spirit of Laws (1748):  “C’est dans ces idées 

que Cicéron disait si bien:  ‘Je n’aime point qu’un même peuple soit en même temps le dominateur et le 

facteur de l’univers.’  En effect, il faudrait supposser que chaque particulier dans cet État et tout l’État 
même, eussent toujours la tête pleine de grands projects et cette même tête remplie de petits;  ce qui est 
contradictoire.”  De L’Esprit de Lois, part 4, book 20, chap. 6, p. 350, found in Oeuvres Complètes:  Avec 
des notes de Dupin, Crevier, Voltaire, Mably, Servant, La Harpe, etc. (Paris:  Chez Fermin Didot Frères 

Libraires, 1843).  A.R.J. Turgot, “Éloge de Gournay,” (1759) in Oeuvres, vol. 1 (Paris:  Guillaumin, 

1844), 275, 288. 
5
 Hermann Heinrich Gossen, Entwicklung der Gesetze des Menschlichen Verkehrs und der 

daraus Fliessenden Regeln für Menschliches Handeln (Braunschweig:  Friedrich Vieweg und Sohn, 

1854), 231.  “Darum würde denn die von Kommunisten projectierte Zentralbehörde zur Verteilung der 

verschiedenen Arbeiten sehr bald die Erfahrung machen, dass sie sich eine Aufgabe gestellt habe, deren 

Lösung die Kräfte einzelner Menschen weit übersteigt.”  Rudolph C. Bliss has produced an excellent 

English translation of Gossen’s work (Cambridge, Massachusetts:  M.I.T. Press, 1983), entitled The Laws 
of Human Relations and the Rules of Human Action Derived Therefrom.  The above German excerpt 

appears in English on page 255 of the translation:  “Consequently, the central authority – projected by the 

communists – for the purpose of allocating the different types of labor and their rewards would soon find 

that it has set itself a task that far exceeds the power of any individual” (italics added).  The third German 

edition of Gossen’s book (Berlin:  R.L. Praga, 1927) includes a lengthy introduction (“Einleitung”) by 

F.A. Hayek, in which Hayek argues that Gossen was a forerunner more of the mathematical school of 

Walras and Jevons than of the Austrian school, strictly speaking.  This introduction has recently been 

translated into English by Ralph Raico and published in The Trend of Economic Thinking:  Essays on 
Political Economists and Economic History, vol. 3 of The Collected Works of F.A. Hayek (London:  
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economist, Albert Schäffle, Menger’s immediate predecessor as chair of the economics 

department at the University of Vienna, showed that, without imitating the system of price 

determination found in market processes, it would be inconceivable that a central planning 

agency could efficiently, in terms of both quantity and quality, allocate society’s resources.
6
  At 

the close of the century, Walter Bagehot
7
 made the shrewd observation that primitive, 

uncivilized man was incapable of carrying out even the simplest estimations of costs and 

benefits, and Bagehot concluded that in all industrial societies, accounting in monetary units is 

necessary for the estimation of production costs. 

Next, we should mention the contribution of Vilfredo Pareto.  We have an ambivalent 

assessment to make of Pareto’s influence on the subsequent debate over socialist economic 

calculation.  His influence was negative to the extent that he focused on the mathematical 

analysis of economic equilibrium, an approach which always presumes from the beginning that 

all information necessary to achieve equilibrium is available.  This approach gave rise to the 

idea, which Barone later developed and many other economists repeated ad nauseam, that the 

problem of economic calculation in socialist economies could be mathematically resolved in the 

very same way it had been raised and resolved by mathematical equilibrium economists in the 

case of a market economy.  Nonetheless, we must point out that neither Pareto nor Barone is 

totally responsible for the incorrect interpretation we have just mentioned, since both explicitly 

                                                        

Routledge, 1991), 352-371.  This is the light in which we should interpret the content of the letter from 

Carl Menger to Léon Walras, dated January 27, 1887.  In the letter, Menger states that he finds only a few 

points of agreement with Gossen, and none of them are essential points (“nur in einigen Punkten, nicht 

aber in den entscheidenden Fragen zwischen uns Übereinstimmung, bez Ähnlichkeit der Auffassung”).  

See William Jaffé, Correspondence of Léon Walras and Related Papers, vol. 2 (Amsterdam:  North-

Holland, 1965), 176, letter no. 765. 
6
 Die Quintessenz des Sozialismus, 18th ed. (Gotha:  F.A. Perthes, 1919), 51-52 (1st ed. 1874).  

Actually, Menger’s succession to economics chair hinged on Schäffle’s unexpected appointment as Trade 

Minister in February 1871, an event which left the university position vacant.  On the unquestionable 

influence which the least historicist sector of the German economics school prior to Menger (Roscher, 

Hermann, Knies, etc.) exerted on some of Menger’s essential contributions, see Eric W. Streissler’s 

interesting article, “The Influence of German Economics on the Work of Menger and Marshall,” in Carl 
Menger and His Legacy in Economics, ed. Bruce J. Caldwell, Annual Supplement to vol. 22 of History of 
Political Economy (Durham:  Duke University Press, 1990), 31-68.  A detailed critique of Schäffle’s 

book on socialism was presented by Edward Stanley Robertson in his article on “The Impracticability of 

Socialism,” in A Plea for Liberty:  An Argument against Socialism and Socialistic Legislation, Consisting 
of an Introduction by Herbert Spencer and Essays by Various Writers, ed. Thomas Mackay, originally 

published in 1891 and reprinted in 1981 (Indianapolis:  Liberty Classics), 35-79. 
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drew attention to the impossibility of solving the corresponding system of equations without the 

information the market itself provides.  Specifically, in 1897, Pareto went so far as to assert, in 

reference to solving the system of equations which describes equilibrium:  “As a practical 

matter, that is beyond the power of algebraic analysis … In that case the roles would be 

changed;  and it would no longer be mathematics which would come to the aid of political 

economy, but political economy which would come to the aid of mathematics.  In other words, 

if all these equations were actually known, the only means of solving them would be to observe 

the actual solution which the market gives.”
8
  Pareto expressly denies the possibility of 

accessing the information necessary even to formulate the system of equations which would 

make it possible to describe equilibrium, and he simultaneously touches on a secondary 

problem:  the algebraic impossibility of solving, in practice, the system of equations which 

formally describes equilibrium. 

Following Pareto, Enrico Barone, in his well-known 1908 article devoted to the 

application of the paradigm Pareto initiated to the collectivist state, explicitly asserts that even if 

the practical difficulty of algebraically resolving the above system of equations could be 

                                                        

7
 Walter Bagehot, Economic Studies (London:  Longmans Green, 1898), 54-58.  (There is also a 

reprint [Clifton, New Jersey:  Kelley, 1973].) 
8
 Due to its extraordinary significance, we reproduce here in its entirety section 217 of chap. 3 of 

Pareto’s Manuel D’Économie Politique, reprinted in Geneva by Droz in 1966, pp. 233 and 234:  “Les 

conditions que nous avons énumérées pour l’équilibre économique nous donnent une notion générale de 

cet équilibre.  Pour savoir ce qu’étaient certains phénomènes nous avons dû étudier leur manifestation;  

pour savoir ce que c’était que l’équilibre économique, nous avons dû rechercher comment il était 

déterminé.  Remarquons, d’ailleurs, que cette détermination n’a nullement pour but d’arriver à un calcul 
numérique des prix.  Faisons l’hypothèse la plus favorable à un tel calcul;  supposons que nous ayons 

triomphé de toutes les difficultés pour arriver à connaître les données du problème, et que nous 

connaissions les ophélimités de toutes les marchandises pour chaque individu, toutes les circonstances de 

la production des marchandises, etc.  C’est là déjà une hypothèse absurde, et pourtant elle ne nous donne 
pas encore la possibilité pratique de résoudre ce problème.  Nous avons vu que dans le cas de 100 

individus et de 700 marchandises il y aurait 70.699 conditions (en réalité un grand nombre de 

circonstances, que nous avons jusqu’ici négligées, augmenteraient encore ce nombre);  nous aurons donc 

à résoudre un système de 70.699 équations.  Cela dépasse pratiquement la puissance de l’analyse 

algébrique, et cela la dépasserait encore davantage si l’on prenait en considération le nombre fabuleux 

d’équations que donnerait une population de quarante millions d’individus, et quelques milliers de 

marchandises.  Dans ces cas les ròles seraient changés:  et ce ne seraient plus les mathématiques que 

viendraient en aide à l’économie politique, mais l’économie politique que viendrait en aide aux 

mathématiques.  En d’autres termes si on pouvait vraiment connaître toutes ces équations, le seul moyen 
accessible aux forces humaines pour les résoudre, ce serait d’observer la solution pratique que donne le 
marché” (italics added).  There is an English translation by Ann S. Schwier, entitled Manual of Political 
Economy (New York:  Augustus M. Kelley, 1971).  See section 171 of this translation for the above 

excerpt. 
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overcome (which is not theoretically impossible), it would in any case be inconceivable (and 

therefore would be theoretically impossible) to obtain the information necessary to determine 

the technical coefficients required to formulate the corresponding system of equations.
9
 

Despite these clear (though isolated) warnings, we stated earlier that our assessment of 

Pareto’s and Barone’s contributions is ambivalent.  In fact, though both authors explicitly refer 

to the practical obstacles to solving the corresponding system of equations, and they also 

mention the insurmountable theoretical impossibility of obtaining the information necessary to 

describe equilibrium, by initiating a new scientific paradigm in economics, one based on the use 

of the mathematical method to describe the equilibrium model at least in formal terms, they are 

inexorably forced to assume that, at least in these formal terms, the necessary information is 

available.  Hence, regardless of the reservations Pareto and Barone voiced in passing, a very 

large number of the economists who have continued the paradigm they initiated still fail to 

understand that the mathematical analysis of equilibrium has, at most, a hermeneutical or 

interpretive value which adds not one iota to the possibility of theoretically solving the problem 

faced by all governing bodies which aim to acquire the practical information necessary to 

coercively plan and coordinate society. 

                                                        

9
 Enrico Barone, “Il Ministro della Produzione nello Stato Colletivista,” Giornale degli 

Economisti (Sept.-Oct. 1908), translated into English by F.A. Hayek as “The Ministry of Production in 

the Collectivist State,” in Collectivist Economic Planning, ed. F.A. Hayek (Clifton:  Augustus M. Kelley, 

1975), appendix A, 245-290.  Specifically, Enrico Barone states:  “It is not impossible to solve on paper 

the equations of the equilibrium.  It will be a tremendous – a gigantic – work:  but it is not an 

impossibility … But it is frankly inconceivable that the economic determination of the technical 

coefficients can be made a priori … This economic variability of the technical coefficients is certainly 

neglected by the collectivists … It is on this account that the equations of the equilibrium with the 

maximum collective welfare are not soluble a priori, on paper” (pp. 287-288).  It is almost unimaginable 

that after Barone made these clear assertions, numerous economists, many even prominent, like 

Schumpeter, have claimed that Barone solved the problem Mises raised of the theoretical impossibility of 

socialism.  The statements of these mistaken economists show:  first, that they failed to grasp the nature 

of the problem Mises raised;  second, that they did not give a careful reading to Barone nor to Pareto;  and 

third, that the supposition of full information which is used to formally describe equilibrium is a mirage 

capable of deceiving even the most brilliant minds.  Barone (1859-1924) lived a curious and intense life 

full of vicissitudes and devoted not only to mathematical economics, but also to journalism and writing 

screenplays (mainly using the extensive knowledge of military history he had acquired as chief colonel of 

the high-staff history office), and thus participating actively in the development of the emerging Italian 

film industry.  On Barone, see Del Vecchio’s article, “L’opera scientifica di Enrico Barone,” Giornale 
degli Economisti (November 1925) and the article by F. Caffè, “Barone,” in The New Palgrave:  A 
Dictionary of Economics, 1:195-196. 
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The first article to systematically address the insoluble economic problem that would 

confront a collectivist society was written by the Dutch economist, Nicolaas G. Pierson.
10

  

Pierson’s article is especially commendable, in light of the fact that it was written in 1902.  

