Dr. Reisman

Short-Answer Questions, Chapter 8

(Chapter 8, Part A)

1. Thedefining characteristic of socialismis
government ownership of the means of production. It
isirrelevant to the nature of socialism whether

a. socialism has been established openly, through
the explicit nationalization of all industry, or
through the enactment of price and wage controls
and the governmnent’ s seizure of the power to de-
termine what is produced, in what proportions, by
what methods, and to whom it isto be distributed,
which gives the government de facto ownership
of the means of production under the outward
guise and appearance of private ownership of the
means of production

b. socialism has been brought about through vio-
lent revolution or ademocratic election

c. itsprofessed goal isuniversa brotherly love or
the supremacy of a particular race or class

d. al of theabove

2. Thefindings of economics concerning so-
cialism apply to al variants of socialism, including

a. thesocialism of the Communists

b. the socialism of the Nazis

c¢. thesocialism of the Social Democrats

d. any economic system actually based on gov-

ernment ownership of the means of production

e. al of the above

3. Thefindings of economics concerning so-

cialism do not apply to countries such as Great Britain,
Israel, and Sweden, which, though governed for exten-
sive periods by political parties espousing the philoso-
phy of socialism, did not implement socialism astheir

actual economic system.

4. A vital principleto grasp about socialism
isthat its economic consequences are essentially the
same as those which result from universal price con-
trols.

5. The essential economic identity between
socialism and universal price controls consistsin the
fact that both of them destroy the same thing, namely,
private ownership of the means of production and its
offshoots the profit motive and the price system.

6. Price controls destroy private ownership
of the means of production in the very fact of destroy-
ing the right to bid and ask prices. In a division-of-
labor economy, in which buying and selling are
indispensable to production and al other economic ac-
tivity, theright to bid and ask pricesis afundamental,
indispensable right of ownership. Without it, all other
rights of ownership are meaningless.

7. Theright to own afactory or storeis mean-
inglessif the owner is prohibited from charging or pay-
ing the prices required to keep hisfactory or storein
existence. Essentialy, price controls are fully as de-
structive of the rights of ownership as socialism itself.
And, of course, when price controls are compounded

by shortages, the government’ s response to the conse-
guencesisto seizetotal control over the means of pro-
duction and establish de facto socialism.

8. What makes price controls produce the
chaos they do is precisely the fact that they interfere
with the property rights of businessmen. Specifically,
they prohibit businessmen from using their capitalsin
the ways that would be most profitable to themselves.
If they did not interfere with the right of businessmen
to use their capitalsin the most profitable way, then
they could produce none of their chaotic effects.

9. Among the elements of chaosthat have
been shown to result from price controls are

a. shortages and the destruction of vital industries
b. the impotence of consumers accompanied by
hatred between buyer and seller
C. animpetusto higher costs
d. chaosin the personal distribution of goodsto
consumers
e. chaosin the geographical distribution of goods
among various local markets
f. chaosinthe distribution of afactor of produc-
tion among its various products
g. chaosin the distribution of capital and labor
among the various industries
h. al of the above

10. Each of the elements of chaos described
in the preceding question results from just one thing:
interference with the businessman’ s property rights
and profit motive.

11. Businessmen do not voluntarily sell their
goods too cheaply and thus cause shortages. In order
for them to do so, their property rights must be vio-
lated and they must be forced to do so.

12. Businessmen would not abandon the pro-
duction of any goods if they were able to obtain profit-
able prices for them. What causes the abandonment of
the production of vital goods isthat the government vi-
olates the property rights of businessmen and prevents
them from charging profitable prices for those goods.

13. Businessmen would never drive away
customers offering them profitable business. What
makes businessmen drive away customersisthat price
controls compel them to charge prices that create short-
ages and thereby make customers economically value-
less and a source of expense rather than profit.

14. Businessmen would not run up the costs
of production if those costs came out of profits, asthey
would have to in the absence of price controls and
shortages. But in the face of shortages, thereisno re-
sistanceto arisein costs.

15. Businessmen do nhot voluntarily sell out
their entire stocks of goods to whomever happensto ar-
rive first, leaving those who come later to go away
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empty-handed, when they know that the latter would
be willing and able to pay more than some of the early
comers. They behave this way only when their prop-
erty rights are violated and they are prohibited from
raising prices to the point required to reserve supplies
for late comers.

16. Businessmen would not voluntarily ig-
nore the incomes and preferences of consumersin dis-
tributing their goods. They do so only when their
property rights are violated and they are prohibited
from setting prices that accord with the incomes and
preferences of the consumers.

17. Businessmen would not for long saturate
some geographical markets at low prices, while starv-
ing others offering them high prices. But if their prop-
erty rights are violated and prices are prohibited from
rising even though markets are starved, and cannot fall
even when suppliesincrease because the effect is
merely to reduce the severity of a shortage, then such
chaos can exist.

