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PREFACE TO
THE NEW EDITION

T H E world is split today into two hostile camps, fighting each
other with the utmost vehemence, Communists and anti-Com-
munists. The magniloquent rhetoric to which these factions resort
in their feud obscures the fact that they both perfectly agree in the
ultimate end of their programme for mankind’s social and economic
organization. They both aim at the abolition of private enterprise
and private ownership of the means of production and at the estab-
lishment of socialism. They want to substitute totalitarian govern-
ment control for the market economy. No longer should individuals
by their buying or abstention from buying determine what is to be
produced and in what quantity and quality. Henceforth the
government’s unique plan alone should settle all these matters.
‘Paternal’ care of the ‘Welfare State’ will reduce all people to the
status of bonded workers bound to comply, without asking questions,
with the orders issued by the planning authority.

Neither is there any substantial difference between the intentions
of the self-styled ‘progressives’ and those of the Italian Fascists and the
German Nazis. The Fascists and the Nazis were no less eager to
establish all-round regimentation of all economic activities than
those governments and parties which flamboyantly advertise their
anti-Fascist tenets. And Mr. Peron in Argentina tries to enforce a
scheme which is a replica of the New Deal and the Fair Deal and like
these will, if not stopped in time, result in full socialism.

The great ideological conflict of our age must not be confused
with the mutual rivalries among the various totalitarian movements.
The real issue is not who should run the totalitarian apparatus. The
real problem is whether or not socialism should supplant the market
economy.

It is this subject with which my book deals.

World conditions have changed considerably since the first edition
of my essay was published. But all these disastrous wars and revolu-
tions, heinous mass murders and frightful catastrophes have not
affected the main issue: the desperate struggle of lovers of freedom,

13




PREFACE TO NEW EDITION

prosperity and civilization against the rising tide of totalitarian
barbarism.

In the Epilogue 1 deal with the most important aspects of the events
of the last decades. A more detailed study of all the problems in-
volved is to be found in three books of mine published by the Yale
University Press:

Omnipotent Government, the Rise of the Total State and Total War;t
Bureaucracy;®
Human Action, a Treatise on Economics.®
Lupwic von Misks
New York, July 1950

! French translation by M. de Hulster, Librairie de Médicis, Paris; Spanish translation
by Pedro Elgoibar, Editorial Hermes, México.

? British edition by William Hodge & Company Limited, London; French translation
by R. Florin and P. Barbier, Librairie de Médicis, Paris.

3 British edition by William Hodge & Company Limited, London.

TRANSLATOR’S NOTE

THE following work is translated from the second German edition
(published 1932) of the author’s Die Gemeinwirtschaft (originally
published in 1922). The author, who has lent assistance at every
stage, has inserted certain additions, notably on the problem of
economic calculation and on unemployment (pp. 137 et seq., 485 et
seq.), which are not to be found in the German edition, and certain
changes have been made in terminology to meet the convenience of
English readers.
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PREFACE TO
THE SECOND GERMAN EDITION

T is a matter of dispute whether, prior to the middle of the nine-

teenth century, there existed any clear conception of the socialist
idea — by which is understood the socialization of the means of pro-
duction with its corollary, the centralized control of the whole of
production by one social or, more accurately, state organ. The
answer depends primarily upon whether we regard the demand for
a centralized administration of the means of production throughout
the world as an essential feature in a considered socialist plan. The
older socialists looked upon the autarky of small territories as ‘natural’
and on any exchange of goods beyond their frontiers as at once
‘artificial’ and harmful. Only after the English Free-Traders had
proved the advantages of an international division of labour, and
popularized their views through the Cobden movement, did the
socialists begin to expand the ideas of village and district Socialism
into a national and, eventually, a world Socialism. Apart from this
one point, however, the basic conception of Socialism had been quite
clearly worked out in the course of the second quarter of the nine-
teenth century by those writers designated by Marxism as ‘Utopian
Socialists’. Schemes for a socialist order of society were extensively
discussed at that time, but the discussion did not go in their favour.
The Utopians had not succeeded in planning social structures that
would withstand the criticisms of economists and sociologists. It was
easy to pick holes in their schemes; to prove that a society constructed
on such principles must lack efficiency and vitality, and that it cer-
tainly would not come up to expectations. Thus, about the middle
of the nineteenth century, it seemed that the ideal of Socialism had
been disposed of. Science had demonstrated its worthlessness by
means of strict logic and its supporters were unable to produce a
single effective counter-argument.

It was at this moment that Marx appeared. Adept as he was in
the Hegelian dialectic — a system easy of abuse by those who seek to
dominate thought by arbitrary flights of fancy and metaphysical
verbosity — he was not slow in finding a way out of the dilemma in
which socialists found themselves. Since Science and Logic had
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argued against Socialism, it was imperative to devise a system which
could be relied on to defend it against such unpalatable criticism.
This was the task which Marxism undertook to perform. It had three
lines of procedure. First, it denied that Logic is universally valid for
all mankind and for all ages. Thought, it stated, was determined by
the class of the thinkers; was in fact an ‘ideological superstructure’ of
their class interests. The type of reasoning which had refuted the
socialist idea was ‘revealed’ as ‘bourgeois’ reasoning, an apology for
Capitalism. Secondly, it laid it down that the dialectical develop-
ment led of necessity to Socialism; that the aim and end of all history
was the socialization of the means of production by the expropriation
of the expropriators — the negation of negation. Finally, it was ruled
that no one should be allowed to put forward, as the Utopians had
done, any definite proposals for the construction of the Socialist
Promised Land. Since the coming of Socialism was inevitable,
Science would best renounce all attempt to determine its nature.

At no point in history has a doctrine found such immediate and
complete acceptance as that contained in these three principles of
Marxism. The magnitude and persistence of its success is commonly
underestimated. This is due to the habit of applying the term
Marxist exclusively to formal members of one or other of the self-
styled Marxist parties, who are pledged to uphold word for word the
doctrines of Marx and Engels as interpreted by their respective sects
and to regard such doctrines as the unshakable foundation and ulti-
mate source of all that is known about Society and as constituting the
highest standard in political dealings. But if we include under the
term ‘Marxist’ all who have accepted the basic Marxian principles —
that class conditions thought, that Socialism is inevitable, and that
research into the being and working of the socialist community is
unscientific — we shall find very few non-Marxists in Europe east of
the Rhine, and even in Western Europe and the United States many
more supporters than opponents of Marxism. Professed Christians
attack the materialism of Marxists, monarchists their republican-
ism, nationalists their internationalism; yet they themselves, each
in turn, wish to be known as Christian Socialists, State, Socialists,
National Socialists. They assert that their particular brand of
Socialism is the only true one —that which ‘shall’ come, bringing with
it happiness and contentment. The Socialism of others, they say, has
not the genuine class-origin of their own. At the same time they
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scrupulously respect Marx’s prohibition of any inquiry into the in-
stitutions of the socialist economy of the future, and try to interpret
the working of the present economic system as a development lead-
ing to Socialism in accordance with the inexorable demand of the
historical process. Of course, not Marxists alone, but most of those
who emphatically declare themselves anti-Marxists, think entirely
on Marxist lines and have adopted Marx’s arbitrary, unconfirmed
and easily refutable dogmas. Ifand when they come into power, they
govern and work entirely in the socialist spirit.

The incomparable success of Marxism is due to the prospect it
offers of fulfilling those dream-aspirations and dreams of vengeance
which have been so deeply embedded in the human soul from time
immemorial. It promises a Paradise on earth, a Land of Hearts’
Desire full of happiness and enjoyment, and — sweeter still to the
losers in life’s game — humiliation of all who are stronger and better
than the multitude. Logic and reasoning, which might show the
absurdity of such dreams of bliss and revenge, are to be thrust aside.
Marxism is thus the most radical of all reactions against the reign of
scientific thought over life and action, established by Rationalism.
It is against Logic, against Science and against the activity of thought
itself — its outstanding principle is the prohibition of thought and
inquiry, especially as applied to the institutions and workings of a
socialist economy. It is characteristic that it should adopt the name
‘Scientific Socialism’ and thus gain the prestige acquired by Science,
through the indisputable success of its rule over life and action, for
use in its own battle against any scientific contribution to the con-
struction of the socialist economy. The Bolshevists persistently tell us
that religion is opium for the people. Marxism is indeed opium for
those who might take to thinking and must therefore be weaned fromit.

In this new edition of my book, which has been considerably
revised, I have ventured to defy thé almost universally respected
Marxian prohibition by examining the problems of the socialist con-
struction of society on scientific lines, i.e. by the aid of sociological
and economic theory. While gratefully recalling the men whose
research has opened the way for all work, my own included, in this
field, it is still a source of gratification to me to be in a position to
claim to have broken the ban placed by Marxism on the scientific
treatment of these problems. Since the first publication of this book,
problems previously ignored have come into the foreground of
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scientific interest; the discussion of Socialism and Capitalism has
been placed on a new footing. Those who were formerly content to
make a few vague remarks about the blessings which Socialism would
bring are now obliged to study the nature of the socialist society. The
problems have been defined and can no longer be ignored.

As might be expected, socialists of every sort and description,
from the most radical Soviet Bolshevists to the ‘Edelsozialisten’ of
western civilization, have attempted to refute my reasonings and
conclusions. But they have not succeeded, they have not even
managed to bring forward any argument that I had not already
discussed and disproved. At the present time, scientific discussion
of the basic problems of Socialism follows the line of the investigations
of this book.

The arguments by which I demonstrated that, in a socialist
community, economic calculation would not be possible have
attracted especially wide notice. Two years before the appearance
of the first edition of my book I published this section of my investi-
gations in the Archiv fir Sozialwissenschaft (Vol. xuvi, No. 1),
where it is worded almost exactly as in both editions of the present
work. The problem, which had scarcely been touched before, at
once roused lively discussion in German-speaking countries and
abroad. It may truly be said that the discussion is now closed; there
is to-day hardly any opposition to my contention.

Shortly after the first edition appeared, Heinrich Herkner, chief
of the Socialists of the Chair (‘Kathedersozialisten’) in succession to
Gustave Schmoller, published an essay which in all essentials sup-
ported my criticism of Socialism.* His remarks raised quite a storm
amongst German socialists and their literary followings. Thus there
arose, in the midst of the catastrophic struggle in the Ruhr and the
hyper-inflation, a controversy which speedily became known as the
crisis of the ‘Social Reform Policy’. The result of the controversy was
indeed meagre. The ‘sterility’ of socialist thought, to which an
ardent socialist had drawn attention, was especially apparent on this
occasion.” Of the good results that can be obtained by an un-
prejudiced scientific study of the problems of Socialism there is proof

! Herkner, ‘Sozialpolitische Wandlungen in der wissenschaftlichen Nationalékonomie’
(Der Arbeitgeber, 13, Jahrgang, p. 35).

* Cassau, Die sozialistische Ideenwelt vor und nach dem Kriege (in ‘Die Wirtschaft-
wissenschaft nach dem Kriege, Festgabe fiir Lujo Brentano zum 80. Geburtstag,
Miinchen 1925, I Bd., p. 149 et seq.).
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in the admirable works of Pohle, Adolf Weber, Répke, Halm,
Sulzbach, Brutzkus, Robbins, Hutt, Withers, Benn and others.

But scientific inquiry into the problems of Socialism is not enough.
We must also break down the wall of prejudice which at present
blocks the way to an unbiased scrutiny of these problems. Any advo-
cate of socialistic measures is looked upon as the friend of the Good,
the Noble, and the Moral, as a disinterested pioneer of necessary
reforms, in short, as a man who unselfishly serves his own people and
all humanity, and above all as a zealous and courageous seeker after
truth. But let anyone measure Socialism by the standards of scientific
reasoning, and he at unce becomes a champion of the evil principle,
a mercenary serving the egotistical interests of a class, a menace to
the welfare of the community, an ignoramus outside the pale. For
the most curious thing about this way of thinking is that it regards
the question, whether Socialism or Capitalism will the better serve
the public welfare, as settled in advance — to the effect, naturally,
that Socialism is considered as good and Capitalism as evil — whereas
in fact of course only by a scientific inquiry could the matter be
decided. The results of economic investigations are met, not with
arguments, but with that ‘moral pathos’, which we find in the invita-
tion to the Eisenach Congress in 1872 and on which Socialists and
Etatists always fall back, because they can find no answer to the
criticism to which science subjects their doctrines.