Pierson reveals that the problem of value in general, and in particular, the problem posed by any 

human action with respect to the need to perceive ends and means, is inseparable from human 

nature and thus will always exist and cannot be erased by the establishment of a socialist 

system.  Furthermore, Pierson mentions the great obstacle to calculating and evaluating in the 

absence of prices, and he criticizes the awkward plans for the practical establishment of 

communism which had been formulated up to that point;  specifically, economic calculation in 

labor hours.  Nevertheless, despite all of these significant contributions, Pierson had only 

brilliant intuitions and was unable to pinpoint the problem posed by the dispersed character of 

the practical information constantly generated and transmitted in the market, and it was not until 

Professor Mises made his momentous contribution that this problem was for the first time 

clearly explained.
11

 

Just prior to Mises, Wieser also sensed the fundamental economic problem when he 

stated in 1914 that in economics the dispersed action of millions of individuals is much more 

effective than organization from above by a single authority, since the latter “could never be 

informed of countless possibilities.”
12

 

After Wieser, the German sociologist Max Weber, in his magnum opus, Economy and 

Society, published posthumously in 1922 following a lengthy period of preparation, expressly 

addresses the economic problems which would arise from an attempt to put socialism into 

                                                        

10
 Nicolaas G. Pierson, “Het Waardeproblem in een socialistische Maatschappij,” published in 

the Dutch newspaper, De Economist vol. 1 (1902):  423-456.  G. Gardiner later translated this article into 

English as “The Problem of Value in the Socialist Community,” chap. 2 of Collectivist Economic 
Planning, 41-85.  Pierson (1839-1909), who was heavily influenced by the Austrian school, was 

Governor of the Central Bank, Finance Minister, and Prime Minister of Holland.  See the interesting 

biography of this important Dutch economist and statesman by J.G. Van Maarseveen (Rotterdam:  

Erasmus University, 1981), as well as Arnold Heertje’s article, “Nicolaas Gerard Pierson,” in The New 
Palgrave:  A Dictionary of Economics, 3:876. 

11
 However, Mises generously affirms that Pierson “clearly and completely recognized the 

problem in 1902” (Socialism, 117).  Curiously, in the same place, Mises states in reference to Barone:  

“Barone did not penetrate to the core of the problem.” 
12

 See footnote 4 in the next chapter. 
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practice.  In particular, Weber stresses that calculation in kind, proposed by certain socialists, 

could not provide a rational solution to the problems.  In fact, Weber specifically emphasizes 

that the preservation and efficient use of capital can only be ensured in a society built on free 

exchange and the use of money, and the widespread loss and destruction of economic resources 

which a socialist system (invariably without rational economic calculation) would provoke 

would render it impossible to maintain even the population levels which had been reached in 

Weber’s day in the most densely populated areas.
13

  We have no reason to doubt Weber when, 

in a footnote, he indicates that he learned of Mises’s vital article only after his book had gone to 

press. 

Finally, we should mention the Russian professor, Boris Brutzkus, whose contribution 

is intimately related to the works of Max Weber and Mises.  In the early 1920s, Brutzkus’s 

research on the practical problems posed by the establishment of communism in Soviet Russia 

lead him to some conclusions which closely resemble those of Mises and Weber, and he even 

expressly asserted that economic calculation is a theoretical impossibility in central-planning 

societies without market prices.
14

 

                                                        

13
 Max Weber, Economy and Society (Berkeley:  University of California Press, 1978), chap. 2, 

points 12, 13, 14, pp. 100 and following.  Specifically, Max Weber concludes:  “Where a planned 

economy is radically carried out, it must further accept the inevitable reduction in formal, calculatory 

rationality which would result from the elimination of money and capital accounting.  This fundamental, 

and in the last analysis, unavoidable element of irrationality is one of the important sources of all “social” 

problems, and above all of the problems of socialism” (p. 111).  Weber even cites the article of Professor 

Mises (p. 107) and indicates that he came across it for the first time when his book was already written 

and ready for printing, and thus these two authors appear to have conceived their contributions 

independently of one another.  Moreover, to Max Weber goes the indisputable credit for having been the 

first to show that socialism prevents population growth and development.  In fact, Weber states:  “The 

possibility must be considered that the maintenance of a certain density of population within a given area 
is possible only on the basis of accurate calculation.  Insofar as this is true, a limit to the possible degree 

of socialization would be set by the necessity of maintaining a system of effective prices.”  The Theory of 
Social and Economic Organization (New York:  The Press of Glencourt, 1964), 184-185.  For, according 

to our analysis in chapter 3, the division of knowledge cannot spread and deepen in a socialist regime, 

since the free generation and transmission of new practical information is not permitted.  Thus, it 

becomes necessary to reproduce an enormous volume of information, and given the limitations of the 

human mind, this makes an economy of mere subsistence, together with a small population, the only 

possibility. 
14

 Brutzkus’s contributions initially appeared in Russian, in the journal, Economist, in 1921 and 

1922.  Next, they were translated into German, in 1928, and entitled, Die Lehren des Marxismus im 
Lichte der russischen Revolution (Berlin:  H. Sack, 1928);  and finally, they were translated into English 

and compiled in Brutzkus’s work, Economic Planning in Soviet Russia (London:  Routledge, 1935).  

(There is a reprint published in 1982 by Hyperion Press, in Westport, Connecticut.)  Recently, the 

contributions of Brutzkus have been evaluated very positively, especially because he knew how to 
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In short, the above contributions are the most significant and comprise the prehistory of 

the debate on the impossibility of economic calculation in socialist economies.  The common 

denominator among them is their authors’ highly imperfect and intuitive perception of the 

essential problem socialism poses, which we analyzed in detail in the last chapter and which 

consists of the theoretical impossibility of the central planning agency’s obtaining the practical 

information necessary to organize society.  Furthermore, none of these contributions was 

sufficient to awaken socialist theorists from their lethargic state, where, in the purest Marxist 

tradition, they usually confined themselves to criticizing the capitalist system, without shedding 

any light on the fundamental problem of how socialism should actually work.  Only Kautsky, 

spurred on by Pierson’s above-mentioned article, dared to violate the tacit agreement between 

Marxists on the issue and attempt to describe the future socialist organization, though in doing 

so he only managed to reveal his utter confusion about the essential economic problem Pierson 

had raised.
15

  Afterwards, it was not until Mises made his fundamental contribution that 

analyses of much interest were carried out from the socialist point of view.  The only exception 

is the work of Dr. Otto Neurath,
16

 who in 1919 published a book in which he argued that the 

                                                        

adequately combine the historical and theoretical aspects of the problem and avoid the dissociation 

between theory and practice which afterwards prevailed in the debate.  See Peter J. Boettke’s book, The 
Political Economy of Soviet Socialism (The Formative Years 1918-1928) (Dordrecht, Holland:  Kluwer 

Academic Publishers, 1990), 30-35, 41-42. 
15

 We are referring to the lecture Kautsky delivered in Delft on April 24, 1902, the text of which 

appeared in English in 1907 under the title, The Social Revolution and on the Morrow of the Revolution 

(London:  Twentieth Century Press).  A precedent for Kautsky’s position can be found in G. Sulzer’s 

work, Die Zukunft des Sozialismus, published in Dresden in 1899. 
16

 Otto Neurath, Durch die Kriegswirtschaft zur Naturalwirtschaft (Munich:  G.D.W. Callwey, 

1919).  There is an English translation entitled, “Through War Economy to Economy in Kind,” in 

Empiricism and Sociology (Dordrecht, Holland:  D. Reidel, 1973).  We must remember that for a short 

period, Otto Neurath was the director of Bavaria’s Zentralwirtschaftsamt, the agency in charge of 

socialization plans during the Räterepublik, or Soviet revolutionary regime in Bavaria, a regime which 

held power briefly in Munich in the spring of 1919.  When the revolution failed and Neurath was tried, 

Max Weber testified in his defence.  Neurath died later, in 1945.  An idea similar to that of Otto Neurath 

was conveyed by Otto Bauer in his work, Der Weg zum Sozialismus (“The Road to Socialism”), 

published in Vienna in 1919 by Ignaz Brand.  In this book, Bauer, like Neurath, defends the possibility of 

economic calculation in kind, i.e., without the use of monetary units.  The Spanish economist, Juan 

Martínez-Alier, in his Ecological Economics, 2
nd

 ed. (Oxford:  Basil Blackwell, 1990), 212-218, has 

recently reevaluated Neurath’s contributions.  It is interesting to note that both Neurath and Bauer had 

more or less regularly attended a seminar of Böhm-Bawerk’s in which Ludwig von Mises was one of the 

most active participants up until 1913.  While Neurath’s comments were characterized more by his 

fanatical Marxist fervor than by his intellectual keenness, a fellow Marxist, Otto Bauer, had no choice but 

to admit that the Marxist theory of value was untenable and that in his “response” to Böhm-Bawerk, 

Hilferding had merely revealed his own inability to grasp even the nature of the problem.  At this time, 
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events of World War I had “proven” that it would be entirely possible to carry out central 

planning in natura.  It was precisely Neurath’s book that evoked Ludwig von Mises’s brilliant 

response, embodied in a lecture he gave in 1919, a lecture which provided the foundation for the 

landmark article he published in the spring of the following year, 1920.
17

 

 

2.  THE ESSENTIAL CONTRIBUTION OF LUDWIG VON MISES 

If there is one point on which all of the participants in the debate over socialist 

economic calculation agree, it is that the debate officially began with Mises’s famous 1920 

                                                        

Mises decided to write a critical analysis of socialism, based on ideas which arose from his reflections 

and observations during his World War I military service, first as artillery captain on the eastern front (the 

Carpathians), and then, beginning in 1917 following a bout of typhoid, in the Economics department of 

the Austrian Ministry of Defence.  On this topic, see the compelling intellectual autobiography of Ludwig 

von Mises, entitled Notes and Recollections, annotated and translated from German into English by Hans 

F. Senholz (South Holland, Illinois:  Libertarian Press, 1978), 11, 40-41, 65-66, 110-111.  In any case, the 

ideas of Mises on socialism were the logical corollary of the impressive theoretical integration he carried 

out as early as 1912 (Theorie des Geldes und der Umlaufsmittel [Munich and Leipzig:  Duncker and 

Humblot, 1912]).  The best English edition of his book is The Theory of Money and Credit (Indianapolis:  

Liberty Press, 1981), translated from German by H.E. Batson, with a preface by Murray N. Rothbard.  

Mises’s theory integrated the subjective, internal realm of individual valuations (ordinal) and the 

objective, external realm of estimated market prices set in monetary units (cardinal).  The two realms can 

be bridged whenever an act of interpersonal exchange springs from the difference in parties’ subjective 

valuations, a difference expressed in a monetary market price or historical term of trade in monetary 

units.  This price has a certain real, quantitative existence, and it provides the entrepreneur with valuable 

information for estimating the future course of events and making decisions (economic calculation).  