18. Businessmen would not use afactor of
production to produce some products to excess at low
prices, while producing not enough of other products
offering them high prices. But again, if their property
rights are violated and prices are prohibited from ris-
ing even though not enough of some products are
being produced, and prices cannot fall when other
products are produced to comparative excess because
the effect is merely to reduce the severity of their short-
age, then, indeed, such chaos can exist.

19. Businessmen would not knowingly and
voluntarily overinvest in someindustries at low profits
or loses, while underinvesting in other industries offer-
ing high profits. But if their property rights are vio-
lated and prices and profits are prohibited from rising
because of price controls, while shortages prevent
prices and profits from falling, then the pattern of in-
vestment becomes random and can totally contradict
the actual wishes of the consumers.

20. What causes all of the above types of eco-
nomic chaos is the violation of the property rights of
businessmen and thus preventing them from doing
what is profitable to themselves.

21. Thewider principle that emergesfrom
the above questionsis that the entire price system and
al of itslaws and harmonies depend on one essential
fact: the observance of private property rights and thus
the freedom of businessmen to act for their own profit.

22. Private property rights and the profit mo-
tive are the foundation and the motive power that un-
derlie and drive the entire price system.

23. Private property rights and the profit mo-
tive underlie and actuate
a. theuniformity-of-profit principle
b. the various principles of price and wage unifor-
mity

Dr. Reisman

c. the cost-of-production principle

d. the principle that prices are set high enough to
limit demand to the supply

e. the principle that factors of production are
channelled to their most important employments
f. al of the above

24. All of the economic laws pertaining to
prices and al of their benevolent consequences are the
result of just one thing: private property rights and the
profit motive.

25. Socialism destroys all private property
rightsin means of production. And in so doing, it de-
stroys the operation of the profit motive and the entire
price system.

26. Socialism produces the same chaotic ef-
fects as price controls, because it destroys the same
thing as price controls, namely, the one and only
source of economic order and harmony in the world:
private property rights and the profit motive.

27. The essential fact to grasp about social-
ism, which explainswhy it is essentially identical to
price controls, isthat it is simply an act of destruction.
Like price controls, it destroys private ownership and
the profit motive, and that is essentially all it does. It
has nothing to put in their place.

28. Socialismisnot actually an aternative
economic system to private ownership of the means of
production. It is merely a negation of the system based
on private ownership—a massive act of sheer destruc-
tion.

29. In destroying the price system, socialism
destroys

a. economic calculation asthe basis of economic
planning by individuals and business firms
b. the means of coordinating the separate eco-
nomic plans of all the different parties
c. theintellectual division of labor in the plan-
ning process
d. al of theabove

30. Socialism
a. presentsitself asasystem in which economic
activity will be“centrally planned,” thereby avoid-
ing the “anarchy of production” that allegedly ex-
ists under capitalism
b. astheresult of its destruction of the price sys-
tem and thus the intellectual division of labor in
the planning process, placesitself in the position
in which economic planning must be centralized,
because the separate plans of independent plan-
ners no longer have amonetary basis and cannot
be coordinated
c. both (&) and (b)

31. Central planning requires that in the plan-
ning of each aspect of production, the direct and indi-
rect effects on the entire rest of the economic system
be taken into account, since in using factors of produc-
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tion that might be used for the production of other
things, the production of each thing correspondingly
limits the production of other things, and judgments
must be made as to which overall arrangement is best.

32. Intrying to plan the production of asim-
pleitem, such as shoes, asocialist state must take ac-
count of the fact that shoes can be produced
a invarying quantities
b. invarious styles or combinations of styles
¢. by various methods or combinations of meth-
ods, such as by machine or by hand, including the
choice between using various proportions of ma-
chine or hand production in different parts of the
overall process
d. from different materials or combinations of
materials, such as leather, rubber, and canvas, and
in different geographical locations, again, in both
instances, in varying proportions
e. and that each of the above choices has a differ-
ent effect on production in the rest of the eco-
nomic system
f. al of the above

33. Under capitalism, decisions concerning
the various matters described in the preceding question
are made on the basis of economic calculations. Thus
a. shoe production as awhole tends be carried to
the point where further production would make
the shoe industry relatively unprofitablein com-
parison with other industries
b. the styles are those which the consumers are
willing to make profitable
¢. the methods of production, the materials used,
the geographic locations are all the lowest cost ex-
cept insofar as they provide specia advantages for
which the consumers are willing to bear the extra
cost
d. all of theabove

34. The economic calculationswhich are the
basis for the decisions about production under capital -
ismin the preceding question

a. takeinto account the effect of those decisions
on production throughout the rest of the economic
system, because that effect isreflected in the
prices of the various factors of production

b. infavoring, other things being equal, produc-
tion at the least possible cost, serve to make pro-
ductionin the individua instance consistent with
maximum production in the rest of the economic
system

c. both (a) and (b)