The older Liberalism, based on the classical political economy,
maintained that the material position of the whole of the wage-
earning classes could only be permanently raised by an increase of
capital, and this none but capitalist society based on private owner-
ship of the means of production can guarantee to find. Modern sub-
jective economics has strengthened and confirmed the basis of this
view by its theory of wages. Here modern Liberalism agrees entirely
with the older school. Socialism, however, believes that the socializa-
tion of the means of production is a system which would bring wealth
to all. These conflicting views must be examined in the light of
sober science: righteous indignation and jeremiads take us nowhere.

It is true that Socialism is to-day an article of faith for many,
perhaps for most of its adherents. But scientific criticism has no nobler
task than to shatter false beliefs.

To protect the socialist ideal from the crushing effect of such
criticism, attempts have recently been made to improve upon the

19


George Reisman


PREFACE TO SECOND GERMAN EDITION

accepted definition of the concept ‘Socialism’. My own definition of
Socialism, as a policy which aims at constructing a society in which
the means of production are socialized, is in agreement with all that
scientists have written on the subject. I submit that one must be
historically blind not to see that this and nothing else is what has stood
for Socialism for the past hundred years, and that it is in this sense
that the great socialist movement was and is socialistic. But why
quarrel over the wording of it! If anyone likes to call a social ideal
which retains private ownership in the means of production socialistic,
why, let him! A man may call a cat a dog and the sun the moon if it
pleases him. But such a reversal of the usual terminology, which
everyone understands, does no good and only creates misunderstand-
ings. The problem which here confronts us is the socialization of
ownership in the means of production, i.e. the very problem over
which a worldwide and bitter struggle has been waged now for a
century, the problem xa7’ oyhv of our epoch.

One cannot evade this defining of Socialism by asserting that the
concept Socialism includes other things besides the socialization of
the means of production: by saying, for example, that we are actuated
by certain special motives when we are socialists, or that there is a
second aim — perhaps a purely religious concept bound up with it.
Supporters of Socialism hold that the only brand worthy the name is
that which desires socialization of the means of production for ‘noble’
motives. Others, who pass for opponents of Socialism, will have it
that nationalization of the means of production desired from
‘ignoble’ motives only, has to be styled Socialism also. Religious
socialists say that genuine Socialism is bound up with religion; the
atheistical socialist insists on abolishing God along with private pro-
perty. But the problem of how a socialistic society could function is
quite separate from the question of whether its adherents propose to
worship God or not and whether or not they are guided by motives
which Mr. X from his private point of view would call noble or
ignoble. Each group of the great socialist movement claims its own
as the only true brand and regards the others as heretical; and
naturally tries to stress the difference between its own particular ideal
and those of other parties. I venture to claim that in the course of
my researches 1 have brought forward all that need be said about
these claims.

In this emphasizing of the peculiarities of particular socialist
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tendencies, the bearing which they may have on the aims of
democracy and dictatorship obviously plays a significant part. Here,
too, I have nothing to add to what I have said on the subject in
various parts of this book (Part I, m, i; Part I, o, 1, §1; Part IV, v).
It suffices here to say that the planned economy which the advocates
of dictatorship wish to set up is precisely as socialistic as the Socialism
propagated by the self-styled Social Democrats.

Capitalist society is the realization of what we should call
economic democracy, had not the term — according I believe, to
the terminology of Lord Passfield and Mrs. Webb — come into use
and been applied exclusively to a system in which the workers, as
producers, and not the consumers themselves, would decide what
was to be produced and how. This state of affairs would be as little
democratic as, say, a political constitution under which the govern-
ment officials and not the whole people decided how the state was
to be governed — surely the opposite of what we are accustomed to
call democracy. When we call a capitalist society a consumers’
democracy we mean that the power to dispose of the means of pro-
duction, which belongs to the entrepreneurs and capitalists, can only
be acquired by means of the consumers’ ballot, held daily in the
market-place. Every child who prefers one toy to another puts its
voting paper in the ballot-box, which eventually decides who shall
be elected captain of industry. True, there is no equality of vote in
this democracy; some have plural votes. But the greater voting power
which the disposal of a greater income implies can only be acquired
and maintained by the test of election. That the consumption of the
rich weighs more heavily in the balance than the consumption of
the poor — though there is a strong tendency to overestimate con-
siderably the amount consumed by the well-to-do classes in propor-
tion to the consumption of the masses —is in itself an ‘election
result’, since in a capitalist society wealth can be acquired and main-
tained only by a response corresponding to the consumers’ require-
ments. Thus the wealth of successful business men is always the result
of a consumers’ plebiscite, and, once acquired, this wealth can be
retained only if it is employed in the way regarded by consumers as
most beneficial to them. The average man is both better informed
and less corruptible in the decisions he makes as a consumer than as
a voter at political elections. There are said to be voters who, faced
with a decision between Free Trade and Protection, the Gold
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Standard and Inflation, are unable to keep in view all that their
decision implies. The buyer who has to choose between different
sorts of beer or makes of chocolate has certainly an easier job of it.

The socialist movement takes great pains to circulate frequently
new labels for its ideally constructed state. Each worn-out label is
replaced by another which raises hopes of an ultimate solution of the
insoluble basic problem of Socialism — until it becomes obvious that
nothing has been changed but the name. The most recent slogan is
‘State Capitalism’. It is not commonly realized that this covers
nothing more than what used to be called Planned Economy and
State Socialism, and that State Capitalism, Planned Economy, and
State Socialism diverge only in non-essentials from the ‘classic’ ideal
of egalitarian Socialism. The criticisms in this book are aimed
impartially at all the conceivable forms of the socialistic
community.

Only Syndicalism, which differs fundamentally from Socialism,
calls for special treatment (Part II, m, ii, § 4).

I hope that these remarks will convince even the cursory and
superficial reader that my investigation and criticisms do not apply
solely to Marxian Socialism. As, however, all socialistic movements
have been strongly stimulated by Marxism I devote more space to
Marxian views than to those of other varieties of Socialism. I think
I have passed in review everything bearing essentially on these
problems and made an exhausting criticism of the characteristic
features of non-Marxist programmes too.

My book is a scientific inquiry, not a political polemic. I have
analysed the basic problems and passed over, as far as possible, all
the economic and political struggles of the day and the political
adjustments of governments and parties. And this will, I believe,
prove the best way of preparing the foundation of an understanding
of the politics of the last few decades and years: above all, of the
politics of to-morrow. Only a complete critical study of the ideas
of Socialism will enable us to understand what is happening
around us.

The habit of talking and writing about economic affairs without
having probed relentlessly to the bottom of their problems has taken
the zest out of public discussions on questions vital to human society
and diverted politics into paths that lead directly to the destruction
of all civilization. The proscription of economic theory, which began
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with the German historical school, and to-day finds expression
notably in American Institutionalism, has demolished the authority
of qualified thought on these matters. Our contemporaries consider
that anything which comes under the heading of Economics and
Sociology is fair game to the unqualified critic. Itis assumed that the
trade union official and the entrepreneur are qualified by virtue of
their office alone to decide questions of political economy. ‘Practical
men’ of this order, even those whose activities have, notoriously,
often led to failure and bankruptcy, enjoy a spurious prestige as
cconomists which should at all costs be destroyed. On no account
must a disposition to avoid sharp words be permitted to lead to a
compromise. [t is time these amateurs were unmasked.

The solution of every one of the many economic questions of the
day requires a process of thought, of which only those who compre-
hend the general interconnection of economic phenomena are
capable. Only theoretical inquiries which get to the bottom of things
have any real practical value. Dissertations on current questions
which lose themselves in detail are useless, for they are too much
absorbed in the particular and the accidental to have eyes for the
general and the essential.

It is often said that all scientific inquiry concerning Socialism is
useless, because none but the comparatively small number of people
who are able to follow scientific trains of thought can understand it.
For the masses, it is said, they will always remain incomprehensible.
To the masses the catchwords of Socialism sound enticing and the
people impetuously desire Socialism because in their infatuation they
expect it to bring full salvation and satisfy their longing for revenge.
And so they will continue to work for Socialism, helping thereby to
bring about the inevitable decline of the civilization which the nations
of the West have taken thousands of years to build up. And so we must
inevitably drift on to chaos and misery, the darkness of barbarism
and anmbhilation.

1 do not share this gloomy view. It may happen thus, but it
need not happen thus. It is true that the majority of mankind are
not able to follow difficult trains of thought, and that no schooling
will help those who can hardly grasp the most simple proposition to
understand complicated ones. But just because they cannot think
for themselves the masses follow the lead of the people we call
educated. Once convince these, and the game is won. But I do not
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want to repeat here what I have already said in the first edition of
this book, at the end of the last chapter.?

I know only too well how hopelessitseems to convince impassioned
supporters of the Socialistic Idea by logical demonstration that their
views are preposterous and absurd. I know too well that they do not
want to hear, to see, or above all to think, and that they are open to
no argument. But new generations grow up with clear eyes and open
minds. And they will approach things from a disinterested, un-
prejudiced standpoint, they will weigh and examine, will think and
act with forethought. It is for them that this book is written.

Several generations of economic policy which was nearly liberal
have enormously increased the wealth of the world. Capitalism has
raised the standard of life among the masses to a level which our
ancestors could not have imagined. Interventionism and efforts to
introduce Socialism have been working now for some decades to
shatter the foundations of the world economic system. We stand on
the brink of a precipice which threatens to engulf our civilization.
Whether civilized humanity will perish for ever or whether the
catastrophe will be averted at the eleventh hour and the only possible
way of salvation retraced — by which we mean the rebuilding of a
society based on the unreserved recognition of private property in
the means of production — is a question which concerns the genera-
tion destined to act in the coming decades, for it is the ideas behind
their actions that will decide it.

VIENNA, fanuary 1932

1 p. 507 et seq. of this edition.
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§1

The success of socialist ideas

ociaLisM is the watchword and the catchword of our day.

The socialist idea dominates the modern spirit. The masses
approve of it, it expresses the thoughts and feelings of all; it has set
its seal upon our time. When history comes to tell our story it will
write above the chapter “The Epoch of Socialism’.

As yet, it is true, Socialism has not created a society which can
be said to represent its ideal. But for more than a generation the
policies of civilized nations have been directed towards nothing less
than a gradual realization of Socialism.? In recent years the move-
ment has grown noticeably in vigour and tenacity. Some nations
have sought to achieve Socialism, in its fullest sense, at a single
stroke. Before our eyes Russian Bolshevism has already accomplished
something which, whatever we believe to be its significance, must
by the very magnitude of its design be regarded as one of the most
remarkable achievements known to world history. Elsewhere no one
has yet achieved so much. But with other peoples only the inner
contradictions of Socialism itself and the fact that it cannot be com-
pletely realized have frustrated socialist triumph. They also have
gone as far as they could under the given circumstances. Opposition
in principle to Socialism there is none. To-day no influential party
would dare openly to advocate Private Property in the Means of
Production. The word ‘Capitalism’ expresses, for our age, the sum
of all evil. Even the opponents of Socialism are dominated by
socialist ideas. In seeking to combat Socialism from the standpoint of
their special class interest these opponents — the parties which par-
ticularly call themselves ‘bourgeois’ or ‘peasant’ — admit indirectly
the validity of all the essentials of socialist thought. For if it is only
possible to argue against the socialist programme that it endangers

1 ‘It may now fairly be claimed that the socialist philosophy of to-day is but the
conscious and explicit assertion of principles of social organization which have been
already in great part unconsciously adopted. The economic history of the century is

an almost continuous record of the progress of Socialism.’ Sidney Webb in Fabian
Essays (1889), p. 30.
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the particular interests of one part of humanity, one has really
affirmed Socialism. If one complains that the system of economic
and social organization which is based on private property in the
means of production does not sufficiently consider the interests of the
community, that it serves only the purposes of single strata, and that
it limits productivity; and if therefore one demands with the sup-
porters of the various ‘social-political’ and ‘social-reform’ movements,
state interference in all fields of economic life, then one has funda-
mentally accepted the principle of the socialist programme. Or
again, if one can only argue against Socialism that the imperfections
of human nature make its realization impossible, or that it is in-
expedient under existing economic conditions to proceed at once to
socialization, then one merely confesses that one has capitulated to
socialist ideas. The nationalist, too, affirms Socialism, and objects
only to its Internationalism. He wishes to combine Socialism with
the ideas of Imperialism and the struggle against foreign nations.
He is a national, not an international socialist; but he, also, approves
of the essential principles of Socialism.*