Thus, it is obvious that if free human action is prevented by force, voluntary interpersonal exchanges will 

not take place, and the bridge these exchanges constitute between the subjective, internal world of direct 

valuations (ordinal) and the objective, external world of prices (cardinal) is destroyed, and economic 

calculation is rendered totally impossible.  We owe this extremely significant idea on the evolution and 

coherence of Misesian thinking to Murray N. Rothbard, “The End of Socialism and the Calculation 

Debate Revisited,” The Review of Austrian Economics 5, no. 3 (1991):  64-65.  However, we believe that 

Rothbard, in his desire to highlight the differences between Hayek and Mises, fails to realize that the 

severance of the connection Mises discovered between the internal sphere of subjective valuations and the 

external sphere of prices poses, above all, the problem of a lack of creation and transmission of the 

(existing and future) knowledge or information necessary for economic calculation, and hence we can 

consider the contributions of Mises and Hayek, with their obvious and inevitable differences in emphasis 

and minor points, as two essentially indistinguishable parts of the same basic argument against socialist 

economic calculation:  Mises focuses more on dynamic problems, while Hayek has perhaps at times 

appeared to focus more on the problems presented by the dispersed nature of existing knowledge.  See 

also footnote 44 of chap. 2. 
17

 Two excellent analyses of the “prehistory” of the debate on economic calculation are:  F.A. 

Hayek, “Nature and History of the Problem,” in Collectivist Economic Planning, 1-40;  and David 

Ramsay Steele, “Posing the Problem:  the Impossibility of Economic Calculation under Socialism,” 

Journal of Libertarian Studies 5, no. 1 (winter 1981):  8-22.  Despite the writings we have cited in this 

“prehistory” of the issue prior to the appearance of Mises, and as Rothbard correctly points out (“The End 

of Socialism and the Calculation Debate Revisited,” 51), the problem of socialism was always conceived 

as more of a political problem related to “incentives” than an economic one.  For a brilliant example of 

this sort of naïve criticism of socialism, see the book by William Hurrell Mallock, A Critical Examination 
of Socialism, originally published in 1908 and reprinted in 1990 (New Brunswick:  Transaction 

Publishers). 
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article, “Die Wirtschaftsrechnung im Sozialistischen Gemeinwesen,” or, “Economic Calculation 

in the Socialist Commonwealth.”
18

  This article reproduces the content of the lecture Mises 

delivered the previous year (1919) before the Nationalökonomische Gesellschaft (Economics 

Society), a lecture in which he responded to the thesis of Otto Neurath’s book, published that 

same year.  It would be difficult to exaggerate the powerful impact Mises’s article had among 

his professional economist colleagues and among socialism theorists.  His cold, strict logic, the 

clarity of his explanations, and his provocative spirit made it impossible for his arguments to 

remain overlooked, as had occurred with the arguments of the theorists who preceded him.  

Thus, Otto Leichter emphasizes that the credit goes to Mises for having been the first to 

vigorously direct the attention of socialist theorists to the necessity of resolving the problem of 

economic calculation.
19

  The socialist economist Oskar Lange, of whom we will speak in 

extenso later on, ironically wrote that Mises had done such a service to socialist theory that a 

statue of him should be erected in a place of honor in the most important hall of the central 

planning bureau in every socialist country.
20

  Perhaps, in light of recent historical events in the 
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 Published in the Archiv für Sozialwissenschaft und Sozialpolitik 47 (April 1920):  86-121.  

(This article was later translated into English by S. Adler as “Economic Calculation in the Socialist 

Commonwealth,” chap. 3 of Collectivist Economic Planning [1933], 87-130.)  Two years later, in 1922, 

Mises reproduced the content of this article almost word for word in a book in which he systematically 

criticizes all aspects of socialism:  Die Gemeinwirtschaft.  Untersuchungen über den Sozialismus (Jena:  

Gustav Fischer, 1922), translated into English by J. Kahane in 1936 and published as Socialism:  An 
Economic and Sociological Analysis.  This translation has been printed in several editions and in various 

places, though the best edition of all is the Liberty Classics edition (Indianapolis, 1981), 95-197.  

Recently, the English version of Mises’s seminal article has been splendidly republished with a dual 

introduction by Yuri N. Maltsev (from the Academy of Sciences of the former Soviet Union) and Jacek 

Kochanowicz (Professor of Economics at the University of Warsaw);  the book includes a postscript by 

Joseph T. Salerno entitled, “Why a Socialist Economy is Impossible” (Auburn, Alabama:  The Ludwig 

von Mises Institute, Auburn University, 1990).  Although Mises’s article has not been translated into 

Spanish, Luis Montes de Oca has done an acceptable translation of Die Gemeinwirtschaft, published as 

Socialismo.  Análisis Económico y Sociológico in Mexico (Editorial Hermes, 1961) and Buenos Aires 

(Instituto Nacional de Publicaciones de Buenos Aires, 1968), and reprinted for the third time by the 

Western Books Foundation (WBF) in New York (1989).  This work was also translated into French and 

published with a preface by François Perroux (Paris:  Librairie de Médicis, 1952). 
19

 “To Ludwig von Mises really belongs the merit of having so energetically drawn the attention 

of socialists to this question.  However little it was the intention of Mises to contribute by this criticism to 

the positive development of socialist theory and praxis, yet honour must be given where honour is due.”  

Die Wirtschaftsrechnung in der Sozialistischen Gesellschaft (Vienna:  Verlag der Wiener 

Volksbuchhandlung, 1923), 74.  The English translation above appears on p. 5 of the book, Economic 
Calculation in the Socialist Society, by Trygve J.B. Hoff (Indianapolis:  Liberty Press, 1981). 

20
 “A statue of Professor Mises ought to occupy an honourable place in the great hall of the 

Ministry of Socialization or of the Central Planning Board of a socialist state … both as an expression of 

recognition for the great service rendered by him and as a memento of the prime importance of sound 
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Eastern Bloc countries, it would come as no surprise after all if Lange’s sarcastic remarks were 

to backfire on him, and many plazas in the capitals of former communist nations were to see the 

raising of a statue of young Ludwig von Mises, in place of the obsolete, crumbling 

representations of the old Marxist leaders.
21

 

 

The Nature and Basic Content of Mises’s Contribution 

For the first time, Mises limited his focus to the theoretical analysis of the processes by 

which practical information is created and transmitted, processes which make up life in society 

and which we examined in chapters 2 and 3.  Mises’s use of terms was still quite awkward, and 

rather than speaking of dispersed practical information, he referred to a certain intellectual 

division of labor, which according to him constituted the essence of the market and provided 

and generated the information that permits the economic calculation or estimation all 

entrepreneurial decisions require.  Specifically, Mises states:  “The distribution among a number 

of individuals of administrative control over economic goods in a community of men who take 

part in the labour of producing them, and who are economically interested in them, entails a 

kind of intellectual division of labour, which would not be possible without some system of 

calculating production and without economy.”
22

  Two years later, in 1922, in his systematic 

treatise on socialism, Mises repeated the same idea even more explicitly:  “In societies based on 

the division of labour the distribution of property rights effects a kind of mental division of 

labour, without which neither economy nor systematic production would be possible.”
23

  

Moreover, five years later, in his 1927 work, Liberalism, Mises expressly concluded that his 

                                                        

economic accounting.”  Oskar Lange, “On the Economic Theory of Socialism,” Review of Economic 
Studies (October 1936):53.  This article was reprinted in the book, On the Economic Theory of Socialism, 

ed. B.E. Lippincott (Minneapolis:  University of Minnesota Press, 1938 and 1964), 55-143.  Recently, 

Oskar Lange’s article was again partially republished, in the work Friedrich A. Hayek:  Critical 
Assessments, ed. J.C. Wood and R.N. Woods (London:  Routledge, 1991), chap. 17, pp. 180-201. 
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 A bust of Mises already graces at least one place:  the library of the Department of Economic 

Theory of the University of Warsaw, where Oskar Lange taught his classes;  and in fact, it occupies a spot 

right next to Lange’s old office.  The statue was placed during a brief and moving ceremony in September 

of 1990, thanks to the efforts of George Koetter.  (See Free Market 9, no. 2 [February 1991]:8;  and The 
Journal of Economic Perspectives 5, no. 3 [summer 1991]:214-215.) 

22
 Ludwig von Mises, “Economic Calculation in the Socialist Commonwealth,” in Collectivist 

Economic Planning, 102. 
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analysis rests on the impossibility within a socialist system of generating the practical 

information, in the form of market prices, that is necessary for the intellectual division of 

knowledge which a modern society requires and which only arises from the creative capacity of 

human action or entrepreneurship:  “The decisive objection that economics raises against the 

possibility of a socialist society is that it must forgo the intellectual division of labour that 

consists in the cooperation of all entrepreneurs, land owners and workers as producers and 

consumers in the formation of market prices.”
24

 

Another of Mises’s fundamental contributions was his discovery that the information 

the market constantly generates springs from the exercise of entrepreneurship, keyed to the 

particular circumstances of time and place which can only be perceived by each individual 

within the context in which he acts.  Thus, practical, entrepreneurial knowledge originates in the 

market as a result of the unique position each actor occupies in the production process.  If the 

free exercise of entrepreneurship is obstructed, and an attempt is made to coercively organize all 

of society from above, entrepreneurs will be unable to act freely and will therefore cease to be 

entrepreneurs.  They will not even be aware of the information they fail to perceive and create.  

Entrepreneurs will be affected in this way regardless of the level of their academic achievements 

and their professional, managerial qualifications.
25

  In fact, Mises states:  “The entrepreneur’s 
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 Ludwig von Mises, Socialism, 101. 

24
 Ludwig von Mises, Liberalism (San Francisco:  Cobden Press, 1985).  The original edition of 

this work appeared in 1927 under the title, Liberalismus (Jena:  Gustav Fischer). 
25

 This essential idea of Mises’s can quite clearly be traced to Carl Menger, as we can see from 

the content of the notebook in which the Crown Prince Rudolf began in 1876 to record ideas that were 

practically dictated to him by Menger, who had officially been appointed as his private instructor.  In fact, 

on pp. 50-51 of the sixth booklet we read:  “A government cannot possibly know the interest of all 

citizens.  In order to help them it would have to take account of the diverse activities of everybody … 

However carefully designed and well intentioned institutions may be, they never will suit everybody.  

Only the individual himself knows exactly his interests and the means to promote them … Even the most 

devoted civil servant is but a blind tool within a bit machine who treats all problems in a stereotyped 

manner with regulations and instructions.  He can cope neither with the requirements of contemporary 

progress nor with the diversity of practical life.  Therefore it seems impossible that all economic activities 

be treated in a stereotyped way, following the same rule with utter disregard for individual interests.”  