35. In contrast to capitalism and its use of
economic calculation, socialism and its absence of a
price system require that the planner or planners must
grasp the physical connections, direct and indirect, be-
tween the production of each thing and the production
of every other thing.
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36. Because each of the different choices re-
specting the production of any one thing makes a dif-
ferent combination of factors of production
unavailable for alternative employments (for example,
shoes produced by hand reduce the number of handi-
craft workers available for other purposes, those pro-
duced by machine reduce the number of machine
makers and the amount of fuel available for other pur-
poses, shoes produced in Minsk leave less |abor avail-
able for other purposesin Minsk than if they were
produced in Pinsk, and so on), it follows that in order
to intelligently make the kind of choicesthat are
needed, the planners of socialism would have to be
able to know the direct and indirect impact of each of
those choices on the rest of the economic system.

37. Indrafting its plans for shoe production,
or any other good, a socialist government is obliged to
consider
a. the extent of shoe production in relation to the
production of all other goods using the same fac-
tors of production
b. such questions as whether shoe production
might be expanded with factors of production
drawn from the production of some other good,
and whether the production of that other good
might be maintained by drawing factors of produc-
tion from athird good, and so on
c. al of theindustries using any of the factors of
production used in the shoe industry, what de-
pends on the output of those industries, and what
aternative factors of production are availableto
those industries
d. al of theindustries using the alternative fac-
tors of production just referred to, what depends
on their products, and what further aternative fac-
tors of production may be available to them, and
soon
e. and at each step, the possibility of expanding
the overall supply of the factor of production in
question, and, if so, by what means, where, and at
the expense of what
f. al of the above

38. In order to deal with the innumerable eco-
nomic relationships among al the different aspects of
production, the economic planning of socialism would
require

a. asuperhuman intellect to be able to grasp the
physical connections among all the various indus-
tries and to be able to trace the consequences of al-
terationsin any one industry on al the others

b. the ability to hold in mind at one time a precise
inventory of the quantities and qualities of all the
different factors of production in the entire eco-
nomic system, together with their exact geographi-
cal locations and afull knowledge of the various
technological possibilities open to them, i.e., all of
the millions of separate farms, factories, mines,
warehouses, and so forth, down to the last repair
shop, together with aknowledge of the quantity
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and quality of all the machines, tools, materials,
and partly-finished goods that they contained, and
exactly what they were potentially capable of ac-
complishing and when

c. theability to project forward in time all of the
different new combinations of factors of produc-
tion that might be produced out of the existing fac-
tors, together with where and precisely when they
would come into existence and the technol ogical
possibilities that would then be open to them

d. the ability to make the projection just de-
scribed for an extended period of time—say, a
generation or more—in order to avoid the possi-
bly wasteful production of machines and build-
ings lasting that long

e. theability to pick out of al the virtualy infi-
nite number of different possible permutations
and combinations of what might be produced and
when, that one that on some undefined and unde-
finable basisit considered “best,” and then order it
and all the stepsincorporated in it to be under-
taken asits economic plan

f. al of the above

39. Under capitalism the economic system is
planned in the light of the magnitude of knowledge in-
dicated in the preceding question, but the knowledge is
held in small portions by large numbers of individuas
and is manifested in prices, which then serve to coordi-
nate the plans and actions of al the various individuals.

40. Under capitalism,
a. different individualsin combination—that is,
when their knowledge is added together—do
know the precise quantities, qualities, locations,
and technological possibilities opento al the vari-
ous factors of production in the economic system
b. everybody’s production is based on the sum of
all of this knowledge, because the knowledgeisre-
flected in the prices of al the various factors of
production and products
c. for example, the price of wheat at any given
time reflects the knowledge of each owner of
wheat concerning the amount, quality, and loca-
tion of the wheat he owns; it aso reflects the
knowledge of each user of whesat about the techno-
logical possibilities open to wheat
d. the knowledge just described entersinto the
supply and demand and hence the price of wheat
e. itisthe same with every other good: its price
reflects the sum of existing knowledge about the
amount of it available, the technological possibili-
tiesopen to it in production, and every other rele-
vant consideration
f. the future supply, locations, and production
possibilities of factors of production are taken into
account in the anticipation of their future prices
g. al of theabove

41. Unanticipated events, negative or posi-
tive, reguire the replanning of the entire economic sys-
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tem, because in each of these cases, it is necessary to
determine which specific products will be produced in
lesser or greater quantity, where, by what methods,
and to what extent.