The supporters of Socialism therefore are not confined to the
Bolshevists and their friends outside Russia or to the members of
the numerous socialist parties: all are socialists who consider the
socialistic order of society economically and ethically superior to
that based on private ownership of the means of production, even
though they may try for one reason or another to make a tem-
porary or permanent compromise between their socialistic ideal and
the particular interests which they believe themselves to represent.
If we define Socialism as broadly as this we see that the great majority
of people are with Socialism to-day. Those who confess to the prin-
ciples of Liberalism and who see the only possible form of economic

1 Fr. W. Foerster points out particularly that the labour movement has attained its
real triumph ‘in the hearts of the possessing classes’; through this ‘the moral force
for resistance has been taken away from these classes’. (Foerster, Christentum und
Klassenkampf, Zurich 1908, p. 111 et seq.) In 1869 Prince-Smith bad noted the fact
that the socialist ideas had found supporters among employers. He mentions that
amongst business men, ‘however strange this may sound, there are some who under-
stand their own activity in the national economy with so little clarity that they hold the
socialist ideas as more or less founded, and, consequently, have a bad conscience
really, as if they had to admit to themselves that their profits were actually made at
the cost of their workmen. This makes them timid and even more muddled. It is very
bad. For our economic civilization would be seriously threatened if its bearers could
not draw, from the feeling of complete justification, the courage to defend its founda-
tions with the utmost resolution’. Prince-Smith’s Gesammelte Schriften, 1 Bd.,
Berlin 1877, p. 362). Prince-Smith, however, would not have known how to discuss
the socialist theories critically. 6
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society in an order based on private ownership of the means of
production are few indeed.

One striking fact illustrates the success of socialist ideas: namely,
that we have grown accustomed to designating as Socialism only that
policy which aims to enact the socialist programme immediately and
completely, while we call by other names all the movements directed
towards the same goal with more moderation and reserve, and even
describe these as the enemies of Socialism. This can only have come
about because few real opponents of Socialism are left. Even in
England, the home of Liberalism, a nation which has grown rich
and great through its liberal policy, people no longer know what
Liberalism really means. The English ‘Liberals’ of to-day are more
or less moderate socialists.? In Germany, which never really knew
Liberalism and which has become impotent and impoverished
through its anti-liberal policy, people have hardly a conception of
what Liberalism may be.

It is on the complete victory of the socialist idea in the last decades
that the great power of Russian Bolshevism rests. What makes
Bolshevism strong is not the Soviets’ artillery and machine-guns but
the fact that the whole world receives its ideas sympathetically.
Many socialists consider the Bolshevists’ enterprise premature and
look to the future for the triumph of Socialism. But no socialist can
fail to be stirred by the words with which the Third International
summons the peoples of the world to make war on Capitalism. Over
the whole earth is felt the urge towards Bolshevism. Among the
weak and lukewarm sympathy is mixed with horror and with the
admiration which the courageous believer always awakens in the
timid opportunist. But bolder and more consistent people greet with-
out hesitation the dawn of a new epoch.

§e
The scientific analysis of socialism

The starting-point of socialist doctrine is the criticism of the
~ bourgeois order of society. We are aware that socialist writers have
“not been very successful in this respect. We know that they have mis-
conceived the working of the economic mechanism, and that they
1 This is shown clearly in the programme of present-day English Liberals: Britain’s
Industrial Future, being the Report of the Liberal Industrial Inquiry, London 1928,
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have not understood the function of the various institutions of the
social order which is based on division of labour and on private
ownership of the means of production. It has not been difficult to
show the mistakes socialistic theorists have made in analysing the
economic process: critics have succeeded in proving their economic
doctrines to be gross errors. Yet to ask whether the capitalist order
of society is more or less defective is hardly a decisive answer to the
question whether Socialism would be able to provide a better sub-
stitute. It is not sufficient to have proved that the social order based
on private ownership of the means of production has faults and that
it has not created the best of all possible worlds; it is necessary to
show further that the socialistic order is better. This only a few
socialists have tried to prove, and these have done so for the most
part in a thoroughly unscientific, some even in a frivolous, manner.
The science of Socialism is rudimentary, and just that kind of
Socialism which calls itself ‘Scientific’ is not the last to be blamed
for this. Marxism has not been satisfied to present the coming of
Socialism as an inevitable stage of social evolution. Had it done only
this it could not have exerted that pernicious influence on the scientific
treatment of the problems of social life which must be laid to its
charge. Had it done nothing except describe the socialistic order of
society as the best conceivable form of social life it could never have
had such injurious cornsequences. But by means of sophistry it has
prevented the scientific treatment of sociological problems and has
poisoned the intellectual atmosphere of the time.

According to the Marxist conception, one’s social condition
determines one’s way. of thought. His membership of a social class
decides what views a writer will express. He is not able to grow out
of his class or to free his thoughts from the prescriptions of his class
interests.? Thus the possibility of a general science which is valid for
all men, whatever their class, is contested. It was only another step
for Dietzgen to proceed to the construction of a special proletarian
logic.* But truth lies with the proletarian science only: ‘the ideas of
proletarian logic are not party ideas, but the consequences of logic

1 ‘Science exists only in the heads of the scientists, and they are products of society.
They cannot get out of it and beyond it.’ (Kautsky, Die soziale Revolution, 3rd Ed ,
Berlin 1911, II, p. 39.) )

* Dietzgen, Briefe iiber Logik, speziell demokratisch-proletarische Logik (Internationale
Bibliothek, Vol. XXI1I, 2nd Ed., Stuttgart 1903), p. 112: ‘Finally Logic deserves the
epithet ‘“ proletarian ” also for the reason that to understand it one must have over-
come all the prejudices which hold the bourgeoisie.’
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pure and simple.’* Thus Marxism protects itself against all unwel-
come criticism. The enemy is not refuted: enough to unmask him as
a bourgeois." Marxism criticizes the achievements of all those who
think otherwise by representing them as the venal servants of the
bourgeoisic. Marx and Engels never tried to refute their opponents
with argument. They insulted, ridiculed, derided, slandered, and
traduced them, and in the use of these methods their followers are
not less expert. Their polemic is directed never against the argument
of the opponent, but always against his person. Few have been able
to withstand such tactics. Few indeed have been courageous enough
to oppose Socialism with that remorseless criticism which it is the
duty of the scientific thinker to apply to every subject of inquiry.
Only thus is to be explained the fact that supporters and opponents
of Socialism have unquestioningly obeyed the prohibition which
Marxism has laid on any closer discussion of the economic and social
conditions of the socialist community. Marxism declares on the one
hand that the socialization of the means of production is the end
towards which economic evolution leads with the inevitability of a
natural law; on the other hand it represents such socialization as the
aim of its political effort. In thisway he expounded the first principle
of socialist organization. The purpose of the prohibition to study the
working of a socialist community, which was justified by a series of
threadbare arguments, was really intended to prevent the weaknesses
of Marxist doctrines from coming clearly to light in discussions regard-
ing the creation of a practicable socialist society. A clear exposition of
the nature of socialist society might have damped the enthusiasm of
the masses, who sought in Socialism salvation from all earthly ills.
The successful suppression of these dangerous inquiries, which had
brought about the downfall of all earlier socialistic theories, was one
of Marx’s most skilful tactical moves. Only because people were not

! Dietzgen, Briefe tiber Logik, speziell demokratisch-proletarische Logik (Internationale
Bibliothek, Vol. XXII, 2nd Ed., Stuttgart 1903), p. 112.

3 It is a fine irony of history that even Marx suffered this fate. Untermann finds
that ‘even the mental life of typical proletarian thinkers of the Marxist school’ contain
‘remains of past epochs of thought, if only in rudimentary form. These rudiments
will appear all the stronger the more the thought stages lived through before the thinker
became Marxist were passed in a bourgeois or feudal milieu. This was notoriously
so with Marx, Engels, Plechanow, Kautsky, Mehring, and other prominent Marxists.”
(Untermann, Die Logischen Mdngel des engeren Marxismus, Miinchen 1910, p. 125.)
And De Man believes that to understand ‘the individuality and variety of the theories’
one would have to consider, besides the thinker’s general social background, also his
own economic and social life-a ‘Bourgeois’ life . . . ‘in the case of the college-trained
Marx’. (De Man, Zur Psychologie des Sozialismus, New Edition, Jena 1927, p. 17.)
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allowed to talk or to think about the nature of the socialist community
was Socialism able to become the dominant political movement of
the late nineteenth and early twentieth centuries.

These statements can hardly be illustrated better than by a quota-
tion from the writings of Hermann Cohen, one of those who, in the
decades immediately preceding the world war, exerted the strongest
influence on German thought. ‘To-day,’ says Cohen, ‘no want of
understanding prevents us from recognizing the kernel of the social
question and therefore, even if only furtively, the necessity of social
reform policy, but only the evil, or the not sufficiently good, will.
The unreasonable demand that it should unveil the picture of the
future state for the general view, with which attempts are made to
embarrass party Socialism, can be explained only by the fact that
such defective natures exist. The state presupposes law, but these
people ask what the state would look like rather than what are the
ethical requirements of law. By thus reversing the concepts one con-
fuses the ethics of Socialism with the poesy of the Utopias. But
ethics are not poetry and the idea has truth without image. Itsimage
is the reality which is only to arise according to its prototype. The
socialist idealism can to-day be looked upon as a general truth of
public consciousness, though as one which is still, nevertheless, an
open secret. Only the egoism implicit in ideals of naked covetous-
ness, which is the true materialism, denies it a faith.’* The man who
wrote and thought thus was widely praised as the greatest and most
daring German thinker of his time, and even opponents of his teach-
ing respected him as an intellect. Just for that reason it is necessary
to stress that Cohen not only accepts without criticism or reserve the
demands of Socialism and acknowledges the prohibition against
attempts to examine conditions in the socialist community, but that
he represents as a morally inferior being anyone who tries to em-
barrass ‘party-Socialism’ with a demand for light upon the problems
of socialist economies. That the daring of a thinker whose criticism
otherwise spares nothing should stop short before a mighty idol of
his time is a phenomenon which may be observed often enough in
the history of thought —even Cohen’s great exemplar, Kant, is
accused of this.* But that a philosopher should charge with ill-will,

! Cohen, Einleitung mit kritischem Nachirag zur neunten Auflage der Geschichte des
Materialismus von Friedrich Albert Lange in 3rd extended edition, Leipzig 1914,
p. 115. Also Natorp, Sozialpddagogik, 4th edition, Leipzig 1920, p. 201.

* Anton Menger, Neue Sittenlehre, Jena 1905, pp. 45, 62.
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defective disposition, and naked covetousness not merely all those of
a different opinion but all who even touch on a problem dangerous
to those in authority — this, fortunately, is something of which the
history of thought can show few examples.

Anyone who failed to comply unconditionally with this coercion
was proscribed and outlawed. In this way Socialism was able from
year to year to win more and more ground without anyone being
moved to make a fundamental investigation of how it would work.
Thus, when one day Marxian Socialism assumed the reins of power,
and sought to put its complete programme into practice, it had to
recognize that it had no distinct idea of what, for decades, it had
been trying to achieve.

A discussion of the problems of the socialist community is there-
fore of the greatest importance, and not only for understanding
the contrast between liberal and socialist policy. Without such a
discussion it is not possible to understand the situations which have
developed since the movement towards nationalization and munici-
palization commenced. Until now economics — with a compre-
hensible but regrettable onesidedness — has investigated exclusively
the mechanism of a society based on private ownership of the means
of production. The gap thus created must be filled.

The question whether society ought to be built up on the basis of
private ownership of the means of production or on the basis of
public ownership of the means of production is political. Science can-
not decide it; Science cannot pronounce a judgment on the relative
values of the forms of social organization. But Science alone, by
examining the effects of institutions, can lay the foundations for an
understanding of society. Though the man of action, the politician,
may sometimes pay no attention to the results of this examination,
the man of thought will never cease to inquire into all things accessible
to human intelligence. And in the long run thought must determine
action.