(Archduke Rudolf, Crown Prince of Austria, Politische Oekonomie [Heft, January–August, 1876], 

manuscript written in the prince’s own hand and stored in the Osterreichisches Staatsarchiv.  The 

historian Brigitte Hamann discovered these notes, and Monika Streissler and David F. Good translated 

them into English.  The above translation appears exactly as Erich W. Streissler cites it in Carl Menger on 
Economic Policy:  the Lectures to Crown Prince Rudolf, in Carl Menger and his Legacy in Economics, 

ed. Bruce J. Caldwell, Annual Supplement to vol. 22, History of Political Economy [Durham:  Duke 

University Press, 1990], 107-130, esp. 120-121.)  It is curious to note that Mises saw the tragic death of 
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commercial attitude and activity arises from his position in the economic process and is lost 

with its disappearance.  When a successful businessman is appointed the manager of a public 

enterprise, he may still bring with him certain experiences from his previous occupation, and be 

able to turn them to good account in a routine fashion for some time.  Still, with his entry into 

communal activity he ceases to be a merchant and becomes as much a bureaucrat as any other 

placeman in the public employ.  It is not a knowledge of bookkeeping, of business organization, 

or of the style of commercial correspondence, or even a dispensation from a commercial high-

school which makes the merchant, but his characteristic position in the production process 

which allows for the identification of the firm’s and his own interests.”
26

  Mises develops and 

elaborates on this idea in his treatise on socialism, in which he arrives at the succinct conclusion 

that “an entrepreneur deprived of his characteristic role in economic life ceases to be a business 

man.  However much experience and routine he may bring to his new task he will still be an 

official in it.”
27

 

Hence, to the extent that socialism forcibly prevents the free exercise of 

entrepreneurship in the fundamental sphere of the factors of production (capital goods and 

natural resources), socialism impedes both the emergence and the transmission of the practical 

information which would be necessary for an appropriate allocation of these factors by the 

central planning bureau.  As this information does not emerge, it cannot be taken into account in 

                                                        

the Archduke Rudolf as the result of the influence of Carl Menger, who was aware of the destructive 

effect which the spread of the venomous intellectual trend against liberalism would necessarily exert on 

the Austro-Hungarian Empire and “had transmitted this pessimism to his young student and friend, 

Archduke Rudolf, successor to the Austro-Hungarian throne.  The Archduke committed suicide because 

he despaired about the future of his empire and the fate of European civilization, not because of a woman 

(he took a young girl along in death who, too, wished to die, but he did not commit suicide on her 

account).”  See Notes and Recollections, 34. 
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 Ludwig von Mises, “Economic Calculation in the Socialist Commonwealth,” in Collectivist 
Economic Planning, 120-121.  See also the interesting article of our friend, W. Keizer, “The Property 

Rights Basis of von Mises’ Critique of Socialism” (presented at the First European Conference on 

Austrian Economics, University of Maastricht, April 9-10, 1992). 
27

 Ludwig von Mises, Socialism, 191.  Therefore, Salerno’s dichotomy is patently absurd 

(“Ludwig von Mises as Social Rationalist,” 45 and 55).  Salerno claims that Mises saw the problem of 

socialism as one of economic calculation and not of dispersed knowledge, when the two are indissolubly 

linked.  Mises himself, as we have seen from the beginning, not only emphasized the importance of the 

“characteristic role” of the entrepreneur in terms of providing him with information, but Mises also 

invariably conceived economics as a science which concerns not things but information or knowledge, 

understood as spiritual realities.  (“Economics is not about things and tangible objects, it is about men, 

their meanings and actions,” Human Action, 92.) 
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the rough calculation that must accompany every rational economic decision.  Thus, the people 

at the central regulatory agency cannot even be sure, when they make decisions and act, if they 

are foregoing the achievement of ends they themselves would consider more desirable.  Hence, 

economic decisions in socialism are arbitrary and made in the most absolute obscurity. 

At this point, it is very important to stress that Mises’s argument is a theoretical one 

centered on the intellectual error which pervades all socialist ideas, since it is impossible to 

organize society with coercive commands, given that the supervisory agency cannot possibly 

obtain the information necessary to do so.  Mises’s argument is a theoretical argument that 

refers to the practical impossibility of socialism.
28

  To put it another way, it is the quintessential 

theoretical argument, since theory is merely an abstract, formal, and qualitative analysis of 

reality, an analysis which must never lose its connection with reality, but instead must be as 

relevant as possible to real-world situations and processes.  Therefore, it is entirely false that 

Mises concerned himself with the impossibility of socialism in terms of the formal equilibrium 

model or the “pure logic of choice,” as we will see many prestigious authors, who were 

incapable of distinguishing between “theory” and equilibrium analysis, mistakenly asserted.  In 

fact, as early as 1920, Mises himself took very special care to expressly deny that his analysis 

could be applied to the equilibrium model.  This model presupposes from the beginning that all 

necessary information is available and thus, by definition, that the fundamental economic 

problem socialism poses has been resolved ab initio and in this way, the model leads 

equilibrium theorists to overlook this problem.  In actuality, the problem of socialism stems 

from the fact that when the authorities at the regulatory agency issue an edict or command in 

favor of or against a certain economic proposal, they lack the information necessary for them to 
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 “The dichotomy between ‘theoretical’ and ‘practical’ is a false one.  In Economics, all 

arguments are theoretical.  And since economics discusses the real world, these theoretical arguments are 

by their nature practical ones as well.”  Murray N. Rothbard, Man, Economy and State:  A Treatise on 
Economic Principles, vol. 2 (Los Angeles:  Nash Publishing, 1970), 549.  In fact, there is nothing more 
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mathematical economists offer is a theoretical one which is irrelevant, in the sense that it refers to an 

equilibrium model which presupposes, by definition, that the economic problem has already been 

resolved, since all necessary information is considered given and available to the regulatory agency. 
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determine whether or not they are acting correctly, and hence they cannot make any economic 

calculation or estimate whatsoever.  If it is assumed that the supervisory agency has at its 

disposal all of the necessary information and also that no changes will occur, then it is obvious 

that no problem of economic calculation arises, since such a problem is considered nonexistent 

from the start.  Thus, Mises states:  “The static state can dispense with economic calculation.  

For here the same events in economic life are ever recurring;  and if we assume that the first 

disposition of the static socialist economy follows on the basis of the final state of the 

competitive economy, we might at all events conceive of a socialist production system which is 

rationally controlled from an economic point of view.  But this is only conceptually possible.  

For the moment, we leave aside the fact that a static state is impossible in real life, as our 

economic data are for ever changing, so that the static nature of economic activity is only a 

theoretical assumption corresponding to no real state of affairs.”
29

  Therefore, Mises’s argument 

is a theoretical one which centers on the logical impossibility of socialism, but it is an argument 

that takes account of a theory and logic of human action and the real social, dynamic, and 

spontaneous processes it sets in motion, and not a “logic” or “theory” built on mechanical action 

carried out in an environment of perfect equilibrium by “omniscient” beings who are as 

inhuman as they are removed from reality.  As Mises explained even more clearly two years 

later in his book on socialism:  “Under stationary conditions there no longer exists a problem for 

economic calculation to solve.  The essential function of economic calculation has by hypothesis 

already been performed.  There is no need for an apparatus of calculation.  To use a popular but 

not altogether satisfactory terminology we can say that the problem of economic calculation is 

of economic dynamics:  it is no problem of economic statics.”
30

  This statement of Mises’s fits 

in perfectly with the most representative of the Austrian tradition, just as it was established by 
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 Ludwig von Mises, “Economic Calculation in the Socialist Commonwealth,” in Collectivist 

Economic Planning, 109. 
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 Ludwig von Mises, Socialism, 120-121.  Thus, it makes no sense to assert, as Salerno did, that 

Mises considered the problem of economic calculation a mere problem of Robbinsian maximization in 

which the ends and means are given.  (Joseph T. Salerno, “Ludwig von Mises as Social Rationalist,” 46.)  

From a dynamic standpoint, neither the ends nor the means are given, but instead they must be constantly 

created and discovered.  Calculation involves looking to the future and hence, creating new information. 
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Menger, subsequently developed by Böhm-Bawerk, and encouraged in its third generation by 

von Mises himself.  In fact, according to Mises, “what distinguishes the Austrian School and 

will lend it immortal fame is precisely the fact that it created a theory of economic action and 

not of economic equilibrium or non action.”
31

  Therefore, it is not surprising that, since no 

economic calculation is necessary in a state of equilibrium, the only people capable of 

discovering the theorem of the impossibility of socialist economic calculation were the 

cultivators of a school which, like the Austrian school, focused its scientific research program 

on the theoretical analysis of the real, dynamic processes which operate in the market, and not 

on the development of partial or general mechanistic models of equilibrium. 

We have now shown that Mises, in his above-mentioned 1920 article, had already 

explicitly formulated the essence of the theory of the impossibility of socialism which we 

covered in detail in chapters 2 and 3.  Mises’s paper had a powerful impact on his young pupil 

F.A. Hayek, who was inspired by it to abandon the “well-intentioned” socialism of his early 

youth and, beginning at that time, to devote considerable intellectual effort to refining and 

broadening the contributions of his teacher.
32

  Therefore, we cannot accept the particularly 

erroneous view that two distinct arguments exist against the possibility of economic calculation 

in socialist economies.  Those who hold this view claim that the first of these arguments is 

simply algebraic or computational, was initially presented by Mises, and shows that economic 

calculation is impossible wherever there are no prices to permit the accounting of gains and 

losses.  Supposedly, the second argument is of an epistemological nature, was mainly developed 

by F.A. Hayek, and shows that socialism cannot work because the central planning bureau 

cannot possibly obtain access to the vital practical information necessary to organize society.
33
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In fact, Mises considered both arguments, the computational and the epistemological, to be 

simply two inseparable sides of the same coin.  For it is impossible to make any economic 

calculation, nor the corresponding preliminary judgments, if the necessary information, in the 

form of market prices, is unavailable.  Moreover, it is the free exercise of entrepreneurship 

which constantly results in the creation  of such information.  Entrepreneurs continually bear in 

mind the terms of trade or market prices which have applied in the past, and they try to estimate 

or discover the market prices which will apply in the future.  They then act in accordance with 

their estimates, and in this way, actually bring about the establishment of future prices.  Mises 

himself wrote, in 1922:  “It is the speculative capitalists who create the data to which he has to 

adjust his business and which therefore gives direction to his trading operations.”
34

 

The above considerations should not prevent us from recognizing that Mises’s 

pioneering work of 1920 was still quite far from the refined and polished contributions which he 

himself and Hayek would later make in the decades that followed, and which would culminate 

in the analysis of entrepreneurship and of the resultant processes by which information is 

generated, processes we covered in chapters 2 and 3.  Also, we must take into account that in his 

initial contribution, Mises was heavily influenced by a preexisting Marxist environment that he 

meant to challenge and that lead him to place special emphasis on both money and prices as 

necessary for economic calculation.  Therefore, in order to place Mises’s 1920 article in its 

proper context, we will devote the next section to a more or less detailed examination of the 

Marxist environment which prevailed in the academic and intellectual circles in which Mises 

moved in the years immediately prior to 1920, an environment he became intimately acquainted 

with in the seminar Böhm-Bawerk lead up until the time World War I broke out. 

 

                                                        

Scholar, Creator and Hero (Auburn, Alabama:  Ludwig von Mises Institute, 1988), 38;  and the above-
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3.  THE FUNCTIONING OF SOCIALISM, ACCORDING TO MARX 

There is no doubt that when Mises wrote his pioneering work, he had in mind the 

Marxist conception of socialism, a view which predominated in Europe at the beginning of the 

1920s.  Thus, we must pause for a moment and identify the ideas which were circulating at that 

time on such a relevant subject. 