42. Thus, for example, if aasocialist econ-
omy were confronted with the wreck of atank train
carrying a shipment of oil and thus an unexpectedly re-
duced supply of ail, it would have to replan the eco-
nomic system in order to decide where to take out the
loss. It would haveto look at al of the different uses
for oil, all the possible remote consequences of its
withdrawal from this or that area of production, and it
would have to look at al of the aternative employ-
ments of factors of production that might be used to re-
placethelost oil, and al the permutations and
combinations entailed in that, and then decide. By the
same token, if, as aresult of good fortune, asocialist
economy had an unexpected increase in the supply of
ail, it would have to replan the entire economic system
to find the right uses for the extra supply of oil.

43. A capitalist economy
a. routinely goes about such replanning, on the
basis of the price system
b. responds easily and smoothly to unforeseen
changes in economic conditions, because such
changes simply bring about a change in the struc-
ture of prices and thus generate the most efficient
response on the part of all concerned
¢. both () and (b)

44. Inacapitalist economy,
a. areduction in the supply of oil, to continue
with that example, actsto raise the price of oil
b. therisein price diminishes the consumption of
il inits marginal employments and simulta-
neously encourages its production—and, of
course, at the least possible expense to other pro-
ductive activities
. usersof petroleum replan their use of oil and
oil productsin the light of the availability of alter-
native fuels and their price; they replan their con-
sumption and production activities, cutting back
and possibley abandoning some
d. inal usesof oil and oil productsin produc-
tion, the plans of customers are taken into account
by virtue of estimates of their willingness to pay
or not pay prices that cover the higher cost of con-
tinuing the operation
e. routine replanning goes on throughout the rest
of the economic system in response to changesin
spending patterns resulting from changes in expen-
dituresfor oil and oil products
f. all of the above

45. Theinsuperable difficulty of socialist
planning is that, because of the destruction of the price
system under socialism, and thus of the possibility of
division of labor in the planning process, it is neces-
sary to plan the production of the entire economic sys-
tem as an indivisible whole, with one planner having
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to plan the entire economic system. But the planning
of the economic system as an indivisiblewholeis sim-
ply impossible.

46. Because of theimpossibility of planning
the economic system as an indivisible whole, by one
planner, it should not be surprising that in reality, the
actual planning of socialist countriesis undertaken by
separate government ministries, each responsible for
different industries or regions, with even the individual
factories undertaking part of the planning process.

47. The—necessarily—decentralized plan-
ning of socialism causes chaos, because without a
price system—uwithout the foundation and mainspring
of the price system, i.e., private ownership of the
means of production and the profit motive—the indi-
vidual planners must operate without coordination and
at cross purposes, since nothing is present to harmon-
ize and integrate their separate plans. In such condi-
tions, the very success of any given plan servesto
cause the failure of other plans, by virtue of depriving
them of factors of production required for their being
carried out.

48. The repeated, chronic failure of individ-
ual, partia plans under socialism resultsin part from
the fact that every industry’ s suppliers are in the posi-
tion of being disinterested monopolists, because they
do not have profit-and-loss incentives and need not
fear competition.

49. The Soviet quota system assigned physi-
cal production goalsto each factory, farm, and minein
the Soviet Union, which they were required to meet.
Penalties were imposed for failure to meet the goals
and incentives were provided to exceed them.

50. The Soviet quota system produced condi-
tionsidentical to those that exist under a system of uni-
versal price controls and universal shortages, for it
meant that there was a ready and waiting employment
for more factors of production in every branch of pro-
duction, with the result that any branch was capable of
expanding at the expense of any other, more important
branch.

51. The physical quotas assigned usually
lacked precision. Thus the quotafor screw production
might be set in terms of overall pounds of screws or a
simple overall number of screws. In the one case, the
result was the production of arelatively small number
of very heavy screws; in the other, avery large num-
ber of very small screws. Such results contributed to
the economic chaos of the Soviet Union.

52. What gaveriseto the Soviet quota sys-
tem and its stress on meeting and exceeding quotas
was the fact that a socialist government
a. cannot rationally plan
b. wantsto expand production, but is unableto
trace the connections among the different indus-
tries
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C. isunableto determine—and is not even aware
that it is necessary to determine—the effects of
producing more of any one item on the ability to
produce other items

d. seesthe particular product it wants to produce
in each case, but, because it lacks a price system,
has no concept of the cost of producing that prod-
uct or, therefore, of what other productsit must
forgo in the process

e. can do no more than simply gives ordersto pro-
duce as much as possible of everything

f. all of the above

53. Sociaism’sinability to determine costs
and consequent lack of concern with costs produces ex-
actly the same kind of |abor shortage as exists under
universal price controls.

54. A labor shortage exists under socialism
because

a. asociaist government desiresto produce more
of everything and its inefficiency in how it pro-
duces anything in particular compounds the prob-
lem by increasing the amount of labor required for
everything
b. shortages of consumers' goods lead workersto
work less, since there is no point in doing work
that does not result in one’ sbeing able to obtain
consumers’ goods
c. both (a) and (b)

55. The extent of the labor shortage under so-
cialismissuch that factory managersin the Soviet
Union routinely hoarded labor, that is, kept it on the
payroll inidleness, merely to have it available as and
when the need for it might arise.