§3

Alternative modes of approach to the analysis of Socialism

There are two ways of treating the problems which Socialism
sets to Science.
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The cultural philosopher may deal with Socialism by trying to
place it in order among all other cultural phenomena. He inquires
into its intellectual derivation, he examines its relation to other forms
of social life, he looks for its hidden sources in the soul of the indi-
vidual, he tries to understand it as a mass phenomenon. He examines
its effects on religion and philosophy, on art and literature. He tries
to show the relation in which it stands to the natural and mental
sciences of the time. He studies it as a style of life, as an utterance of
the psyche, as an expression of ethical and aesthetic beliefs. This is
the cultural-historical-psychological way. Ever trodden and re-
trodden, it is the way of a thousand books and essays.

We must never judge a scientific method in advance. There is
only one touchstone for its ability to achieve results: success. It is
quite possible that the culturai-historical-psychological method will
also contribute much towards a solution of the problems which
Socialism has set to Science. That its results have been so unsatis-
factory is to be ascribed not only to the incompetence and political
prejudices of those who have undertaken the work, but above all to
the fact that the sociological-economic treatment of the problems
must precede the cultural-historical-psychological. For Socialism is
a programme for transforming the economic life and constitution of
society according to a defined ideal. To understand its effects in other
fields of mental and cultural life one must first have seen clearly its
social and economic significance. As long as one is still in doubt
about this it is unwise to risk a cultural-historical-psychological
interpretation. One cannot speak of the ethics of Socialism before
one has cleared up its relation to other moral standards. A relevant
analysis of its reactions on religion and public life is impossible when
one has only an obscure conception of its essential reality. It is
impossible to discuss Socialism at all without having first and fore-
most examined the mechanism of an economic order based on public
ownership of the means of production.

This comes out clearly at each of the points at which the cultural-
historical-psychological method usually starts. Followers of this
method regard Socialism as the final consequences of the democratic
idea of equality without having decided what democracy and
equality really mean or in what relation they stand to each other,
and without having considered whether Socialism is essentially or
only generally concerned with the idea of equality. Sometimes they
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refer to Socialism as a reaction of the psyche to the spiritual desola-
tion created by the rationalism inseparable from Capitalism; some-
times again they assert that Socialism aims at the highest rationaliza-
tion of material life, a rationalization which Capitalism could
never attain.! Those who engulf their cultural and theoretical exposi-
tion of Socialism in a chaos of mysticism and incomprehensible
phrases need not be discussed here.

The researches of this book are to be directed above all to the
sociological and economic problems of Socialism. We must treat
these before we can discuss the cultural and psychological problems.
Only on the results of such research can we base studies of the culture
and psychology of Socialism. Sociological and economic research
alone can provide a firm foundation for those expositions — so much
more attractive to the great public -— which present a valuation of
Socialism in the light of the general aspirations of the human race.

1 Muckle (Das Kulturideal des Sozialismus, Miinchen 1918) even expects of Socialism
that it will bring about both ‘the highest rationalization of economic life’ and ‘redemp-
tion from the most terrible of all barbarisms: capitalist rationalism’'.
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LIBERALISM AND SOCIALISM






CHAPTER I

OWNERSHIP
§1

The nature of ownership

EGARDED as a sociological category ownership appears as the
Rpower to use economic goods. An owner is he who disposes of
an economic good.

Thus the sociological and juristic concepts of ownership are
different. This, of course, is natural, and one can only be surprised
that the fact is still sometimes overlooked. From the sociological and
economic point of view, ownership is the having of the goods which
the economic aims of men require.® This having may be called the
natural or original ownership, as it is purely a physical relationship
of man to the goods, independent of social relations between men or
of a legal order. The significance of the legal concept of property
lies just in this — that it differentiates between the physical has and
the legal should have. The Law recognizes owners and possessors who
lack this natural kaving, owners who do not have, but ought to have.
In the eyes of the Law ‘he from whom has been stolen’ remains
owner, while the thief can never acquire ownership. Economically,
however, the natural having alone is relevant, and the economic
significance of the legal should have lies only in the support it lends to
the acquisition, the maintenance, and the regaining of the natural
having.

To the Law ownership is a uniform institution. It makes no
difference whether goods of the first order or goods of higher
order form its subject, or whether it deals with durable consumption
goods or non-durable consumption goods. The formalism of the Law,
divorced as it is from any economic basis, is clearly expressed in this
fact. Of course, the Law cannot isolate itself completely from

! Bshm-Bawerk, Rechte und Verhdltnisse vom Standpunkte der volkswirtschaftlichen
Giiterlehre, Innsbruck 1881, p. 37.
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economic differences which may be relevant. The peculiarity of land
as a means of production is, partly, what gives the ownership of real
property its special position in the Law. Such economic differences
are expressed, more clearly than in the law of property itself, in
relationships which are sociologically equivalent to ownership but
Juristically allied to it only, e.g. in servitudes and, especially, in
usufruct. But on the whole, in Law fermal equality covers up
material differences.

Considered economically, ownership is by no means uniform.
Ownership in consumption goods and ownership in production goods
differ in many ways, and in both cases, again, we must distinguish
between durable goods and goods that are used up.

Goods of the first order, the consumption goods, serve the im-
mediate satisfaction of wants. In so far as they are goods that are
used up, goods, that is, which in their nature can be used but once,
and which lose their quality as goods when they are used, the signifi-
cance of ownership lies practically in the possibility of consuming
them. The owner may also allow his goods to spoil unenjoyed or
even permit them to be destroyed intentionally, or he may give them
in exchange or give them away. In every case he disposes of their
use, which cannot be divided.

The position is a little different with goods of lasting use, those
consumption goods that can be used more than once. They may
serve several people successively. Here, again, those are to be re-
garded as owners in the economic sense who are able to employ for
their own purposes the uses afforded by the goods. In this sense, the
owner of a room is he who inhabits it at the time in question; the
owners of the Matterhorn, as far as it is part of a natural park, are
those who set foot on it to enjoy the landscape; the owners of a picture
are those who enjoy looking at it.! The kaving of the uses which
these goods afford is divisible, so that the natural ownership of
them is divisible also.

Production goods serve enjoyment only indirectly. They are
employed in the production of consumption goods, Consumption
goods emerge finally from the successful combination of production
goods and labour. It is the ability to serve thus indirectly for the
satisfaction of wants which qualifies a thing as a production
good. To dispose of production goods is to have them naturally.

! Fetter, The Principles of Economics, 3rd Ed., New York 1913, p- 408.
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The having of production goods is of economic significance only
because and in so far as it leads finally to a having of consumption
goods.

Goods to be used up, which are ripe for consumption, can be Aad
but once — by the person who consumes them. Goods of lasting use,
which are ripe for consumption, may be kad, in temporal succession,
by a number of people; but simultaneous use will disturb the enjoy-
ment of others, even though this enjoyment is not quite excluded by
the nature of the commodity. Several people may simultaneously
look at a picture, even though the proximity of others, who perhaps
keep him from the most favourable viewpoint, may disturb the en-
joyment of any individual in the group; but a coat cannot be worn
simultaneously by two people. In the case of consumption goods the
having which leads to the satisfaction of wants by the goods cannot be
further divided than can the uses which arise from the goods. This
means that with goods to be used up, natural ownership by one
individual completely excludes ownership by all others, while with
durable goods ownership is exclusive at least at a given point of time
and even in regard to the smallest use arising from it. For consump-
tion goods, any economically significant relationship other than that
of the natural having by individuals is unthinkable. As goods to be
used up absolutely and as durable goods, at least to the extent of the
smallest use arising from them, they can be in the natural ownership
of one person only. Ownership here is also private ownership, in the
sense that it deprives others of the advantages which depend upon
the right of disposing of the goods.

For this reason, also, it would be quite absurd to think of removing
or even of reforming ownership in consumption goods. It is im-
possible in any way to alter the fact that an apple which is enjoyed
is used up and that a coat is worn out in the wearing. In the natural
sense consumption goods cannot be the joint property of several or
the common property of all. In the case of consumption goods, that
which one usually calls joint property has to be shared before con-
sumption. The joint ownership ceases at the moment a commodity
is used up or employed. The having of the consumer must be
exclusive. Joint property can never be more than a basis for the appro-
priation of goods out of a common stock. Each individual partner
is owner of that part of the total stock which he can use for himself.
Whether he is already owner legally, or owner only through the
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division of the stock, or whether he becomes legal owner at all, and
whether or not a formal division of the stock precedes consumption —
none of these questions is economically material. The fact is that
even without division he is owner of his lot.

Joint property cannot abolish ownership in consumption goods.
It can only distribute ownership in a way which would not otherwise
have existed. Joint property restricts itself, like all other reforms
which stop short at consumption goods, to effecting a different distri-
bution of the existing stock of consumption goods. When this stock
is exhausted its work is done. It cannot refill the empty storehouses.
Only those who direct the disposal of production goods and labour
can do this. If they are not satisfied with what they are offered, the
flow of goods which is to replenish stocks ceases. Therefore, any
attempt to alter the distribution of consumption goods must in
the last resort depend on the power to dispose of the means of
production.

The kaving of production goods, contrary to that of consumption
goods, can be divided in the natural sense. Under conditions of
isolated production the conditions of sharing the Aaving of production
goods are the same as the conditions of sharing consumption goods.
Where there is no division of labour the kaving of goods can only be
shared if it is possible to share the services rendered by them. The
having of non-durable production goods cannot be shared. The having
of durable production goods can be shared according to the divisibility
of the services they provide. Only one person can kave a given quan-
tity of grain, but several may have a hammer successively; a river may
drive more than one water wheel. So far, there is no peculiarity
about the Aaving of production goods. But in the case of production
with division of labour there is a two-fold kaving of such goods. Here
in fact the having is always two-fold: there is a physical kaving (direct),
and a social kaving (indirect). The physical having is his who holds the
commodity physically and uses it productively; the social having
belongs to him who, unable to dispose physically or legally of the com-
modity, may yet dispose indirectly of the effects of its use, i.e. he who
can barter or buy its products or the services which it provides. In
this sense natural ownership in a society which divides labour is
shared between the producer and those for whose wants he produces.
The farmer who lives self-sufficiently outside exchange society can
call his fields, his plough, his draught animals his own, in the sense
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that they serve only him. But the farmer whose enterprise is con-
cerned with trade, who produces for and buys in the market, is
owner of the means of production in quite a different sense. He does
not control production as the self-supporting peasant does. He does
not decide the purpose of his production; those for whom he works
decide it — the consumers. They, not the producer, determine the
goal of economic activity. The producer only directs production
towards the goal set by the consumers.

But further owners of the means of production are unable in these
conditions to place their physical kaving directly into the service of
production. Since all production consists in combining the various
means of production, some of the owners of such means must convey
their natural ownership to others, so that the latter may put into
operation the combinations of which production consists. Owners
of capital, land, and labour place these factors at the disposal of the
entrepreneur, who takes over the immediate direction of production.
The entrepreneurs, again, conduct production according to the
direction set by the consumers, who are no other than the owners of
the means of production: owners of capital, land, and labour. Of
the product, however, each factor receives the share to which he is
economically entitled, according to the value of his productive
contribution in the yield.

In essence, therefore, natural ownership of production goods is
quite different from natural ownership of consumption goods. To
have production goods in the economic sense, i.e. to make them serve
one’s Own economic purposes, it is not necessary to have them physi-
cally in the way that one must have consumption goods if one is to
use them up or to use them lastingly. To drink coffee I do not need
to own a coffee plantation in Brazil, an ocean steamer, and a coffee
roasting plant, though all these means of production must be used
to bring a cup of coffee to my table. Sufficient that others own these
means of production and employ them for me. In the society which
divides labour no one is exclusive owner of the means of production,
either of the material things or of the personal element, capacity to
work. All means of production render services to everyone who buys
or sells on the market. Hence if we are disinclined here to speak of
ownership as shared between consumers and owners of the means of
production, we should have to regard consumers as the true owners
in the natural sense and describe those who are considered as the
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owners in the legal sense as administrators of other people’s property.*
This, however, would take us too far from the accepted meaning of
the words. To avoid misinterpretation it is desirable to manage as
far as possible without new words and never to employ, in an entirely
different sense, words habitually accepted as conveying a particular
idea. Therefore, renouncing any particular terminology, let us only
stress once more that the essence of the ownership of the means of
production in a society which divides labour differs from that found
where the division of labour does not take place; and that it differs
essentially from the ownership of consumption goods in any economic
order. To avoid any misunderstanding we will henceforth use the
words, ‘ownership of the means of production’ in the generally
accepted sense, i.e. to signify the immediate power of disposal.