To begin, we should ask whether or not Karl Marx had a clear idea of how the socialist 

system he preached should actually work.  This is an important point for two reasons:  first, 

because Mises repeatedly accused Marx and his followers of trying to inoculate themselves 

against any critical analysis of the socialist system by simply arguing that such an analysis was 

irrelevant and utopian, since socialism would inexorably evolve from capitalism;  and second, 

because Marx himself felt that within his theoretical framework, meticulous or detailed 

speculation about the specific aspects of future socialism was not “scientific.”  Despite the 

above, and the fact that this Marxist approach has definitely been systematically overused in 

order to avoid the theoretical discussion of the realistic chances of socialism working, we 

believe that in the critical analysis of capitalism which constitutes the heart of Marxist ideas, it 

is possible to clearly distinguish, though in an implicit and embryonic form, an analysis of how 

socialism should function in practice.
35

  In our opinion, Marx was so influenced and obsessed 

by the Ricardian model of adjustment and equilibrium, that his entire theory is aimed at 

justifying a normative equilibrium, in the sense that, according to Marx, the proletariat should 

coercively impose from above a “coordination” which does away with the typical features of 

capitalism.  As for the actual, detailed analysis of the economic realities of the capitalist system, 

we should stress that Marx focuses on the disequilibriums and maladjustments that emerge in 

the market and thus, Marxist theory is mainly a disequilibrium theory.  Paradoxically, it 

occasionally coincides on some very curious points with the analysis of market processes 

carried out by Austrian economists, in general, and by Hayek and Mises himself, in particular. 
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Therefore, curiously, Marx understood to a point how the market, as a spontaneous and 

impersonal order, acts as a process which creates and transmits the information that permits a 

certain coordination in society.  In fact, in Grundrisse we read:  “It has been said and may be 

said that this is precisely the beauty and the greatness of it, this spontaneous interconnection, 

this material and mental metabolism which is independent of the knowing and willing of 

individuals, and which presupposes their reciprocal independence and indifference.  And 

certainly, this objective connection is preferable to the lack of any connection, or to a merely 

local connection resting on blood ties, or on primeval, natural or master-servant relations” 

(italics added).
36

  Moreover, Marx explicitly recognizes both the role institutions play in 

enabling people to acquire and transmit practical information in the market, and their 

importance to the knowledge of economic agents:  “Together with the development of this 

alienation, and on the same basis, efforts are made to overcome it:  institutions emerge whereby 

each individual can acquire information about the activity of all others and attempt to adjust his 

own accordingly … Although the total supply and demand are independent of the actions of 

each individual, everyone attempts to inform himself about them, and this knowledge then reacts 

back in practice on the total supply and demand.”
37

 

If Marx condemns the market, it is precisely because he contrasts it with an “ideal” 

economic system in which individuals are able to subordinate all of their social relationships to 

coercive, centralized, and communal management which is supposed to make it possible for the 

entire social process to arise from conscious and deliberate organization, whereas in the market, 

the process is impersonal and not consciously designed nor controlled by anyone, and thus 

“alienating.”  Furthermore, this organized management of all of society depends upon the a 

priori formulation of a detailed plan to enable the authorities to organize the entire society, just 

as an architect drafts intricate plans for a building before constructing it:  “What distinguishes 
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the worst architect from the best of bees is this, that the architect raises his structure in 

imagination before he erects it in reality.”
38

  Therefore, it is based on this sole contrast between 

the “anarchy” of the production characteristic of the spontaneous order of the market and the 

“perfect organization” which supposedly results from central planning that Marx criticizes 

capitalism and defends the socialist system, which he claims will inexorably replace it. 

It is evident that Marx’s essential error lies in both his confusion of the concepts of 

practical and scientific information, and in his belief that practical information is objective and 

can be “absorbed” by the central planning body.  Marx overlooks the subjective, exclusive, 

dispersed, tacit, and inarticulable nature of practical information, which we carefully described 

in chapter 2, and he fails to realize that from a logical standpoint, not only is it impossible to 

centrally coordinate social maladjustments, but also, new information can only be constantly 

developed and created as a result of the capitalist entrepreneurial process, which cannot be 

reproduced in a coercive and centralized manner.  In other words, new technologies, products, 

and distribution methods, and in general, new entrepreneurial information, can logically only 

emerge from the spontaneous market process which Marx so criticized and which the force of 

entrepreneurship drives.  Hence, paradoxically, from his own viewpoint, Marxist socialism is a 

utopian socialism, since a proper understanding of the logical nature of the information created 

and used in the market invariably leads one to conclude that the very forces of technological and 

economic development that operate there make it impossible for the market to move toward a 

social order based on the centralized and coercive organization of all practical information. 

This and no other is Marx’s fundamental error, and the rest of his mistakes on economic 

and social topics can be considered simply particular consequences of this initial radical error.  

For example, his labor theory of value is merely the natural result of the belief that information 
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or knowledge is objective and can be unmistakably discerned by an outside observer.  On the 

contrary, we know that value is simply a subjective, dispersed, and inarticulable idea or bit of 

information;  in other words, the human mind estimates it or projects it upon things or economic 

means, and the more useful the actor subjectively believes these means will be to him in 

achieving the objectives he pursues, the more psychologically intense will be his perception of 

their value. 

Marx’s erroneous conception of the theory of value also invalidates his entire theory of 

surplus value or exploitation.  It is not just that Marx self-interestedly ignored those economic 

means which were not merchandise and thus did not incorporate any labor in their formation 

process;  it is also that, as Böhm-Bawerk brilliantly showed,
39

 the Marxist analysis betrays a 

                                                        

39
 To sum up, the chief arguments against the objective labor theory of value and its main 

corollary, the Marxist theory of exploitation, follow: 

First, not all economic goods are the product of labor.  Natural resources are scarce and useful 

for achieving human ends, and thus they constitute economic goods even though they incorporate no 

labor.  Moreover, two goods that incorporate an identical amount of labor can clearly have very different 

values if they take different lengths of time to produce.  Second, the value of goods is subjective, since as 

we explained in chapter 2, value is merely an estimate man makes when he acts;  he projects upon the 

means his assessment of their importance to the accomplishment of a certain end.  Therefore, goods 

which incorporate a large quantity of labor can be worth very little, or even nothing, if the actor later 

realizes they are useless for the achievement of any goal.  Third, labor-value theorists depend upon an 

insoluble contradiction and circular reasoning:  the idea that labor determines the value of economic 

goods, and that the value of labor is in turn determined by the value of the economic goods necessary to 

reproduce it and maintain the productive capacity of the worker is an example of circular reasoning;  the 

ultimate determinant of value is never specified.  Finally, fourth, the defenders of the theory of 

exploitation flagrantly overlook the law of time preference, and hence, the logical importance of the fact 

that, other things being equal, present goods are always worth more than future goods.  This error leads 

them to expect workers to receive in payment an amount in excess of the value they produce, since 

defenders of this theory argue that when a worker does his job, he should be paid in cash for the entire 

value of a good which will be completely produced only at the end of a time period of varying length.  All 

of the above criticism of the Marxist theory of value is analyzed in great detail in Eugen von Böhm-

Bawerk’s classic work, “The Exploitation Theory,” in Capital and Interest (South Holland, Illinois:  

Libertarian Press, 1959), vol. 1, chap. 12, pp. 241-321.  This is an English translation of the first volume 

of Böhm-Bawerk’s magnum opus, Kapital und Kapitalzins, which was subtitled “Geschichte und Kritik 

der Kapitalzins-Theorien” and published in four editions (1884, 1900, 1914, and 1921).  Also, Böhm-

Bawerk wrote an article devoted to exposing the inconsistencies and contradictions which had entrapped 

Marx when he tried, in volume 3 of Capital, to resolve the errors and conflicts in his theory of 

exploitation as he had initially developed it in volume 1 of the same work.  The article is called “Zum 

Abschluss des Marxschen Systems,” pp. 85-205 of Staatswissenschaftliche Arbeiten-Festgaben für Karl 
Knies zur Fünfundsiebzigsten Wiederkehr (Berlin:  Haering, 1896).  We have used an English translation 

published with the title, “The Unresolved Contradiction in the Marxian Economic System,” chap. 4 of 

Shorter Classics of Eugen von Böhm-Bawerk (South Holland, Illinois:  Libertarian Press, 1962), 1:201-

302.  In the Marxist camp, only Rudolph Hilferding (1877-1941) tried, though unsuccessfully, to counter 

the arguments of Böhm-Bawerk in his “Böhm-Bawerk’s Marx Kritik,” published in vol. 1 of the Marx-
Studien (Vienna:  I. Brand, 1904).  Regarding this article of Hilferding’s, Böhm-Bawerk concludes:  

“Nothing in it has caused me to change my opinion in any respect.”  See Capital and Interest, vol. 1, p. 

472.  Indeed, even Otto Bauer, a socialist theorist who, like Hilferding and Mises, attended Böhm-
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complete ignorance of the importance of time preference and the fact that all human action, in 

general, and all production processes, in particular, take time.  Thus, Marx expects workers to 

be paid not the value of what they produce, but considerably more, since he demands they 

receive in payment the entire value of their contribution to the production process, an amount 

assessed not at the time each contribution is made, but projected for the later time when the 

complete production process has concluded.  In addition, Marx’s analysis of surplus value 

inevitably rests on circular reasoning, which explains nothing.  Indeed, the supposedly objective 

value of labor is established based on the cost of reproducing it in terms of the value of the 

goods necessary to maintain it, which would in turn be determined by the labor incorporated in 

these goods, and so on, in a vicious circle of faulty reasoning that can account for nothing. 

Marx believed the ideal socialist state would organize society like an “immense factory” 

planned entirely from above in a “rational” manner.  He thought this would be the only way to 

avoid the great inefficiencies and redundancies typical of the capitalist system, and that above 

all, it would make it possible to abolish all market relationships in general, and the circulation of 

money understood as a medium of exchange, in particular.  Hence, Marx explicitly states:  “In 

the case of socialized production the money capital is eliminated.  Society distributes labour-

power and means of production to the different branches of production.  The producers may, for 

all it matters receive paper vouchers entitling them to withdraw from the social supplies of 

consumer goods a quantity corresponding to their labour-time.  These vouchers are not money.  

They do not circulate.”
40

  Elsewhere, also in reference to the vouchers, Marx indicates that they 

are “… no more money than a ticket for the theatre.”
41

  Marx later passed on this entire notion 

to his disciples, and Friedrich Engels popularized the best-known version of it in his Anti-

Dühring, where he writes:  “Society can simply calculate how many hours of labour are 

contained in a steam-engine, a bushel of wheat of the last harvest, or a hundred square yards of 
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cloth of a certain quality … Society will not assign values to products.  It will not express the 

simple fact that the hundred square yards of cloth have required for their production, say, a 

thousand hours of labour in the oblique and meaningless way, stating that they have the value of 

a thousand hours of labour.  It is true that even then it will still be necessary for society to know 

how much labour each article of consumption requires for its production.  It will have to arrange 

its plan of production in accordance with its means of production, which include, in particular, 

its labour-powers.  The useful effects of the various articles of consumption, compared with one 

another and with the quantities of labour required for their production, will in the end determine 

the plan. People will be able to manage everything very simply, without the intervention of 

much-vaunted ‘value.’”42
  Thus, it is in the context of these contributions by Marx

43
 and his 

most immediate disciples that we should view the emphasis Mises placed, in his 1920 article, on 

the requirement of money and monetary prices for economic calculation.  We will elaborate on 

this and other matters in the following section. 

 

4.  ADDITIONAL CONSIDERATIONS ON MISES’S CONTRIBUTION 

Mises’s Refutation of Marx’s Analysis 

It is very important to bear in mind that Mises’s argument that socialism involves a 

logical impossibility is not only a theoretical case against the chances that socialism will 
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function in the future, but also a well-aimed, full-scale attack on the very heart of Karl Marx’s 

analysis.  Actually, Mises agrees entirely with Marx that in a state of equilibrium, no money or 

medium of exchange would be necessary, assuming all information were objective and available 

to the central regulatory agency.  Thus, Mises expressly states:  “Money is necessarily a 

dynamic factor;  there is no room left for money in a static system.”
44

  Nevertheless, as we have 

seen, Mises’s essential argument does not refer to an equilibrium model which is as  

hypothetical as it is impossible, and in which no changes ever occur, and all social 

maladjustments have disappeared, because they have been coercively coordinated from above 

by a central planning bureau which possesses all of the vital information.  On the contrary, in 

such circumstances, which cannot possibly be established in practice, Mises sees no potential 

problem of economic calculation whatsoever.  The fundamental contribution Mises made was 

precisely to show that it is theoretically impossible in the real world for a central planning 

agency to coercively coordinate society.  In this sense, Mises’s contribution not only exposes 

the logical impossibility of socialism, but also constitutes the definitive theoretical argument 

against the teachings of Marx. 