56. Shortages of consumers' goods are a nec-
essary feature of socialism even without inflation.
They exist asaresult of the following factors:

a. the chaosin the production and geographical
distribution of the various goods: at any time,
goods can cease being produced, or cease being
sent to particular localities; this can occur because
particular plans are fulfilled that snatch away the
necessary factors of production or perhaps the
very consumers' goods themselves from other
plans

b. when the preceding occurs, the managers of
thelocal stores and warehouses of the socialist so-
ciety have no incentive and no authority to raise
prices

¢. nor do the managers have the incentive or au-
thority to try to anticipate such events and build
up stockpiles, which would be “ specul ation”

d. the managers aso have no incentive or author-
ity to bring in supplies from other areas (or send
suppliesto other areas), for that would be another
form of activity possible only under capitalism,
namely, arbitrage

e. al of the moral and political pressures of a so-
cialist society work against prices being raised
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f. al of the above

57. Themoral and political pressures of a so-
cialist society work against prices being raised because
a. abasic mora postulate of socialism isthat
goods should be free to whoever needs them, or, if
not free, then at least asinexpensive as possible
b. inthe political realm the pressures are exactly
the same as those which make rent control so pop-
ular in New Y ork City, namely, whoever succeeds
in buying at the low price sees his benefit and ap-
plauds the government officials responsible; on
the other hand, those who are victimized by the
shortage the too-low price createsrarely see any
connection between the too-low price and their in-
ability to obtain the goods they want; they view
the low price as being in their interest, too, and
hope to be able to buy at that price
c. both (a) and (b)

58. The shortages of consumers’ goods under

socialism are worsened by

a. thedesireto hoard that necessarily accompan-

iesthem

b. thesocialist’s government’ sissuance of addi-

tional money to the consumers, which, expands

aggregate demand in the face of agiven, frozen

level of prices

c. the general declinein production that takes

place

d. all of theabove

59. The most fundamental fact about social-
ism isthat government ownership of the means of pro-
duction constitutes an attempt to make intelligence and
initiative in production amonopoly of the state.

60. Production depends on the possession of
means of production. If the means of production are
monopolized by the state, because it arbitrarily claims
to own them al, then no oneisfree to produce on his
own initiative and to regard his own intelligence and
judgment as the ultimate authority for hisaction. Ina
socialist economy, no one can produce without the per-
mission, indeed, without the orders, of the state.

61. Socialism’s attempted monopoly of intel-
ligence and initiative in production is the cause of its
anarchy of production, because this monopoly prohib-
itsall of theindependent planning of millions of free,
self-interested individuals that is required to run an
economic systemin arational and ordered way.

62. Corollary consequences of socialism’s
monopoly character are
a. the necessary technological backwardness of
socialism
b. the utter powerlessness of the plain citizen
under socialism
c. both (a) and (b)

63. Under capitalism, whoever sees a profit-
able opportunity for action
a. isfreetoact on hisowninitiative
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b. ispowerfully motivated to act by the prospect
of the profit he can make

c. isrestrained from rash action by therisk of los-
ing his own money

d. canturnto any one of hundreds or even thou-
sands of independent sources of financing by of-
fering to share his profits with potential backers

e. al of the above

64. Under capitalism, the actions of the indi-
vidual innovator constitute a challenge to the estab-
lished ways of doing things. For if what heisdoingis
in fact an improvement over present products or meth-
ods of production, then those producing the present
products or practicing the present methods must copy
his or be driven out of business.

65. Because of its freedom of initiative, itsin-
centivesto use that initiative, and its freedom of com-
petition, the products and methods of production of
capitalism tend to be literally the very best that anyone
in the entire society can think of, and to improve fur-
ther as soon as anyone can think of any still better idea.

66. In contrast to capitalism, under socialism
a. theexercise of individual initiative in produc-
tionisillegal, because of the state’s monopoly on
the means of production and theillegality of act-
ing outside it's economic “plan”; thus, if an indi-
vidual does manage to think of someimprovement
under socialism, he must submit it to the government
b. the necessity of submitting all new ideasto the
government for its approval and implementation
means that there is only one or, at most, a handful
of chances for the approval and implementation of
anidea
¢. whatever officialstheindividaul turnstoin the
government have no economic incentives to adopt
hisidea, whatever its possible merit, and will be
inclined to reject it, in order to spare themselves
the difficulties and uncertainties that are always
entailed in implementing an innovation—such as
the need to find new suppliers of raw materials,
obtain new workers, or discharge or relocate pres-
ent workers; the officialswill not want to run the
risk of the innovation being judged afailure and
thus arousing the displeasure of those in a position
to do them harm; in addition, if the innovation
were somehow to succeed, by whatever arbitrary
standard success isjudged under socialism, the ef-
fect on the officials would likely be merely the dif-
ficulties of establishing the new arrangements and
then having their assigned production quotas in-
creased
d. all of theabove

67. Under sociaism, very few new ideas are
thought of, fewer still are implemented, and virtually
none at al are of benefit to the plain citizen.