§e
Violence and contract

The physical having of economic goods, which economically con-
sidered constitutes the essence of natural ownership, can only be
conceived as having originated through Occupation. Since owner-
ship is not a fact independent of the will and action of man, it is
impossible to see how it could have begun except with the appropria-
tion of ownerless goods. Once begun ownership continues, as long
as its object does not vanish, until either it is given up voluntarily or
the object passes from the physical having of the owner against his
will. The first happens when the owner voluntarily gives up his
property; the latter when he loses it involuntarily — e.g. when cattle
stray into the wilds — or when some other person forcibly takes the
property from him.

All ownership derives from occupation and violence. When we
consider the natural components of goods, apart from the labour

! See the verses of Horace:

‘Si proprium est quod quis libra mercatus et aere est,

quaedam, si credis consultis, mancipat usus:

qui te pascit ager, tuus est; et vilicus Orbi

cum segetes occat tibi mox frumenta daturas,

te dominum sentit, das nummos: accipis uvam

pullos ova, cadum temeti.’
(2. Epistol., 2, 158-63). — The attention of economists was first drawn to this passage
by Effertz (‘ Arbeit und Boden’, new edition, Berlin 1897, Vol. I, pp. 72, 79).
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components they contain, and when we follow the legal title back,
we must necessarily arrive at a point where this title originated in the
appropriation of goods accessible to all. Before that we may en-
counter a forcible expropriation from a predecessor whose ownership
we can in its turn trace to earlier appropriation or robbery. That all
rights derive from violence, all ownership from appropriation or
robbery, we may freely admit to those who oppose ownership on
considerations of natural law. But this offers not the slightest proof
that the abolition of ownership is necessary, advisable. or morally
Jjustified.

Natural ownership need not count upon recognition by the
owners’ fellow men. It is tolerated, in fact, only as long as there is
no power to upset it and it does not survive the moment when a
stronger man seizes it for himself. Created by arbitrary force it must
always fear a more powerful force. This the doctrine of natural law
has called the war of all against all. The war ends when the actual
relation is recognized as one worthy to be maintained. Out of
violence emerges law.

The doctrine of natural law has erred in regarding this great
change, which lifts man from the state of brutes into human society,
as a conscious process; as an action, that is, in which man is com-
pletely aware of his motives, of his aims and how to pursue them.
Thus was supposed to have been concluded the social contract by
which the State and the community, the legal order, came into
existence. Rationalism could find no other possible explanation after
it had disposed of the old belief which traced social institutions back
to divine sources or at least to the enlightenment which came to man
through divine inspiration.! Because it led to present conditions,
people regarded the development of social life as absolutely purpose-
ful and rational; how then could this development have come about,
except through conscious choice in recognition of the fact that it was
purposeful and rational? To-day we have other theories with which
to explain the matter. We talk of natural selection in the struggle for
existence and of the inheritance of acquired characteristics, though
all this, indeed, brings us no nearer to an understanding of ultimate
riddles than can the theologian or the rationalist. We can ‘explain’

1 Etatistic social philosophy, which carries all these institutions back to the ‘state’,
returns to the old theological explanation. In it the state assumes the position which
the theologians assign to God.
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the birth and development of social institutions by saying that they
were helpful in the struggle for existence, by saying that those who
accepted and best developed them were better equipped against the
dangers of life than those who were backward in this respect. To
point out how unsatisfactory is such an explanation nowadays would
be to bring owls to Athens. The time when it satisfied us and when
we proposed it as a final solution of all problems of being and
becoming is long since past. It takes us no further than theology or
rationalism. This is the point at which the individual sciences merge,
at which the great problems of philosophy begin — at which all our
wisdom ends.

No great insight, indeed, is needed to show that Law and the
State cannot be traced back to contracts. It is unnecessary to call
upon the learned apparatus of the historical school to show that no
social contract can anywhere be established in history. Realistic
science was doubtless superior to the Rationalism of the seventeenth
and eighteenth centuries in the knowledge that can be gained from
parchments and inscriptions, but in sociological insight it lagged far
behind. For however we may reproach a social philosophy of
Rationalism we cannot deny that it has done imperishable work in
showing us the effects of social institutions. To it we owe above all
our first knowledge of the functional significance of the legal order
and of the State.

Economic action demands stable conditions. The extensive and
lengthy process of production is the more successful the greater the
periods of time to which it is adapted. It demands continuity, and
this continuity cannot be disturbed without the most serious dis-
advantages. This means that economic action requires peace, the
exclusion of violence. Peace, says the rationalist, is the goal and
purpose of all legal institutions; but we assert that peace is their
result, their function.? Law, says the rationalist, has arisen from
contracts; we say that Law is a settlement, an end to strife, an avoid-
ance of strife. Violence and Law, War and Peace, are the two poles
of social life; but its content is economic action.

All violence is aimed at the property of others. The person — life
and health — is the object of attack only in so far as it hinders the
acquisition of property. (Sadistic excesses, bloody deeds which are
committed for the sake of cruelty and nothing else, are exceptional

1J. S. Mill, Principles of Political Economy, People’s Edition, London 1867, p. 124,
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occurrences. To prevent them one does not require a whole legal
system. To-day the doctor, not the judge, is regarded as their appro-
priate antagonist.) Thus it is no accident that it is precisely in the
defence of property that Law reveals most clearly its character of
peacemaker. In the two-fold system of protection accorded to kaving,
in the distinction between ownership and possession, is seen most
vividly the essence of the law as peacemaker — yes, peacemaker at
any price. Possession is protected even though it is, as the jurists
say, no title. Not only honest but dishonest possessors, even robbers
and thieves, may claim protection for their possession.?

Some believe that ownership as it shows itself in the distribution of
property at a given time may be attacked by pointing out that it has
sprung illegally from arbitrary acquisition and violent robbery.
According to this view all legal rights are nothing but time-honoured
illegality. So, since it conflicts with the eternal, immutable idea of
justice, the existing legal order must be abolished and in its place a
new one set which shall conform to that idea of justice. It should not
be the task of the State ‘to consider only the condition of possession
in which it finds its citizens, without inquiring into the legal grounds
of acquisition’. Rather is it ‘the mission of the State first to give every-
one his own, first to put him into his property, and only then to pro-
tect him in it’.* In this case one either postulates an eternally valid
idea of justice which it is the duty of the State to recognize and realize;
or else one finds the origin of true Law, quite in the sense of the con-
tract theory, in the social contract, which contract can only arise
through the unanimous agreement of all individuals who in it divest
themselves of a part of their natural rights. At the basis of both
hypotheses lies the natural law view of the ‘right that is born with us’.
We must conduct ourselves in accordance with it, says the former; by
divesting ourselves of it according to the conditions of the contract
the existing legal system arises, says the latter. As to the source of
absolute justice, that is explained in different ways. According to one
view, it was the gift of Providence to Humanity. According to
another, Man created it with his Reason. But both agree that Man’s
ability to distinguish between justice and injustice is precisely what
marks him from the animal; that this is his ‘moral nature’.

To-day we can no longer accept these views, for the assumptions

! Dernburg, Pandekten, Sixth Edition, Berlin 1900, Vol. I, Part 11, p. 12.

* Fichte, Der geschlassene Handelsstaat, herg. v. Medicus, Leipzig 1910, p. 12,
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with which we approach the problem have changed. To us the idea
of a human nature which differs fundamentally from the nature of
all other living creatures seems strange indeed; we no longer think
of man as a being who has harboured an idea of justice from the
beginning. But if, perhaps, we offer no answer to the question how
Law arose, we must still make it clear that it could not have arisen
legally. Law cannot have begot itself of itself. Its origin lies beyond
the legal sphere. In complaining that Law is nothing more or less
than legalized injustice, one fails to perceive that it could only be
otherwise if it had existed from the very beginning. Ifit is supposed
to have arisen once, then that which at that moment became Law
could not have been Law before. To demand that Law should
have arisen legally is to demand the impossible. Whoever does
so applies to something standing outside the legal order a concept
valid only within the order.

We who only see the effect of Law — which is to make peace —
must realize that it could not have originated except through a
recognition of the existing state of affairs, however that has arisen.
Attempts to do otherwise would have renewed and perpetuated the
struggle. Peace can come about only when we secure a momentary
state of affairs from violent disturbance and make every future change
depend upon the consent of the person involved. This is the real
significance of the protection of existing rights, which constitutes the
kernel of all Law.

Law did not leap into life as something perfect and complete.
For thousands of years it has grown and it is still growing. The age
of its maturity — the age of impregnable peace — may never arrive.
In vain have the systematicians of Law sought dogmatically to
maintain the division between private and public Law which doc-
trine has handed down to us and which in practice they think it can-
not do without. The failure of these attempts — which indeed has
led many to abandon the distinction — must not surprise us. The
division is not, as a matter of fact, dogmatic; the system of Law is
uniform and cannot comprehend it. The division is historical, the
result of the gradual evolution and accomplishment of the idea of
Law. The idea of Law is realized at first in the sphere in which the
maintenance of peace is most urgently needed to assure economic
continuity — that is, in the relations between individuals. Only for
the further development of the civilization which rises on this founda-
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tion does the maintenance of peace in a more advanced sphere be-
come essential. This purpose is served by Public Law. It does not
formally differ from Private Law. But it is felt to be something
different. This is because only later does it attain the development
vouchsafed earlier to Private Law. In Public Law the protection of
existing rights is not yet as strongly developed, as it is in Private Law.?
Outwardly the immaturity of Public Law can most easily be recog-
nized perhaps in the fact that it has lagged behind Private Law in
systematization. International Law is still more Lackward. Inter-
course between nations still recognizes arbitrary violence as a solu-
tion permissible under certain conditions whereas, on the remaining
ground regulated by Public Law, arbitrary violence in the form of
revolution stands, even though not effectively suppressed, outside
the Law. In the domain of Private Law this violence is wholly
illegal except as an act of defence, when it is permitted under
exceptional circumstances as a gesture of legal protection.

The fact that what became Law was formerly unjust or, more
precisely expressed, legally indifferent, is not a defect of the legal
order. Whoever tries juristically or morally to justify the legal order
may feel it to be such. But to establish this fact in no way proves that
it is necessary or useful to abolish or alter the system of ownership.
To endeavour to demonstrate from this fact that the demands for
the abolition of ownership were legal would be absurd.

§s
The theory of violence and the theory of contract

It is only slowly and with difficulty that the idea of Law triumphs.
Only slowly and with difficulty does it rebut the principle of violence.
Again and again there are reactions; again and again the history of
Law has to start once more from the beginning. Of the ancient
Germans Tacitus relates: ‘Pigrum quin immo et iners videtur sudore
adquirere quod possis sanguine parare.” It is a far cry from this view
to the views that dominate modern economic life.

This contrast of view transcends the problems of ownership, and

1 Liberalism tried to extend the protection of acquired rights by developing the
subjective public rights and extending legal protection through the law courts. Etatism
and Socialism, on the contrary, try to restrict increasingly the sphere of private law
in favour of public law.

2 Tacitus, Germania, 14.
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embraces our whole attitude to life. It is the contrast between a
feudal and a bourgeois way of thought. The first expresses itself in
romantic poetry, whose beauty delights us, though its view of life
can carry us away only in passing moments and while the impression
of the poetry is fresh.* The second is developed in the liberal social
philosophy into a great system, in the construction of which the finest
minds of all ages have collaborated. Its grandeur is reflected in
classical literature. In Liberalism humanity becomes conscious of the
powers which guide its development. The darkness which lay over
the paths of history recedes. Man begins to understand social life and
allows it to develop consciously.