Clearly, only someone with Mises’s keen, profound grasp of the real-life operation of 

market processes could come to realize that economic calculation and social coordination are 
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acquired in socialist systems, and the state owns the only store. 
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impossible outside of the market.  Nonetheless, it is important to note that when Mises refers to 

market price and competition, the absence of which is precisely what precludes economic 

calculation outside of the market, he means something altogether different than the neoclassical 

equilibrium theorists do when they refer to “price” and “competition.”  For Mises, price is any 

historical term of trade which inevitably emerges in the competitive process that the force of 

entrepreneurship drives;  it is not a simple parameter that indicates the terms on which each 

alternative must be offered with respect to the rest.  Even more important, the term competition 

conveys to Mises a meaning which is virtually the exact opposite of the one the neoclassical 

school attributes to the word.  While the so-called “model of perfect competition” refers to a 

certain state of equilibrium in which all participants passively confine themselves to selling the 

same product at a given price, for Mises competition denotes a dynamic process of rivalry 

between entrepreneurs who, rather than sell at given prices, constantly make decisions and 

undertake new actions and exchanges which result in new information that continually 

materializes in the form of new market prices. 

Later, in the chapter devoted to Oskar Lange, we will study in much greater detail the 

differences between the concepts of price and competition as adhered to by Mises and by 

neoclassical economists.  What we should emphasize at this point is that Mises, in his original 

1920 article, focused his challenge on the view of central planning which was implicit in Marx’s 

contributions, which we have already discussed.  Since Marx specifically disputed the need for 

monetary prices, it was natural for Mises to particularly stress that both prices and money are 

necessary for economic calculation.  Later, the socialist participants in the debate finally 

recognized that money and prices, though understood strictly in the parametric sense, are 

essential to economic calculation.  Only then did Hayek carry to its logical conclusion the 

argument (which Mises, his mentor, had also originally introduced) that economic calculation 

requires true market prices, not merely parametric prices, and thus that neither the exercise of 

entrepreneurship nor the adjustments and coordination which society demands are possible in 

the absence of genuinely competitive markets and private ownership of the factors of 

production.  Nevertheless, let us remember, as we have already shown, that all of the basic 
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elements of this fundamental argument concerning the role of the practical information or 

knowledge dispersed throughout the market, an argument Hayek and Mises himself would later 

refine and perfect, were already present in embryonic form in the initial contribution Mises 

made in 1920. 

 

The Monetary Calculation of Profits and Losses 

In section 2, “The Nature of Economic Calculation,” of his 1920 article, Mises 

distinguishes between three different types of value judgments every actor or entrepreneur can 

make when he acts:  primary valuations, valuations of consumer goods, and valuations of the 

means of production.  While primary valuations and valuations of consumer goods are carried 

out by the actor directly, i.e. through an in natura calculation which simply requires each actor 

to compare on his own subjective value scale the rankings of the different ends and the means of 

consumption necessary to achieve them, valuations of productive factors, in contrast, are a great 

deal more complex.  This is especially true in a productive structure which, like the modern one, 

consists of an extremely elaborate network of different stages of production which are 

interconnected in a highly complicated manner and involve time periods of quite diverse 

lengths.  Thus, as Mises rightly states, “the mind of one man alone is too weak to grasp the 

importance of any single one among the countlessly many goods of higher order.”
45

  In fact, 

decisions concerning the factors of production are so complicated that they require judgments 

which are only possible when one possesses the information monetary prices supply, prices 

which arise from the market process itself.  Only in this way, through entrepreneurship, can the 

maladjustments present in the productive structure be eliminated, and the trend toward 

coordination which makes life in society possible be established. 

The heart of this process consists precisely of the profit-and-loss estimates 

entrepreneurs constantly make when they act in the market of productive factors.  In fact, 

whenever they encounter a profit opportunity, they act to seize it by acquiring factors of 
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production at a market price or monetary cost which they expect to be lower than the selling 

price they will obtain for the consumer good once it has been produced.  In contrast, losses 

indicate that the entrepreneur committed an error when he acted and that he allocated scarce 

resources to the production of certain consumer goods and services when others were more 

important or urgently necessary (those which generate profits instead of losses).  As is logical, 

when entrepreneurs buy or sell factors of production and undertake production processes, they 

do not “act” by simply adjusting to a number of chimerical, parametric “prices,” but rather they 

actively and continuously form true market prices into which they unconsciously incorporate 

the information they generate or discover from moment to moment.  The absence of money, 

private property, and freedom to exercise entrepreneurship prevents the constant creation, 

discovery, and transmission of this information, and also, as a result, the formation of the 

market prices which are the essential raw material for the economic calculation that makes 

coordination possible in society. 

 

The Practical Sufficiency of Economic Calculation 

Mises identified three advantages of economic calculation as it is performed in a real 

market economy.  First, economic calculation makes it possible to take into account the 

valuations of the economic agents who participate in the social process.  Second, economic 

calculation provides entrepreneurs with a guide for their actions, in the sense that it indicates the 

types of production processes they should and should not embark on, and it does so through the 

indicators or “signs” represented by the profit-and-loss estimates entrepreneurs constantly make.  

Third, economic calculation permits many of the valuations connected with action to be reduced 

to the common denominator of monetary units. 

Mises expressly recognizes that neither economic calculation nor money function 

perfectly in a market economy.  Money, as a medium of exchange, is subject to constant, 

unpredictable, and disparate changes in purchasing power.  With respect to economic 
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calculation, a number of goods and services involve no purchases nor sales in the market, 

basically because they are res extra commercium and therefore do not permit estimates in terms 

of monetary prices.  (In fact, Mises’s entire argument rests on the analysis of the consequences 

which would inevitably ensue if all capital goods were turned into res extra commercium.)  

Furthermore, the apparent precision of (financial and cost) accounting is deceptive, since its 

numerical expressions disguise the fact that they all rest on subjective judgments of a strictly 

entrepreneurial nature concerning the direction future events will take.  As an example to 

illustrate this idea, Mises cites the calculation of depreciation rates which, as an accounting 

expression of depreciation, always entail a rough entrepreneurial judgment regarding the market 

price which will be charged for a replacement when, in the future, the production good has been 

depleted physically or technologically. 

Nevertheless, despite all of its inadequacies and imperfections, economic calculation 

provides the only social guide for discovering the maladjustments which emerge in society.  It 

does so by directing the action of human beings toward the discovery and coordination of these 

maladjustments and thus makes life in society possible.  Given the characteristics of practical, 

dispersed information or knowledge, which we analyzed in chapter 2, there is no substitute for 

market economic calculation, and although it is always based on subjective estimates and on 

information provided by market prices, which never exist in equilibrium, it at least permits 

entrepreneurs to rule out innumerable possibilities, alternatives, and courses of action which 

might be technologically possible, but would not be economically suitable.  In other words, 

economic calculation limits the possibilities under the consideration of entrepreneurs to a very 

small number of alternatives which appear a priori to be potentially profitable, and in this way, 

it radically simplifies an actor’s decision-making process.  Thus, Mises concludes:  

“Admittedly, monetary calculation has its inconveniences and serious defects, but we have 
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certainly nothing better to put in its place, and for the practical purposes of life monetary 

calculation as it exists under a sound monetary system always suffices.”
46

 

 

Calculation as a Fundamentally Economic (and not Technical) Problem 

Mises believes the establishment of a socialist regime implies the elimination of rational 

economics, since in a socialist regime, true prices and money cannot exist in the sense they do 

in a real market economy.  From the perspective of the initial Marxist plan, which we have 

already examined and according to which prices and money would be abolished, it is clear that 

economic calculation would disappear entirely.  In fact, Mises directs much of his article toward 

criticizing this proposal.  We will later see that the circumstances change very little if socialists, 

as a second line of defense, do permit the existence of some parametric “prices” set by the 

regulatory authority and some “monetary units” more like units of account than anything else.  

In this case, we would still be faced with the impossibility of creating and transmitting new 

practical information in an environment in which the free exercise of entrepreneurship is 

prohibited.  The systematic use of institutional coercion prevents this information from 

emerging and being transmitted, and hence it can never be concentrated in the “mind” of the 

governing body nor be used by it. 

Therefore, socialism does not pose a technical nor a technological problem, one based 

on the assumption that the ends and means are given, along with the rest of the information 

necessary to resolve a mere problem of maximization.  On the contrary, the problem socialism 

poses is strictly economic:  it arises when there are many competing ends and means and when 

knowledge about them is dispersed in the minds of innumerable human beings and is constantly 

generated ex novo, and hence, when it is not even possible to know about all of the possibilities 

and alternatives that exist nor the relative intensity with which each is desired.
47

  When an 
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engineer sets about solving a maximization problem, he always assumes that there are some 

alternatives in the market and some equilibrium prices and that both are known.  However, the 

economic problem is quite different and consists precisely of discovering which ends and means 

are possible, as well as future market prices.  That is, the issue is how to obtain the information 

necessary to address and resolve the technical problem.  Economic calculation is a rough 

judgment made possible by the information that the entrepreneurial process constantly creates, 

and if this process is prevented by force, the information does not emerge, and economic 

calculation becomes impossible. 

 

Business Consolidation and Economic Calculation 

Mises’s argument can also be employed to analyze the theoretical limit to the growth of 

any “business organization” in a market economy.  In fact, a company, or a “firm,” can be 

considered simply a voluntary “planning” or “organizational island” within the market, one that 

emerges spontaneously as its promoters entrepreneurially discover that under certain 

circumstances such a system is the most suitable for achieving their own objectives.  Every firm 

involves at least a minimum of organization and planning, and through each firm, certain 

economic, human, and material resources are organized according to the plan and commands 

issued by the management.  From the standpoint of Mises’s original argument, it is clear that the 

                                                        

conception of “economics” is poor and of little scientific interest, and it reduces our science to a simple, 

limited, and short-sighted amalgam of maximizing techniques.  At the same time, it is not surprising that 

legions of pseudo-economists, who are simply maximization technicians, are unable to perceive, using the 

poor tools of their technique, the theoretical factors which render socialism impossible.  The development 

of our science will remain encumbered until those who practice it recognize fully the radical differences 

between science and technique in the field of economics, and until they cease, under the pretext of 

science, to take refuge in the much easier, more comfortable, and more secure (despite appearances) area 

of a technique which is scientifically irrelevant, since it can only be implemented when the economic 

problems of true importance, generating and discovering the necessary information, are assumed 

resolved.  Finally, we must add that because the economic problem can only be solved in a spontaneous, 

decentralized manner through the free exercise of human interaction or entrepreneurship, economics is, 

for us, a general science of human action and its implications (praxeology), and its raw material does not 

comprise objective things (goods, services, etc.), but subjective entities of a spiritual nature (ideas, 

valuations, information).  The Austrian conception of economics as a science not confined to 

maximization (in static and mathematical terms) originated with Menger himself.  In fact, A.M. Endres 

even refers to the “Mengerian principle of non-maximization.”  See his “Menger, Wieser, Böhm-Bawerk, 

and the Analysis of Economic Behaviour,” in History of Political Economy 23, no. 2 (summer 1991):  

279-299, and esp. footnote 5 on p. 281. 
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size of a company invariably limits the possibility of efficiently organizing it:  there will always 

be a certain critical size, beyond which the volume and type of information the management 

needs to run the company efficiently will become so large and complex that it will far exceed 

the managers’ capabilities of interpretation and comprehension, and thus any additional growth 

will tend to be inefficient and superfluous. 