68. Under socialism, the fact that the plain
citizenisno longer the customer, “who is aways
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right,” but the serf, who must take hisrations and like
it resultsfrom
a. the utter inability of the plain citizen to deter-
mine what is produced by the way he spends his
money, because of the lack of profit and lossin-
centives and freedom of competition under social-
ism, the presence of which are necessary if
changes in consumer spending are to have an ef-
fect on production
b. the fundamental moral-political postulate of a
socialist society, which isthat the individual does
not exist as an end in himself, but asameansto
the ends of “ Society”
c. both (&) and (b)

69. Holding theindividual to be the meansto
the ends of “ Society” meansthat heis placed in a ser-
vilerelationship to the rulers of the socialist state, be-
cause “ Society” isnot an independent entity with a
will and voice of its own and thus the alleged ends of
Saociety are necessarily ends divined, interpreted, and
determined by the rulers of the socialist state, which
means that under socialism the individua is actually
nothing more than ameansto the ends of therulers.

70. A sociaist government has no compel-
ling reason to supply the plain citizen with anything
more than is hecessary to prevent an uprising.

71. In contrast to the politicians, democratic
or totalitarian, the people who really do work to im-
prove the economic conditions of the general public,
who—literally—stay up nights thinking of waysto pro-
vide them with such things as grocery stores, more and
better shoes and means of transportation, and everything
elsethey may possibly want, are capitalists, who are con-
tinually motivated by the prospect of making or losing a
fortune and who can act on their own initiative.

72. The only kind of technological develop-
ments that a socialist government isinterested in are
those which are of valuetoitsrulers, above all, im-
provements in weapons production and in the kinds of
things that add to therulers' prestige, such as
‘sputniks —or pyramids.

73. Because civilian technology is open-
ended and thus very broad-based, being made to ex-
plore avenues that initialy are of value only as
subjects of novelty and curiosity, such as the automo-
bile, radio, and persona computer in their early days,
repression of the free development of civilian technol-
ogy in response to consumer demand and profit and
and loss incentives servesin the long run to cut the
ground from under the devel opment of military tech-
nolgy. Thetank, for example, could not have been de-
veloped in the absence of the prior devel opment of the
automobile, which there would have been no basisfor
developing under socialism.

74. The ability of the civilian economy to
benefit from military technology depends on the exis-
tence of acapitalist economic system, which provides
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the profit-and-loss incentives and the freedoms of ini-
tiative and competition necessary to make applications
of military technology to civilian purposes.

75. Without the aid of capitalist countries, so-
cialism must revert to feudalism asthe result of itsin-
ability to coordinate the different branches of
production and thusits chronic shortages of supply of
vital items, which creates the need for economic self-
sufficiency. A series of crop failures and resulting fam-
ines, for example, in addition to killing off much of the
population would lead most of the survivorsto flee the
cities for the countryside, where they would have a bet-
ter chance of obtaining food.

76. The economic inefficiencies of the Soviet
Union shed light on itsinability to accumulate capital
despite areputedly very high degree of concentration
on the production of capital goods, because the result-
ing output is so low per unit of capital goods expended
that it isdifficult or impossible to produce a supply of
capital goods great enough to equal the supply used up
in production.

77. Capital accumulation under socialismis
possible only at the cost of human life, on the scale im-
posed by Stalin. For only if the concentration on the
production of capital goodsis so great that inadequate
resources are left over for the production of
consumers’ goodsisit possible for socialism to pro-
duce more capital goods than it consumes.

78. Market socialism is an imaginary theoret-
ical construction in which capitalism’s price systemis
appended to the body of socialism.

79. Under market socialism profitswill alleg-
edly serve asa“ parameter,” that is, as a guide to what
to do—though, of course, no onewill actually profit
from doing what he is supposed to do.

80. Theway socialismisto achieve aprice
system is by dividing the socialist economy up into
separate sections or firms. Each will be assigned a bal-
ance at the government’ s central bank. The govern-
ment will set pricesfor all goods and services. At least
on paper, these firmswill then buy from and sell to
each other; they will also sell to consumers and pay
wages. They will pay interest on capital to the
government’ s central bank and even to other enter-
prises, and they will record profits and losses.

81. Market socialsimissimilar to socialism
on the German or Nazi pattern, in that seemingly sepa-
rate, independent enterprises will exist.