'The feudal view did not achieve a similarly closed systematiza-
tion. It was impossible to think out, to its logical conclusion, the
theory of violence. Try to realize completely the principle of
violence, even only in thought, and its anti-social character is un-
masked. Itleads to chaos, to the war of all against all. No sophistry
can evade that. All anti-liberal social theories must necessarily
remain fragments or arrive at the most absurd conclusions. When
they accuse Liberalism of considering only what is earthly, of neglect-
ing, for the petty struggles of daily life, to care for higher things, they
are merely picking the lock of an open door. For Liberalism has
never pretended to be more than a philosophy of earthly life. What
it teaches is concerned only with earthly action and desistance from
action. It has never claimed to exhaust the Last or Greatest Secret
of Man. The anti-liberal teachings promise everything. They pro-
mise happiness and spiritual peace, as if man could be thus blessed
from without. Only one thing is certain, that under their ideal
social system the supply of commodities would diminish very con-
siderably. As to the value of what is offered in compensation
opinions are at least divided.®

The last resort of the critics of the liberal ideal of society is to at-
tempt to destroy it with the weapons it itself provides. They seek to
prove that it serves and wants to serve only the interests of single
classes; that the peace, for which it seeks, favours only a restricted
circle and is harmful to all others. Even the social order, achieved
in the constitutional modern state, is based on violence. The free

! A fine poetic mockery of the romantic longing, ‘Where thou art not, there is
happiness’, is to be found in the experiences of Counsellor Knap in Andersen’s ‘“The
Galoshes of Fortune’.

* Wiese, Der Liberalismus in Vergangenheit und Zukunft, Berlin 1917, p. 58 #f seq.
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contracts on which it pretends to rest are really, they say, only the
conditions of a peace dictated by the victors to the vanquished, the
terms being valid as long as the power from which they sprang con-
tinues, and no longer. All ownership is founded on violence and
maintained by violence. The free workers of the liberal society are
nothing but the unfree of feudal times. The entrepreneur exploits
them as a feudal lord exploited his serfs, as a planter exploited his
slaves. That such and similar objections can be made and believed
will show how far the understanding of liberal theories has decayed.
But these objections in no way atone for the absence of a systematic
theory for the movement against Liberalism.

The liberal conception of social life has created the economic
system based on the division of labour. The most obvious expression
of the exchange economy is the urban settlement, which is only
possible in such an economy. In the towns the liberal doctrine has
been developed into a closed system and it is here that it has found
most supporters. But the more and the quicker wealth grew and the
more numerous therefore were the immigrants from the country into
the towns, the stronger became the attacks which Liberalism suffered
from the principle of violence. Immigrants soon find their place in
urban life, they soon adopt, externally, town manners and opinions,
but for a long time they remain foreign to civic thought. One cannot
make a social philosophy one’s own as easily as a new costume. It
must be earned — earned with the effort of thought. Thus we find,
again and again in history, that epochs of strongly progressive
growth of the liberal world of thought, when wealth increases with
the development of the division of labour, alternate with epochs in
which the principle of violence tries to gain supremacy — in which
wealth decreases because the division of labour decays. The growth
of the towns and of the town life was too rapid. It was more extensive
than intensive. The new inhabitants of the towns had become
citizens superficially, but not in ways of thought. And so with their
ascendancy civic sentiment declined. On this rock all cultural epochs
filled with the bourgeois spirit of Liberalism have gone to ruin; on
this rock also our own bourgeois culture, the most wonderful in
history, appears to be going to ruin. More menacing than barbarians
storming the walls from without are the seeming citizens within —
those who are citizens in gesture, but not in thought.

Recent generations have witnessed a mighty revival of the
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principle of violence. Modern Imperialism, whose outcome was the
World War with all its appalling consequences, develops the old
ideas of the defenders of the principle of violence under a new mask.
But of course even Imperialism has not been able to set in opposition
to liberal theory a complete system of its own. That the theory
according to which struggle is the motive power of the growth of
society should in any way lead to a theory of co-operation is out of
the question — yet every social theory must be a theory of co-opera-
tion. The theory of modern Imperialism is characterized by the use
of certain scientific expressions such as the doctrine of the struggle
for existence and the concept of the race. With these it was possible
to coin a multitude of slogans, which have proved themselves effective
for propaganda but for nothing else. All the ideas paraded by
modern Imperialism have long since been exploded by Liberalism
as false doctrines.

Perhaps the strongest of the imperialist arguments is an argument
which derives from a total misconception of the essence of the owner-
ship of the means of production in a society dividing labour. It
regards as one of its most important tasks the provision of the nation
with its own coal mines, own sources of raw material, own ships,
own ports. Itisclear that such an argument proceeds from the view
that natural ownership in these means of production is undivided,
and that only those benefit from them who fave them physically. It
does not realize that this view leads logically to the socialist doctrine
with regard to the character of ownership in the means of production.
For if it is wrong that Germans do not possess their own German
cotton plantations, why should it be right that every single German
does not possess Ais coal mine, Ais spinning mill? Can a German call
a Lorraine iron ore mine fis any more when a German citizen pos-
sesses it than when a French citizen possesses it?

So far the imperialist agrees with the socialist in criticism of
bourgeois ownership. But the socialist has tried to devise a closed
system of a future social order and this the imperialist could not do.

§4

Collective ownership of the means of production

The earliest attempts to reform ownership and property can be
accurately described as attempts to achieve the greatest possible
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equality in the distribution of wealth, whether or not they clairhed to
be guided by considerations of social utility or social justice. All
should possess a certain minimum, none more than a certain maxi-
mum. All should possess about the same amount — that was,
roughly, the aim. The means to this end were not always the same.
Confiscation of all or part of the property was usually proposed,
followed by redistribution. A world populated only by self-sufficient
agriculturists, leaving room for at most a few artisans — that was
the ideal society towards which one strove. But to-day we need not
concern ourselves with all these proposals. They become impractic-
able in an economy dividing labour. A railway, a rolling mill, a
machine factory cannot be distributed. If these ideas had been put
into practice centuries or millenniums ago, we should still be at the
same level of economic development as we were then — unless, of
course, we had sunk back into a state hardly distinguishable from
that of brutes. The earth would be able to support but a small
fraction of the multitudes it nourishes to-day, and everyone would
be much less adequately provided for than he is, less adequately even
than the poorest member of an industrial state. Our whole civiliza-
tion rests on the fact that men have always succeeded in beating off
the attack of the re-distributors. But the idea of re-distribution
enjoys great popularity still, even in industrial countries. In those
countries where agriculture predominates the doctrine calls itself,
not quite appropriately, Agrarian Socialism, and is the end-all and
be-all of social reform movements. It was the main support of the
great Russian revolution, which against their will temporarily turned
the revolutionary leaders, born Marxists, into the protagonists of its
ideal. It may triumph in the rest of the world and in a short time
destroy the culture which the effort of millenniums has built up.
For all this, let us repeat, one single word of criticism is superfluous.
Opinions on the matter are not divided. It is hardly necessary to
prove to-day that it is impossible to found on a ‘land and homestead
communism’ a social organization capable of supporting the hun-
dreds of millions of the white race.

A new social ideal long ago supplanted the naive fanaticism for
equality of the. distributors, and now not distribution but common
ownership is the slogan of Socialism. To abolish private property in
the means of production, to make the means of production the pro-
perty of the community, that is the whole aim of Socialism.
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In its strongest and purest form the socialistic idea has no longer
anything in common with the ideal of re-distribution. It is equally
remote from a nebulous conception of common ownership in the
means of consumption. Its aim is to make possible for everyone an
adequate existence. But it is not so artless as to believe that this can
be achieved by the destruction of the social system which divides
labour. True, the dislike of the market, which characterizes en-
thusiasts of re-distribution, survives; but Socialism seeks to abolish
trade otherwise than by abolishing the division of labour and return-
ing to the autarky of the self-contained family economy or at least
to the simpler exchange organization of the self-sufficient agricultural
district.

Such a socialistic idea could not have arisen before private pro-
perty in the means of production had assumed the character which it
possesses in the society dividing labour. The interrelation of separate
productive units must first reach the point at which production for
external demand is the rule, before the idea of common property in
the means of production can assume a definite form. The socialist
ideas could not be quite clear until the liberal social philosophy had
revealed the character of social production. In this sense, but in no
other, Socialism may be regarded as a consequence of the liberal
philosophy.

Whatever our view of its utility or its practicability, it must be ad-
mitted that the idea of Socialism is at once grandiose and simple.
Even its most determined opponents will not be able to deny it a
detailed examination. We may say, in fact, that it is one of the most
ambitious creations of the human spirit. The attempt to erect society
on a new basis while breaking with all traditional forms of social
organization, to conceive a new world plan and foresee the form
which all human affairs must assume in the future — this is so
magnificent, so daring, that it has rightly aroused the greatest ad-
miration. If we wish to save the world from barbarism we have to
conquer Socialism, but we cannot thrust it carelessly aside.

§5
Theories of the evolution of property

It is an old trick of political innovators to describe that which
they seek to realize as Ancient and Natural, as something which has
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existed from the beginning and which has been lost only through the
misfortune of historical development; men, they say, must return to
this state of things and revive the Golden Age. Thus natural law
explained the rights which it demanded for the individual as inborn,
inalienable rights bestowed on him by Nature. This was no question
of innovation, but of the restoration of the ‘eternal rights which shine
above, inextinguishable and indestructible as the stars themselves’.
In the same way the romantic Utopia of common ownership as an
institution of remote antiquity has arisen. Almost all peoples have
known this dream. In Ancient Rome it was the legend of the Golden
Age of Saturn, described in glowing terms by Virgil, Tibullus, and
Ovid, and praised by Seneca.! Those were the carefree, happy days
when none had private property and all prospered in the bounty of
a generous Nature.! Modern Socialism, of course, imagines itself
beyond such simplicity and childishness, but its dreams differ little
from those of the Imperial Romans.

Liberal doctrine had stressed the important part played in the
evolution of civilization by private property in the means of pro-
duction. Socialism might have contented itself with denying the use
of maintaining the institution of ownership any longer, without
denying at the same time the usefulness of this ownership in the
past. Marxism indeed does this by representing the epochs of
simple and of capitalistic production as necessary stages in the
development of society. But on the other hand it joins with other
socialist doctrines in condemning with a strong display of moral
indignation all private property that has appeared in the course of
history. Once upon a time there were good times when private pro-
perty did not exist; good times will come again when private
property will not exist.

In order that such a view might appear plausible the young
science of Economic History had to provide a foundation of proof.
A theory demonstrating the antiquity of the common land system
was constructed. There was a time, it was said, when all land had
been the common property of all members of the tribe. At first all
had used it communally; only later, while the common ownership
was still maintained, were the fields distributed to individual mem-

1 Poehlmann, Geschichte der sozialen Frage und des Sozialismus in der antiken Welt,
Second Edition, Miinchen 1912, Vol. II, p. 577 et seq.

% ‘ipsaque tellus omnia liberius nullo poscente ferebat’ (Virgil, Georgica, I, 127
et seq.)

53



OWNERSHIP

bers for separate use. But there were new distributions continually, at
first every year, then at longer intervals of time. Private property
according to this view was a relatively young institution. How it
arose was not quite clear. But one had to assume that it had crept
in more or less as a habit through omission in re-distributions — that
is, if one did not wish to trace it back to illegal acquisition. Thus it
was.seen that to give private ownership too much credit in the history
of civilization was a mistake. It was argued that agriculture had
developed under the rule of common ownership with periodic distri-
bution. For a man to till and sow the fields one needs only to guaran-
tee him the produce of his labour, and for this purpose annual pos-
session suffices. We are told that it is false to trace the origin of
ownership in land to the occupation of ownerless fields. The un-
occupied land was not for a single noment ownerless. Everywhere,
in early times as nowadays, man had declared that it belonged to the
State or the community; consequently in early times as little as to-day
the seizing of possession could not have taken place.!

From these heights of newly-won historical knowledge it was
possible to look down with compassionate amusement at the teach-
ings of liberal social philosophy. People were convinced that private
property had been proved an historical-legal category only. It had
not existed always, it was nothing more than a not particularly
desirable outgrowth of culture, and therefore it could be abolished.
Socialists of all kinds, but especially Marxists, were zealous in propa-
gating these ideas. They have brought to the writings of their
champions a popularity otherwise denied to researches in Economic
History.