In terms of economic calculation, the argument could be expressed as follows:  in any 

firm, vertical integration will be limited by the fact that once all stages have been incorporated 

into an entrepreneurial production process, exchanges with respect to one or more of them may 

disappear from the market, and market prices would thus cease to emerge for some capital 

goods.  At that point, it would no longer be possible within a firm to make vertical transfers 

with the guidance of economic calculation, and hence, there would be a tendency to commit 

systematic errors and inefficiencies which would sooner or later reveal to the entrepreneur that 

he should decentralize and not vertically integrate his company to such an extent if he does not 

wish to endanger its competitive capacity.
48

  That is, in a free market it will never be possible to 

bring about a complete vertical integration with respect to the stages of any production process, 

since doing so would prevent the necessary economic calculation.  Therefore, in the market 

there is an economic law which limits the maximum relative size of each company.
49
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the price that would rule under competition, or a price that is equal to the necessary cost, is impossible, 

because the competitive or necessary cost cannot be known unless there is competition.  This does not 

mean that the manager of the monopolized industry under socialism will go on against his instructions, to 

make monopoly profits.  But it does mean that since there is no way of testing the economic advantages 

of one method of production as compared with another, the place of monopoly profits will be taken by 
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In fact, as the division of knowledge becomes broader, deeper, and more detailed, and 

social and economic processes grow more complex as a result, it becomes more difficult for a 

company to integrate vertically and expand, since its management has to interpret and use a 

larger volume of more complex information.  One of the most typical consequences of the 

poorly named “technological revolution,” which is simply the process, characteristic of modern 

market economies, of expansive broadening and deepening in the division of knowledge, has 

been to reverse, other things being equal, the trend toward the growth of so-called “economies 

of scale.”  It is increasingly evident that it is often more profitable to invest separately in 

different companies than to invest through holding companies or conglomerates;  and many 

large firms are finding that the only way for them to compete with small ones is to try to 

encourage and favor internal entrepreneurial initiatives (intrapreneurship).
50

  In fact, even the 

                                                        

uneconomic waste.”  See “Socialist Calculation II:  The State of the Debate (1935),” chap. 8 of 

Individualism and Economic Order (Chicago:  Gateway Editions, 1972), 170.   
50

 This reasoning is in line with and completed by Professor Ronald H. Coase’s analysis of the 

nature of the “firm” (understood as a voluntary internal “organization”) and the determiners of its size and 

development, as opposed to the alternative system represented by external interrelations, which Coase 

mistakenly describes as relations based on the use of the market and price system.  Coase states:  “It is 

easy to see when the State takes over the directions of an industry that, in planning it, it is doing 

something which was previously done by the price mechanism.  What is usually not realized is that any 

businessman, in organizing the relations among his departments, is also doing something which could be 

organized through the price mechanism … In a competitive system, there is an ‘optimum amount of 

planning’! … The important difference between these two cases is that economic planning is imposed on 

industry, while firms arise voluntarily because they represent a more efficient method of organizing 

production.”  See “The Nature of the Firm,” in The Firm, the Market and the Law (Chicago:  University 

of Chicago Press, 1988), footnote 14 on p. 37.  See also The Nature of the Firm:  Origins, Evolution and 
Development, ed. Oliver E. Williamson and Sidney G. Winter (Oxford:  Oxford University Press, 1991), 

30-31.  Thus, Mises’s thesis would complement Coase’s, in the sense that the entrepreneurial organization 

would not only have decreasing profits and increasing costs, but would also entail a prohibitive cost from 

the moment the market for certain factors of production began to disappear.  Hence, market processes are 

equipped with an internal safeguard against their possible elimination through voluntary vertical 

integration, a safeguard which consists of each entrepreneur’s vital need to plan his action based on 

economic calculation.  Nevertheless, despite our view that certain aspects of Coase’s analysis are 

significant, we feel that in it he fails to cross the theoretical boundary to an explicit recognition of 

entrepreneurship.  Throughout his theory, Coase focuses obsessively on “transaction costs,” a concept 

which presupposes the existence of the information necessary to identify and calculate such costs.  

However, the fundamental economic problem is not one of transaction costs, but an entrepreneurial 
problem;  that is, an issue of the discovery and creation of the information necessary, both in terms of new 

ends and the new means necessary to accomplish them.  In other words, Coase’s theory continues to be a 

static or equilibrium theory which presupposes a given framework of ends and means and does not reflect 

the fact that the problem of “transaction costs” is preceded by a much more crucial issue:  whether or not 

the entrepreneur realizes which courses of action are the most appropriate.  That is, “transaction costs” 

can be absent if they are not discovered, and what is subjectively considered a transaction cost can at any 

time cease to be so or can change radically in the event of entrepreneurial innovations or discoveries.  

Thus, the problem is not that the information is given, though dispersed and very “difficult” to obtain, but 

rather that the information is not given, and if entrepreneurship is exercised well, new practical 
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capacity of a small personal computer has rendered obsolete innumerable and often large 

“voluntary planning organizations” which up until now were considered typical of the market 

and even essential. 

This argument also demonstrates that Marx’s theory, according to which the capitalist 

system tends inexorably toward the consolidation of companies, is erroneous:  business 

consolidation will not usually go beyond the point at which the requirements of the management 

for knowledge or information exceed the managers’ own capacity for comprehension.  If a firm 

continually expands, a time will come when it will run into increasing difficulties, in the sense 

that managers will have to make their decisions more and more “in the dark,” without the 

information necessary to discover and evaluate the different production alternatives or possible 

courses of action.  As they will lack the aid of the information provided by market prices and 

the entrepreneurship of their competitors, managers’ behavior will become increasingly 

arbitrary and excessive.  Therefore, central planning cannot be considered the inexorable 

conclusion of the future evolution of capitalism:  the very course of the market limits the 

possible centralization of each company.  This limit is established precisely by the capacity of a 

company’s management to assimilate information and by changes in the social division of 

knowledge, a division which becomes increasingly profound, complex, and decentralized.
51

 

 

5.  THE FIRST SOCIALIST PROPOSALS OF A SOLUTION TO THE PROBLEM OF 

ECONOMIC CALCULATION 

 

                                                        

information can be created or discovered constantly without any cost at all:  in dynamic social processes, 

the economic problem is not posed by “transaction costs,” but by x-inefficiency, or genuine 

entrepreneurial error, and this can only be resolved via the creative and non-coerced exercise of 

entrepreneurship. 
51

 Thus the theoretical refutation of Marx is rounded off.  Chronologically, the refutation began 

with Böhm-Bawerk’s critical analysis of the Marxist theory of surplus value or exploitation and the 

objective labor theory of value, when Böhm-Bawerk revealed the inanity of the Marxist critical analysis 

against capitalism.  Ludwig von Mises rounded off the argument with a devastating, definitive blow to 

Marx’s theories, which Mises dealt by showing that the socialist alternative system is theoretically 

impossible, because it fails to permit economic calculation.  From this argument, we can also deduce, as 

an important corollary or by-product, proof that the Marxist theory concerning the process of capitalist 

consolidation is invalid. 
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Economic Calculation in Kind 

The notion that a socialist economy could be organized without the use of money can be 

traced back, as we saw in the last section, to Karl Marx.  Indeed, in the nirvana or equilibrium 

state which Marx believes can and should be coercively imposed by the governing body, there 

would be no need for money, since it is assumed that all information is given and no changes 

ever occur.  It would simply be necessary to produce the same goods and services period after 

period and distribute them in the same way to the same individuals.  This idea was passed down 

from Marx to Engels, and from him to a number of theorists who, with varying degrees of 

explicitness, assert that there is no reason economic calculation should present any problem at 

all, even in the absence of money.
52

 

Apart from the fact that the central coercion agency cannot possibly access the 

necessary information, the problem with proposals to carry out economic calculation in natura 

or in kind is simply that no calculation, neither addition nor subtraction, can be made using 

                                                        

52
 Among the authors who believed economic calculation possible in a moneyless economy, we 

could mention Karl Ballod, N. Bucharin, Otto Neurath, Carl Landauer, and A.B. Tschayanoff.  In general, 

the idea held by these authors is that the state would have to define the needs of each citizen in terms of 

“objective” criteria which technicians (biologists, agronomists, etc.) would provide.  Then, the 

corresponding statistics department or institute would have to plan the quantity of consumer goods (boots, 

pants, shirts, etc.) which would have to be produced in the course of a year.  These consumer goods 

would later be distributed among the citizens in the same way.  In addition to Otto Neurath’s works, 

Durch die Kriegswirtschaft zur Naturalwirtschaft (which we have already cited) and Wirtschaftsplan und 
Naturalrechnung:  von der sozialistischen Lebensordnung und von kommenden Menschen (Berlin:  Laub, 

1925), the main works of the socialist authors who defended calculation in kind are the following:  

Alexander Tschayanoff, “Zur Frage einer Theorie der Nichtkapitalistischen Wirtschaftssysteme,” Archiv 
für Sozialwissenschaft und Sozialpolitik no. 51 (1923):  577-613;  N.I. Bukharin and E. Preobrazhensky, 

The ABC of Communism:  A Popular Explanation of the Program of the Communist Party of Russia (Ann 

Arbor:  University of Michigan Press, 1966);  Karl Ballod, Der Zukunftsstaat:  Wirtschaftstechnisches 
Ideal und Volkswirtschaftliche Wirklichkeit, 4

th
 ed. (Berlin:  Laub, 1927);  and lastly, Carl Landauer, 

Planwirtschaft und Verkehrswirtschaft (Munich:  Duncker & Humblot, 1931).  A detailed description of 

the proposals these authors make appears in Trygve J.B. Hoff, Economic Calculation in the Socialist 
Society, 50-80.  On the economist Karl Ballod and his influence on the origins of planning in the Soviet 

Union, see pp. 12 and 13 of François Seurot’s Les Economies Socialistes (Paris:  Presses Universitaires de 

France, 1983).  Six editions of Ballod’s book were published in Russian between 1903 and 1906, and 

Krjijanovskij closely followed the principles contained in it when Lenin entrusted him with the mission of 

drafting the electrification plan (the GOELRO Plan) in 1920.  For more on Karl Ballod (1864-1933), who 

used the pseudonym Atlanticus, from Francis Bacon’s 1627 work Nova Atlantis, see the helpful book by 

Juan Martínez-Alier, Ecological Economics, 199-205.  Nevertheless, in his conclusions, Martínez-Alier 

neglects to take account of the essence of entrepreneurship as we explained it in chapters 2 and 3, and he 

overlooks the fact that natural resources are particularly damaged whenever institutional obstacles are 

placed in the way of entrepreneurship, since the information necessary to make appropriate decisions 

about those resources is not generated.  For more on this topic, see our “Derechos de Propiedad y Gestión 

Privada de los Recursos de la Naturaleza,” in Cuadernos del Pensamiento Liberal. 
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heterogeneous quantities.  Indeed, if, in exchange for a certain machine, the governing body 

decides to hand over 40 pigs, 5 barrels of flour, 1 ton of butter, and 200 eggs, how can it know 

that it is not handing over more than it should from the standpoint of its own valuations?  To put 

it another way, if the regulatory agency were to devote these resources to other lines of activity, 

would it be possible for it to achieve ends of greater value even to itself?  Perhaps the socialist 

theorists can be excused for initially failing to grasp the insoluble problem which the subjective, 

dispersed, and inarticulable nature of information poses for socialism, but they cannot be 

excused for having committed the blatant error of thinking rational calculations could be made 

without using any monetary unit as a common denominator. 

Moreover, the problem posed by calculation in kind affects not only production 

decisions, but also decisions regarding the distribution of consumer goods and services.  For 

there are many consumer goods and services which cannot be equally divided among absolutely 

all citizens, and thus it is absurd to contemplate a system of allocating them that does not 

involve monetary units.
53

  Thus, we can conclude by applying the following ironic comment, 

which Mises made about Landauer, to the socialist theorists who considered calculation in kind 

possible:  “Landauer cannot understand that – and why – one is not permitted to add and 

subtract figures of different denominations.  Such a case is of course beyond help.”
54

 

Despite the above, we must not allow ourselves to get carried away by the false 

impression that the fundamental reason economic calculation in kind is impossible is that 

heterogeneous quantities cannot be added, subtracted, or, in general, handled mathematically.  