82. Thedifficulties of market socialism can
be grasped most simply by starting with the existence
of capitalism and then imagining two aternative
things to occur: (1) the government imposes price and
wage controls, (2) the government obtains the power
to expropriate any firm’'sor individual’ s capital and
turn it over to any other firm or individual at its discre-
tion.
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83. Advocates of market socialism assume
that the government can set prices and then vary them
in just the same way that thisis done under capitalism,
abelief which istotally contradicted by actual experi-
ence of price controls.

84. Rent controls and price controls on ail
are set in exactly the same way that landlords and oil
companies would set their rents and prices, whichis
why these parties were always very well satisfied with
the controls.

85. Government price-control officials do

not and cannot control pricesin the way afree market
would have set them. For the driving force of the free
market’ s pricesis the self-interests of the different indi-
viduals concerned, acting in an environment of free-
dom of competition. Government control of prices
nullifiesthis driving force.

86. Market socialisminitslogically consis-
tent form wants to entrust the supreme management of
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the socialist economic system to firms and individuals
who will have absolutely no security of property or in-
centives of ownership, and then to give them discre-
tion asto itsinvestment. Their powers of discretionin
investment would be genuine powers of ownership,

but they would last no longer than the state desired.
They would bein the position of people facing the con-
stant threat of expropriation.

87. Market socidlisminitslogicaly consis-
tent form might achieve an economic system at the
level of, say, Turkey under the arbitrary, despotic rule
of the sultans, when no one could be secure in the pos-
session of any property, when no one dared to improve
his house or fields, let alone build afactory, for fear of
having them seized by the government.

88. The world-wide abandonment of social-
ism means that the debate over market socialismis
now closed and the correctness of von Mises's posi-
tion definitively established.

(Chapter 8, Part B)

89. Where the government owns all the print-
ing presses and meeting halls and is the sole employer,
freedom of press and speechisimpossible.

90. Itisnot accidental, but logically neces-
sary that wherever socialism has actually been en-
acted, asin the Communist-bloc countries and Nazi
Germany, violent and bloody means have been used to
achieve it and/or maintain it. And where socialist par-
ties have come to power but abstained from wholesale
violence and bloodshed, asin Great Britain, Israel, and
Sweden, they have not enacted socialism, but retained
a so-called mixed economy, which they did not radi-
cally or fundamentally alter.

91. Evenif democratically elected, asocialist
government must begin with an enormous act of force,
namely, the theft of all privately owned means of pro-
duction.

92. It takes the Communiststo establish so-
cialism, for the same reason that those who seriously
want to steal must go armed and be prepared to kill
those whom they plan to rob, should the latter offer re-
sistance, which they almost certainly will in acasein
which their property is to be taken en masse without
compensation.

93. Thesocia democratsare unwilling to take
the bloody steps necessary to establish socidism and so
leave the exigting economic system essentialy unchanged.

94. Theleaders of asocialist society find
themselvesin adilemmain that socialism assumesre-
sponsibility for people’slives and promises them alife
of blissbut deliversalife of hell. In the face of inevita-
ble public outrage logically directed at the rulers, the
maintenance of power requires hysterical propaganda,
periodic purges, and areign of terror. In the absence of

these measures, socialism would be characterized by
an endless series of coups and civil wars.

95. Therequirements merely for effectively
imposing a system of price controls are an army of
spies and informers, draconian penaltiesfor their viola-
tion, and administrative tribunals to convict and punish
thetransgressors.

96. Black market activity under Russian-
style socialism implies the theft of state property and
under both Russian and German-style socialism, the
crime of sabotage, because it disrupts the execution of
the national economic plan. Hence, it isnot surprising
that such “economic crimes’ under socialism result in
the execution of those found guilty.

97. Under socialismit isdangerousto be a
production manager, because one may find onself
being blamed for inevitable plan failures. To avoid
this, production managers under socialism need strong
political connections and subordinate officials avail-
ablefor sacrifice.

98. Forced labor isimplied in the very idea
of socialist planning. If the stateis to plan the produc-
tion of all commodities, it must also plan the skills that
the workerswill possess who are to produce those
commodities, and where those workers are to live and
work. It isincompatible with socialist planning for pri-
vate individuals to have the freedom to acquire the
skills they want and to live where they want. Such free-
dom would alone make socidist planning impossible.

99. What brings about forced labor under so-
cialism even though it cannot plan isthe existence of a
labor shortage that results from socialism’s attempt to
encourage the maximum possible production of each
item. In such conditions, vital and urgent employments
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of labor can be deprived of labor. To prevent this, the
socialist state exercises the power to order labor into
the employments it considers vital and urgent.