But more recent researches have disproved the assumption that
common ownership of the agricultural land was an essential stage
with all peoples, that it was the primeval form of ownership (‘Urei-
gentum’). They have demonstrated that the Russian Mir arose in
modern times under the pressure of serfdom and the head-tax, that
the Hauberg co-operatives of the Sieger district are not found before
the sixteenth century, that the Trier Gehéferschaften evolved in the
thirteenth, perhaps only in the seventeenth and eighteenth centuries,
and that the South Slav Zadruga came about through the intro-
duction of the Byzantine system of taxation.! The earliest German

! Laveleye, Das Ureigentunt, German translation by Biicher, Leipzig 1879, p. 514 ef seq.
? Below, Probleme der Wirtschaftsgeschichte, Tiibingen 1920, p. 13 et seq.
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agricultural history has still not been made sufficiently clear; here,
in regard to the important questions, a unanimous opinion has not
been possible. The interpretation of the scanty information given by
Caesar and Tacitus presents special difficulties. But in trying to
understand them one must never overlook the fact that the conditions
of ancient Germany as described by these two writers had this
characteristic feature — good arable land was so abundant that the
question of land ownership was not yet economically relevant.
‘Superest ager’, that is the basic fact of German agrarian conditions
at the time of Tacitus.?

In fact, however, it is not necessary to consider the proofs adduced
by Economic History, which contradict the doctrine of the ‘Ureigen-
tum’, in order to see that this doctrine offers no argument against
private property in the means of production. Whether or not private
property was everywhere preceded by common property is irrelevant
when we are forming a judgment as to its historical achievement and
its function in the economic constitution of the present and the future.
Even if one could demonstrate that common property was once the
_ basis of land law for all nations and that all private property had
arisen through illegal acquisition, one would still be far from proving
that rational agriculture with intensive cultivation could have de-
veloped without private property. Even less permissible would it be

to conclude from such premises that private property could or should
be abolished.

1 Germania, 26.
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SOCIALISM
§1

The State and economic activity

IT is the aim of Socialism to transfer the means of production from
private ownership to the ownership of organized society, to the
State.! The socialistic State owns all material factors of production
and thus directs it. This transfer need not be carried out with due
observance of the formalities elaborated for property transfers
according to the law set up in the historical epoch which is based on
private property in the means of production. Still less important in
such a process of transfer is the traditional terminology of Law.
Ownership is power of disposal, and when this power of disposal is
divorced from its traditional name and handed over to a legal insti-
tution which bears a new name, the old terminology is essentially
unimportant in the matter. Not the word but the thing must be
considered. Limitation of the rights of owners as well as formal
transference is a means of socialization. If the State takes the power
of disposal from the owner piecemeal, by extending its influence
over production; if its power to determine what direction production
shall take and what kind of production there shall be, is increased,
then the owner is left at last with nothing except the empty name of
ownership, and property has passed into the hands of the State.
People often fail to perceive the fundamental difference between
the liberal and the anarchistic idea. Anarchism rejects all coercive
social organizations, and repudiates coercion as a social technique.
It wishes in fact to abolish the State and the legal order, because it
believes that society could do better without them. It does not fear
anarchical disorder because it believes that without compulsion men
would unite for social co-operation and would behave in the manner
that social life demands. Anarchism as such is neither liberal nor

1 The term ‘Communism’ signifies just the same as ‘Socialism’. The use of these
two words has repeatedly changed during the past decades, but always the question
which separated socialists from communists was only political tactics. Both aim to
socialize the means of production.
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socialistic: it moves on a different plane from either. Whoever
denies the basic idea of Anarchism, whoever denies that it is or ever
will be possible to unite men without coercion under a binding legal
order for peaceful co-operation, will, whether liberal or socialist,
repudiate anarchistic ideals. All liberal and socialist theories based
on a strict logical connection of ideas have constructed their systems
with due regard to coercion, utterly rejecting Anarchism. Both
recognize the necessity of the legal order, though for neither is it the
same in content and extent. Liberalism does not contest the need of
a legal order when it restricts the field of State activity, and certainly
does not regard the State as an evil, or as a necessary evil. Its attitude
to the problem of ownership and not its dislike of the ‘person’ of the
State is the characteristic of the liberal view of the problem of the
State. Since it desires private ownership in the means of production
it must, logically, reject all that conflicts with this ideal. As for
Socialism, as soon as it has turned fundamentally from Anarchism,
it must necessarily try to extend the field controlled by the com-
pulsory order of the State, for its explicit aim is to abolish the
‘anarchy of production’. Far from abolishing State and compulsion
it seeks to extend governmental action to a field which Liberalism
would leave free. Socialistic writers, especially those who recommend
Socialism for ethical reasons, like to say that in a socialistic society
public welfare would be the foremost aim of the State, whereas
Liberalism considers only the interests of a particular class. Now one
can only judge of the value of a social form of organization, liberal
or socialistic, when a thorough investigation has provided a clear
picture of what it achieves. But that Socialism alone has the public
welfare in view can at once be denied. Liberalism champions
private property in the means of production because it expects a
higher standard of living from such an economic organization, not
because it wishes to help the owners. In the liberal economic system
more would be produced than in the socialistic. The surplus would
not benefit only the owners. According to Liberalism therefore, to
combat the errors of Socialism is by no means the particular interest
of the rich. It concerns even the poorest, who would be injured just
as much by Socialism. Whether or not one accepts this, to impute a
narrow class interest to Liberalism is erroneous. The systems, in fact,
differ not in their aims but in the means by which they wish to pursue
them.
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§e
The ‘fundamental rights’ of socialist theory

The programme of the liberal philosophy of the State was sum-
marized in a number of points which were put forward as the
demands of natural law. These are the Rights of Man and of Citizens,
which formed the subject of the wars of liberation in the eighteenth
and nineteenth centuries. They are written in brass in the constitu-
tional laws composed under the influence of the political movements
of this time. Even supporters of Liberalism might well ask them-
selves whether this is their appropriate place, for in form and diction
they are not so much legal principles — fit subject matter for a law
of practical life — as a political programme to be followed in legisla-
tion and administration. At any rate it is obviously insufficient to
include them ceremoniously in the fundamental laws of states and
constitutions; their spirit must permeate the whole State. Little
benefit the citizen of Austria has had from the fact that the Funda-
mental Law of the State gave him the right ‘to express his opinion
freely by word, writing, print, or pictorial representation within the
legal limits’. These legal limits prevented the free expression of
opinion as much as if that Fundamental Law had never been laid
down. England has no Fundamental Right of the free expression of
opinion, nevertheless in England speech and press are really free
because the spirit which expresses itself in the principle of the freedom
of thought permeates all English legislation.

In imitation of these political Fundamental Rights some anti-
liberal writers have tried to establish basic economic rights. Here
their aim is twofold: on the one hand they wish to show the insuffi-
ciency of a social order which does not guarantee even these alleged
natural Rights of Man; on the other hand they wish to create a few
easily remembered, effective slogans to serve as propaganda for their
ideas. The view that it might be sufficient to establish these basic
rights legally in order to establish a social order corresponding to the
ideals they express, is usually far from the minds of their authors. The
majority indeed, especially in recent years, are convinced that they
can get what they want only by the socialization of the means of
production. The economic basic rights were elaborated only to show
what requirements a social order had to satisfy, a critique rather than
a programme. Considered from this point of view they give us an
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insight into what, according to the opinion of its advocates, Socialism
should achieve.

According to Anton Menger, Socialism usually assumes three
economic basic rights — the right to the full produce of labour, the
right to existence, and the right to work.?

All production demands the co-operation of the material and
personal factors of production: it is the purposeful union of land,
capital, and labour. How much each of these has contributed
physically to the result of production cannot be ascertained. How
much of the value of the product is to be attributed to the separate
factors is a question which is answered daily and hourly by buyers
and sellers on the market, though the scientific explanation of this
process has achieved satisfactory results only in very recent years,
and these results are still far from final. The formation of market
prices for all factors of production attributes to each a weight that
corresponds to its part in production. Each factor receives in the
price the yield of its collaboration. The labourer receives in wages
the full produce of his labour. In the light of the subjective theory of
value therefore that particular demand of Socialism appears quite
absurd. But to the layman it is not so. The habit of speech with
which it is expressed derives from the view that value comes from
labour alone. Whoever takes this view of value will see in the demand
for the abolition of private ownership in the means of production a
demand for the full produce of labour for the labourer. At first it
is a negative demand — exclusion of all income not based on labour.
But as soon as one proceeds to construct a system on this principle
insurmountable obstacles arise, difficulties which are the consequence
of the untenable theories of the formation of value which have estab-
lished the principle of the right to the full produce of labour. All such
systems have been wrecked on this. Their authors have had to con-
fess finally that what they wanted was nothing else than the abolition
of the income of individuals not based on labour, and that only
socialization of the means of production could achieve this. Of the
right to the full produce of labour, which had occupied minds for
decades, nothing remains but the slogan — effective for propaganda,
of course — demanding that ‘unearned’ non-labour income should
be abolished.

! Anton Menger, Das Recht auf den vollen Arbeitsertrag in geschichtlicher Darstellung,
4th Edition, Stuttgart und Berlin 1910, p. 6.
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The Right to Existence can be defined in various ways. If one
understands by this the claim of people, without means and unfit for
work and with no relation to provide for them, to subsistence, then
the Right to Existence is a harmless institution which was realized
in most communities centuries ago. Certainly the manner in which
the principle has been carried into practice may leave something to
be desired, as for reasons that arise from its origin in charitable care
of the poor, it gives to the necessitous no title recoverable by law. By
‘Right to Existence’, however, the socialists do not mean this. Their
definition is: ‘that each member of society may claim that the goods
and services necessary to the maintenance of his existence shall be
assigned to him, according to the measure of existing means, before
the less urgent needs of others are satisfied’.* The vagueness of the
concept, ‘maintenance of existence’, and the impossibility of recog-
nizing and comparing how urgent are the needs of different persons
from any objective standpoint, make this finally a demand for the
utmost possible equal distribution of consumption goods. The form
which the concept sometimes takes — that no one should starve while
others have more than enough — expresses that intention even more
clearly. Plainly, this claim for equality can be satisfied, on its negative
side, only when all the means of production have been socialized and
the yield of production is distributed by the State. Whether on its
positive side it can be satisfied at all is another problem with which
the advocates of the Right to Existence have scarcely concerned
themselves. They have argued that Nature herself affords to all men
a sufficient existence and only because of unjust social institutions is
the provisioning of a great part of humanity insufficient; and that if
the rich were depnved of all they are allowed to consume over and
above what is ‘necessary’, everyone would be able to live decently.
Only under the influence of the criticism based on the Malthusian
Law of Population? has socialist doctrine been amended. Socialists
admit that under non-socialist production not enough is produced
to supply all in abundance, but argue that Socialism would so
enormously increase the productivity of labour that it would be
possible to create an earthly paradise for an unlimited number of
persons. Even Marx, otherwise so discreet, says that the socialist

1 Anton Menger, Das Recht auf den vollen Arbeitsertrag in geschichtlicher Darstellung,
4th Edition, Stuttgart und Berlin 1910, p. 9
* Malthus, An FEssay om the Principle of Population, sth Edition, London 1817,
Vol. I1I, p. 154 et seq.
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society would make the wants of each individual the standard
measure of distribution.*

This much is certain, however: the recognition of the Right to
Existence, in the sense demanded by the socialist theorists, could be
achieved only by the socialization of the means of production. Anton
Menger has, it is true, expressed the opinion that private property
and the Right to Existence might well exist side by side. In this cas.
claims of citizens of the State to what was necessary for existence
would have to be considered a mortgage on the national income, and
these claims would have to be met before favoured individuals
received an unearned income. But even he has to confess that were
the Right to Existence admitted completely, it would absorb such
an important part of the unearned income and would strip so much
benefit from private ownership that all property would soon be col-
lectively owned.® If Menger had seen that the Right to Existence
necessarily involved a right to the equal distribution of consumption
goods, he would not have asserted that it was fundamentally com-
patible with private ownership in the means of production.