The essential reason economic calculation without market prices and money is impossible is the 

one we described in detail in chapter three;  it centers on the subjective, dispersed, and 

                                                        

53
 The socialist theorist Karl Kautsky himself ridiculed Neurath’s ideas on calculation in kind 

and concluded that “it is obvious that bookkeeping in natura would soon lead to inextricable chaos.”  

Quoted by T.J.B. Hoff, Economic Calculation in the Socialist Society, 79.  Furthermore, Hoff 

demonstrates in great detail that none of the proposals for in-kind distribution of consumer goods and 

services which the different socialist theorists presented (and of which eight different versions, divided 

into two large groups, were actually considered) is possible.  See pp. 54-70 of the above work.  The 

Russian economist Boris Brutzkus also described as absurd the proposals of Bukharin and Tschayanoff 

concerning the possibility of making economic calculations in kind.  (Economic Planning in Soviet 
Russia, 17.) 

54
 Ludwig von Mises, Socialism, footnote on p. 119. 
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inarticulable nature of practical human knowledge.  The idea is not that even if human 

knowledge did not possess these characteristics, it would still be impossible to make economic 

calculations in kind because we cannot carry out mathematical operations using heterogeneous 

quantities:  on the contrary, our point is that even if a hypothetical being had the capacity to 

make such calculations in kind, it would still be logically impossible for him to obtain all of the 

necessary information.  Thus, the information argument is the essential one, and the argument 

that calculation in kind is unfeasible is very powerful, but secondary. 

 

Economic Calculation in Labor Hours 

Marx’s adoption of the objective labor theory of value explains why different socialist 

theorists have found it natural to try to solve the problem that concerns us via calculation in 

labor hours.  Although this “solution” appears to lead us directly to the debate on the objective 

versus the subjective theory of value, the analysis regarding the possibility of carrying out 

economic calculation in labor hours is initially independent of a particular position on the issue 

of which theory of value (the objective or subjective) is correct. 

These theorists basically proposed that the governing body keep track of the number of 

hours worked by each worker and that it then provide each worker with a certain number of 

vouchers which would correspond to the number of hours worked and entitle him to a certain 

quantity of the consumer goods and services produced.  The social product would be distributed 

by establishing a statistical register of the number of labor hours necessary to produce each 

good and service and by allocating goods and services to those workers willing to exchange for 

them the corresponding vouchers.  In this way, each hour of labor would give a worker the right 

to obtain an hour’s worth of goods and services. 

It is clear that such vouchers would not constitute money and that goods and services 

would have no market prices, or terms of trade voluntarily established by buyers and sellers, 
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since the ratio at which goods and services are exchanged for vouchers would be explicitly 

established beforehand in terms of the number of labor hours necessary to produce each good.
55

 

According to Mises, economic calculation in labor hours poses two specific insoluble 

problems.  First, even within the framework of the objective labor theory of value, this proposed 

calculation criterion cannot be applied to any production process in which non-reproducible 

natural resources are used.  Indeed, it is obvious that one cannot attribute any particular number 

of labor hours to any natural resource which, like coal, permits the achievement of ends, yet is 

economically scarce and cannot be manufactured using labor.  In other words, because labor is 

not used to produce such a resource, the consideration of labor hours does not enable one to 

perform the economic calculation which is required if any but arbitrary decisions are to be made 

concerning the resource. 

Second, an hour of labor is not a homogeneous, uniform quantity.  In fact, there is no 

“labor,” but rather there are countless different types or categories of labor which, in the 

absence of the common denominator of monetary market prices for each type, cannot be added 

or subtracted, due to their fundamentally heterogeneous nature.  The issue is not simply that 

efficiency varies enormously from one worker to the next, and even for each worker from one 

moment or set of circumstances to the next, depending upon how favorable the conditions are.  

It is also that the types of services provided by labor are so varied and change so continuously 

                                                        

55
 The procedure described above for performing economic calculation in labor hours was 

outlined by Karl Marx in his Critique of the Gotha Programme (vol. 3 of Marx-Engels Selected Works 

[Moscow:  Progress Publishers, 1970]), when he wrote:  “He receives a certificate from society that he 

has furnished such-and-such an amount of labor (after deducting his labor for the common funds);  and 

with this certificate, he draws from the social stock of means of consumption as much as the same amount 

of labor cost.  The same amount of labor which he has given to society in one form, he receives back in 

another.”  http://www.marxists.org/archive/marx/works/1875/gotha/ch01.htm (October 26, 2004).  The 

author who most convincingly defended the claim that economic calculation in labor hours is possible 

was Otto Leichter, in Die Sprengung des Kapitalismus:  Die Wirtschaftsrechnung in der Sozialistischen 
Gesellschaft (Vienna:  Verlag der Wiener Vollsbuchhandlung, 1923).  Paradoxically, in this book, 

Leichter fiercely criticizes the proposals of calculation in kind.  His ideas were later developed and 

refined by Walter Schift in his Die Planwirtschaft und ihre ökonomische Hauptprobleme (Berlin, 1932).  

Leichter’s solution was specifically disputed by Mises in his article, “Neue Beiträge zum Problem der 

Sozialistischen Wirtschaftsrechnung,” Archiv für Sozialwissenschaft und Sozialpolitik no. 51 (1924):  

488-500.  William Keizer wrote a piece in English in which he comments on this article of Mises’s.  See 

“Two Forgotten Articles by Ludwig von Mises on the Rationality of Socialist Economic Calculation,” 

The Review of Austrian Economics (Massachusetts:  Lexington Books, 1987), 1:109-122.  The second 

article of Mises’s which Keizer discusses is “Neue Schriften zum Problem der Sozialistischen 
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that they are absolutely heterogeneous and pose a problem identical to the one we discussed in 

the last section with respect to economic calculation in kind:  it is impossible to perform 

calculations using heterogeneous quantities. 

Traditional Marxist doctrine has offered, as a solution, the attempt to reduce the 

different types of work to what is called “simple, socially necessary labor.”  However, this 

reduction of the hours of different types of labor to hours of the simplest labor is only possible 

when there is a market process in which both are exchanged at a price determined by the 

different economic agents.  In the absence of this market process, any comparative judgment 

about different types of labor will necessarily be arbitrary and imply the disappearance of 

rational economic calculation.  For it is impossible to reduce the different types of labor to a 

common denominator without a prior market process.  Moreover, the problem of reducing 

heterogeneous hours of labor to a common unit is merely a particular case of the more general 

problem we have already discussed, that which is posed by calculation in kind and consists of 

the impossibility of reducing heterogeneous factors of production to a common unit. 

Finally, to repeat what we stated above, even if a solution to the two specific problems 

mentioned (economic calculation in the case of non-reproducible natural resources and the 

impossibility of finding a common denominator for labor hours) could be conceived, the 

fundamental problem would remain:  it is simply impossible for the planning agency to acquire 

all of the crucial practical information dispersed throughout the minds of the millions of 

economic agents who make up society. 

 

Economic Calculation in Units of Utility 

Various socialist authors who, due to the arguments of Mises, grasped the impossibility 

of making calculations in labor hours, believed the problem could be resolved by calculating in 

                                                        

Wirtschaftsrechnung,” published in the same journal (vol. 60 [1928]:  187-190);  in this article, Mises 

examines the contributions of J. Marschak, Otto Neurath, and Boris Brutzkus. 
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“units of utility.”56
  Nevertheless, this proposal is perhaps even more absurd than that of 

calculating in labor hours.  Utility is a strictly subjective concept and derives from each 

individual’s perception of each unit of means available to him in the context of each specific 

action in which he is involved.  Utility cannot be measured;  it is only possible to compare, 

when making a decision, the utility which arises from different courses of action.  We cannot 

observe utility in different individuals either, since this would require us to be able to enter the 

minds of other people and take on their personalities, valuations, and experiences.  Thus, utility 

cannot be observed, felt, nor measured by any central coercion agency. 

Furthermore, not even the man who acts “measures” his utility when making decisions, 

but instead he simply compares the utility he believes he will derive from each of the different 

alternatives.  Moreover, market prices do not express equivalence nor measure utility;
57

  they 

are merely historical terms of trade which show only that the parties involved in the exchanges 

made subjective and contrasting valuations, and that such differences in valuations made the 

exchanges possible. 

We must conclude that the attempt to use utility as a unit for economic calculation poses 

an insoluble problem, not only because utility cannot be observed, but also because there is no 

unit or common denominator of intersubjective utility which can be measured and used in the 

practice of economic calculation.  The concept of utility is so subjective and elusive, that the 

argument that it is impossible to perform an economic calculation based on units of utility takes 

                                                        

56
 Stanislav Strumilin (1877-1974), in the articles he published in the Ekonomitscheskaja 

Shishni, nos. 237, 284, and 290 (October 23, December 17, and December 24, 1920, respectively), 

indicated that he did not consider economic calculation in labor hours possible unless this concept were 

made complete by the use of units of utility.  A detailed explanation of his system of economic 

calculation, which Lenin abandoned when he reintroduced the market and money in the N.E.P. period, 

appears in M.C. Kaser’s article on Strumilin in The New Palgrave:  A Dictionary of Economics, vol. 4, 

534.  Boris Brutzkus, in his cited work, meticulously criticized the possibility of performing economic 

calculation in units of utility.  For his part, Karl Kautsky vehemently argued that economic calculation in 

labor hours is impossible unless the historical market prices which prevail prior to the establishment of a 

socialist economy are taken as a starting point (perhaps as an indirect way of capturing utility ratios).  See 

his work, Die Proletarische Revolution und ihr Programm (Berlin:  Dietz Nachfolger, 1922).  Mises, in 

his 1924 article, which he published in the Archiv and we cited in the last footnote, roundly refuted 

Kautsky’s proposal. 
57

 “Todo necio / confunde valor y precio.” [“All fools confuse value with price.”]  Antonio 

Machado, “Proverbios y Cantares”68, in Poesías Completas, Oreste Macrí critical edition (Madrid:  

Espasa Calpe), 1:640, 820. 
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us directly back to our essential argument, i.e. that it is impossible for the central coercion 

agency to obtain the necessary practical information which is dispersed throughout the minds of 

all economic agents and which at any one moment takes the form of an endless and constantly 

changing series of personal valuations or judgments about the utility of certain ends and 

means.
58

 

                                                        

58
 A brilliant study on the different authors who in German attempted to answer Mises’s 

challenge, the majority of whom we have cited in earlier footnotes, was published by Günther K. 

Chaloupek in “The Austrian Debate on Economic Calculation in a Socialist Economy,” History of 
Political Economy 22, no. 4 (winter 1990):  659-675;  see especially the entire bibliography cited there.  

The economic-calculation debate in German, which is less well-known than the subsequent debate that 

took place in the English-speaking world, was made complete by works which clearly supported Mises’s 

position and which Chaloupek failed to cite.  See especially Max Weber, “Wirtschaft und Gesellschaft,” 

in Grundriss der Sozialökonomie (Tubingen, 1922), 3:45-59;  Adolf Weber, Allgemeine 
Volkswirtschaftslehre, 4

th
 ed. (Munich and Leipzig, 1932), 2:369;  C.A. Verrijn Stuart, “Winstbejag 

versus behoeftenberrediging,” Overdruk Economist 76, no. 1, pp. 18 and following;  and Pohle-Halm, 

Kapitalismus und Sozialismus, 4
th

 ed. (Berlin, 1931), 237 and following. 