100. Forced labor existed in the Soviet
Union in that
a. millionswere forced to toil in concentration
camps—the infamous Gulag system, which in the
Stalin years may have held as many as 20 to 30
million slave laborers, alarge proportion of whom
died in captivity
b. al peopleliving on collective farms—as much
as 40 percent or more of the Soviet population—
were prohibited from moving away from those
farms without the permission of the collective
farm managements
c. a harvest time, al available urban workers
could be forced into the countryside to help bring
in the harvest
d. every graduate of auniversity or technical
school in the Soviet Union was compulsorily as-
signed to ajob for aperiod of two to three years
following graduation
e. every remaining worker in the Soviet Union
was compelled to have alabor book that detailed
al of his previous employment, including com-
ments by the government officials who were his
former employers, reasons for changing jobs, and
so on. This arrangement discouraged the worker’s
leaving any given job against the government
employer’ swishes, and was, in fact, aforcible de-
terrent to changing jobs inasmuch as one could
not obtain employment without presenting it
f. itwasillegal in the Soviet Union to be unem-
ployed
g. dl of theabove

101. During World War 11, workersin Great
Britain, Australia, and Canada could not quit or
change their jobs without government permission, and
they could be ordered to work wherever the govern-
ment required them. Similar legislation was proposed
to the Congress of the United States by President Roo-
sevelt in his State of the Union Message of January
1944 but was not enacted.

102. By itsnature socialism is a system of
aristocratic privilege, in which the citizens are viewed
as means to the ends of the rulers, an outcome which
follows inexorably from viewing the individua asthe
means to the ends of society.

103. Inthe Soviet Union, a system of aristo-
cratic privilege was manifested in such facts as
a. government assignment of different grades of
housing based on rank in the government or Com-
munist Party
b. government determination of who could and
who could not buy an automobile
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c. the government’ s maintainance of special
stores that were closed to the general public and
which exclusively served high government and
party officials and their favoritesin the arts and
sciences; these stores carried many kinds of West-
ern imports, from clothing to tape recorders, and
the limited supplies of whatever worthwhile
goods as were produced in the Soviet Union itself;
while such things as meat were unavailable
throughout most of the Soviet Union for months
on end, the privileged customers of these stores
were supplied with caviar

d. all of theabove

104. The existence of asystem of aristocratic
privilegeisincompatible with the slogan from each ac-
cording to his ahilities to each according to his needs.

105. A socialist society has no incentives of
any kind.

106. A socialist society has incentives that
are geared to the achievement of the values of the rul-
ers, not to the achievement of the values of the plain
citizens. Its system of incentives is comparable to that
of an army, in which there are incentives for privates
to attempt to be promoted to corporal, and so on, but

in which the purpose is to make the army amore effec-
tive instrument in achieving the goals of the command-
ing general, not the goals of the privates.

107. In contrast to socialism, the incentive
system of capitalism compels the “ captains of indus-
try” to serve the needs of everyone.

108. Asaresult of asocialist state’ stwin
powers over theindividual’ s work and consumption,
everyone'slife comesto depend unconditionally on
the good graces of every government official with
power or influence. In such circumstances, not only
are peopl e stopped by terror from criticizing anything
the government or any government official does, but a
competition breaks out in the positive praise and adula-
tion of the government and its officials.

109. The socialist society that so many intel-
lectuals have yearned for is a society in which the only
way that intellectuals can advance is by means of dis-
playing the most abject servility to Neanderthals.

110. While private slave ownersin the days
of slavery were at least motivated to treat their slaves
with the same consideration they gave their livestock,
forced labor under socialism goes even beyond slavery
and results in mass murder, because under socialism,
the slaves are “ public property” —the property of the
state—and those who have charge of the slaves, there-
fore, have no personal economic interest in their lives
or well-being. The slaves of socialism are slaves, but
they are no one' s property and therefore no one’sloss.




Answers to Questions 1-110 on Chapter 8

Correct Correct Correct Correct
Question # Answer Question# Answer Question# Answer Question# Answer
1 d 36 T 71 T 106 T
2 e 37 f 72 T 107 T
3 T 38 f 73 T 108 T
4 T 39 T 74 T 109 T
5 T 40 g 75 T 110 T
6 T 41 T 76 T
7 T 42 T 77 T
8 T 43 c 78 T
9 h 44 f 79 T
10 T 45 T 80 T
11 T 46 T 81 T
12 T 47 T 82 T
13 T 48 T 83 T
14 T 49 T 84 F
15 T 50 T 85 T
16 T 51 T 86 T
17 T 52 f 87 T
18 T 53 T 88 T
19 T 54 C 89 T
20 T 55 T 90 T
21 T 56 f 91 T
22 T 57 c 92 T
23 f 58 d 93 T
24 T 59 T 94 T
25 T 60 T 95 T
26 T 61 T 96 T
27 T 62 c 97 T
28 T 63 e 98 T
29 d 64 T 99 T
30 c 65 T 100 g
31 T 66 d 101 T
32 f 67 T 102 T
33 d 68 C 103 d
34 c 69 T 104 F
35 T 70 T 105 F
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