The Right to Existence is very closely connected with the Right to
Work.® The basis of the idea is not so much a Right to Work as a
duty. The laws which allow the unemployable a sort of claim to
maintenance exclude the employable from a like favour. He has
only a claim to the allotment of work. Naturally the socialist writers
and with them the older socialist policy have a different view of this
right. They transform it, more or less clearly, into a claim to a task
which is agreeable to the inclinations and abilities of the worker, and
which yields a wage sufficient for his subsistence needs. Beneath the
Right to Work lies the same idea that engendered the Right to
Existence — the idea that in ‘natural’ conditions — which we are to
imagine existing before and outside the social order based on private
property but which is to be restored by a socialist constitution when
private property has been abolished — every man would be able to
procure a sufficient income through work. The bourgeois society
which has destroyed this satisfactory state of affairs owes to those thus

* Marx, Zur Kritik des sozialdemokratischen Parteiprogramms von Gotha, edited by
Kreibich, Reichenberg 1920, p. 17.

* Anton Menger, Das Recht auf den vollen Arbeitsertrag, op. cit., p. 10.

3 Ibid. p. 10 et seq. Also Singer-Sieghart, Das Recht auf Arbeit in geschichtlicher
Darstellung, Jena 1895, p. 1 et seq.; Mutasoff, Zur Geschichte des Rechts auf Arbeit mit
besonderer Riicksicht auf Charles Fourier, Berne 1897, p. 4 et seq.
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injured the equivalent of what they have lost. This equivalent is
supposed to be represented just by the Right to Work. Again we see
the old illusion of the means of subsistence which Nature is supposed
to provide irrespective of the historical development of society. But
the fact is that Nature grants no rights at all, and just because she
dispenses only the scantiest means of subsistence and because wants
are practically unlimited, man is forced to take economic action.
This action begets social collaboration; its origin is due to the realiza-
tion that it heightens productivity and improves the standard of
living. The notion, borrowed from the most naive theories of natural
law, that in society the individual is worse off than ‘in the freer
primitive state of Nature’ and that society must first, so to speak, buy
his toleration with special rights, is the corner-stone of expositions
upon the Right to Work as well as upon the Right to Existence.

Where production is perfectly balanced there is no unemploy-
ment. Unemployment is a consequence of economic change, and
where production is unhindered by the interferences of authorities
and trade unions, it is always only a phenomenon of transition,
which the alteration of wage rates tends to remove. By means of
appropriate institutions, by the extension, for example, of labour
exchanges, which would evolve out of the economic mechanism in the
unimpeded market — i.e. where the individual is free to choose and
to change his profession and the place where he works — the duration
of separate cases of unemployment could be so much shortened that
it would no longer be considered a serious evil.? But the demand
that every citizen should have a right to work in his accustomed pro-
fession at a wage not inferior to the wage rates of other labour more
in demand is utterly unsound. The organization of production can-
not dispense with a means of forcing a change of profession. In the
form demanded by the socialist, the Right to Work is absolutely im-
practicable, and this is not only the case in a society based on private
ownership in the means of production. For even the socialist com-
munity could not grant the worker the right to be active only in his
wonted profession; it, also, would need the power to move labour to
the places where it was most needed.

The three basic economic rights — whose number incidentally
could easily be increased — belong to a past epoch of social reform

! My works: Kritik des Interventionismus, Jena 1929, p. 12 et seq.; Die Ursachen der
Wirtschaftskrise, Tiibingen 1931, p. 15 ef seq.
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movements. Their importance to-day is merely, though effectively,
propagandistic. Socialization of the means of production has re-
placed them all.

§3

Collectivism and Socialism

The contrast between realism and nominalism which runs
through the history of human thought since Plato and Aristotle is
revealed also in social philosophy.* The difference between the
attitude of Collectivism and Individualism to the problem of social
associations, is not different from the attitude of Universalism and
Nominalism to the problem. of the concept of species. But in the
sphere of social science this contrast — to which in philosophy the
attitude towards the idea of God has given a significance which ex-
tends far beyond the limits of scientific research — has the highest
importance. The powers which are in existence and which do not
want to succumb, find in the philosophy of Collectivism weapons for
the defence of their rights. But even here Nominalism is a restless
force seeking always to advance. Just as in the sphere of philosophy
it dissolves the old concepts of metaphysical speculation, so here it
breaks up the metaphysics of sociological Collectivism.

The political misuse of the contrast is clearly visible in the teleo-
logical form which it assumes in Ethics and Politics. The problem
here is stated otherwise than in Pure Philosophy. The question is
whether the individual or the community shall be the purpose.®
This presupposes a contrast between the purposes of individuals and
those of the social whole, a contrast which only the sacrifice of the
one in favour of the other can overcome. A quarrel over the reality
or nominality of the concepts becomes a quarrel over the precedence
of purposes. Here there arises a new difficulty for Collectivism. As
there are various social collectiva, whose purposes seem to conflict
just as much as those of the individuals contrast with those of the
collectiva, the conflict of their interests must be fought out. As a

1 Pribram, Die Entstehung der individualistischen Sozialphilosophie, Leipzig 1921,
p. 3 et seq.

* Thus Dietzel (article, ‘Individualismus’ in Handwérterbuch der Staatswissenschaften,
3rd Edition, Vol. V, p. 590) formulates the contrast of the individual principle and the
social principle. Similarly Spengler, Preussentum und Sozialismus, Miinchen 1920,
P 14.
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matter of fact, practical Collectivism does not worry much about
this. It feels itself to be only the apologist of the ruling classes ahd
serves, as it were, as scientific policeman, on all fours with political
police, for the protection of those who happen to be in power.

But the individualist social philosophy of the epoch of enlighten-
ment disposed of the conflict between Individualism and Collectiv-
ism. Itis called individualistic because its first task was to clear the
way for subsequent social philosophy by breaking down the ideas of
the ruling Collectivism. But it has not in any way replaced the
shattered idols of Collectivism with a cult of the individual. By
making the doctrine of the harmony of interests the starting point of
sociological thought, it founded modern social science and showed
that the conflict of purposes upon which the quarrel turned did not
exist in reality. For society is only possible on these terms, that the
individual finds therein a strengthening of his own ego and his own will.

The collectivist movement of the present day derives its strength
not from an inner want on the part of modern scientific thought but
from the political will of an epoch which yearns after Romanticism
and Mysticism. Spiritual movements are revolts of thought against
inertia, of the few against the many; of those who because they are
strong in spirit are strongest alone against those who can express
themselves only in the mass and the mob, and who are significant
only because they are numerous. Collectivism is the opposite of all
this, the weapon of those who wish to kill mind and thought. Thus
it begets the ‘New Idol’, ‘the coldest of all cold monsters’, the State.*
By exalting this mysterious being into a sort of idol, decking it out
in the extravagance of fantasy with every excellence and purifying
it of all dross,® and by expressing a readiness to sacrifice everything
on its altar, Collectivism seeks consciously to cut every tie that unites
sociological with scientific thought. This is most clearly discernible
in those thinkers who exerted the keenest criticism to free scientific
thought from all teleological elements, whilst in the field of social
cognition they not only retained traditional ideas and teleological
ways of thinking but even, by endeavouring to justify this, barred

VIl Nietzsche, Also Sprach Zarathustra (Werke, Kronersche Klassikerausgabe, Vol.
), P. 59

3 [ 'Etat étant congu comme un é&tre idéal, on le pare de toutes les qualités que I'on
réve et on le dépouille de toutes les faiblesses que I'on hait’ (P. Leroy-Beaulieu,
L’Etat moderne et ses fonctions, 3rd Edition, Paris 1900, p. 11); also, Bamberger,
Deutschland und der Sozialismus, Leipzig 1878, p. 86 et seq.
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the way by which sociology could have won for itself the liberty of
thought already achieved by natural science. No god and no ruler
of Nature lives for Kant’s theory of cognition of nature, but history
he regards ‘as the execution of a hidden plan of nature’ ‘in order to
bring about a state-constitution perfect inwardly — and, for this pur-
pose, outwardly as well — as the only condition in which she can
develop all her abilities in humanity’.* In the words of Kant we can
see with especial clearness the fact that modern Collectivism has
nothing more to do with the old realism of concepts but rather,
having arisen from political and not from philosophical needs,
occupies a special position outside science which cannot be shaken
by attacks based on the theory of cognition. In the second part
of his Ideas to a Philosophy of the History of Humanity Herder
violently attacked the critical philosophy of Kant, which appeared
to him as ‘Averroic’ hypostasization of the general. Anyone who
sought to maintain that the race, and not the individual, was the
subject of education and civilization, would be speaking incompre-
hensibly, ‘as race and species are only general concepts, except in so
far as they exist in the individual béing’. Even if one attributed to
this general concept all the perfections of humanity — culture and
highest enlightenment — which an ideal concept permits, one would
have ‘said just as little about the true history of our race, as I would
if, speaking of animality, stoneness, metalness, in general, I were to
ascribe to them the most glorious, but in single individuals self-con-
flicting, attributes’.? In his reply to this Kant completes the divorce
of ethical-political Collectivism from the philosophieal concept-
realism. ‘Whoever said that no single horse has horns but the species
of horses is nevertheless horned would be stating a downright ab-
surdity. For then species means nothing more than the characteristic
in which all individuals must agree. But if the meaning of the
expression “‘the human species” is — and this is generally the case —
the whole of a series of generations going into the infinite (indefinable),
and it is assumed that this series is continuously nearing the line of
its destiny, which runs alongside of it, then it is no contradiction to
say, that in all its parts it is asymptotic to it, yet on the whole meets
it — in other words, that no link of all the generations of the human

1 Kant, Idee zu einer allgemeinen Geschichte in weltbiirgerlicher Absicht (Sémtliche

Werke, Inselausgabe, Vol. I, Leipzig 1912), p. 235. .
2 Herder, Ideen zu einer Philosophie der Geschichte der Menschheit (Samtliche- Werke,

herg. v. Suphan, Vol. XIII, Berlin 1887), p. 345 et seq.
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race but only the species attains its destiny completely. Mathema-
ticians can elucidate this. The philosopher would say: the destiny
of the human race as a whole is continuous progress, and the com-
pletion of this is a mere idea — but in all intention a useful idea — of
the aim towards which we, according to the plan of Providence, have
to direct our exertions.’* Here the teleological character of Collec-
tivism is frankly admitted, and there opens up an unbridgeable
chasm between it and the way of thought of pure cognition. The
cognition of the hidden intentions of Nature lies beyond all experi-
ence and our own thought gives us nothing upon which to form a
conclusion as to whether it exists or what it contains. Such behaviour
of individual man and of social systems as we are able to observe
provides no basis for a hypothesis. No logical connection can be
forged between experience and that which we shall or may suppose.
We are to believe — because it cannot be proved — that against his
will man does that which is ordained by Nature, who knows better;
that he does what profits the race, not the individual.® This is not
the customary technique of science.

The fact is that Collectivism is not to be explained as a scientific
necessity. Only the needs of politics can account for it. Therefore it
does not stop, as conceptual realism stopped, at affirming the real
existence of social associations — calling them organisms and living
beings in the proper sense of the words — but idealizes them and
makes them Gods. Gierke explains quite openly and unequivocally
that one must hold fast to the ‘idea of the real unity of the com-
munity’, because this alone makes possible the demand that the
individual should stake strength and life for Nation and State.®
Lessing has said that Collectivism is nothing less than ‘the cloak of
tyranny’.*

If the conflict between the common interests of the whole and
the particular interests of the individual really existed, men would
be quite incapable of collaborating in society. The natural inter-
course between human beings would be the war of all against all.
There could be no peace or mutual sufferance, but only temporary

} Kant, Rezension zum zweiten Teil von Herders Ideen zur Philosophie der Geschichte
der Menschheit (Werke, Vol. 1), p. 267. See on this Cassirer, Frethett und Form, Berlin
1916, p. 504 et seq.

* Kant, Idee zu einer allgemeinen Geschichte . . . (op. cit.) p. 228.

2 Gierke, Das Wesen der menschlichen Verbénde, Leipzig 1902, p. 34 et seq.

4 In ‘Ernst und Falk, Gesprdche fiir Freimaurer’ (Werke, Stuttgart 1873, Vol. V,

p. 80).
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truce, which lasted no longer than the weariness of one or all the
parts made necessary. The individual would, at least potentially, be
in constant revolt against each and all, in the same way as he finds
himself in unceasing war with beasts of prey and bacilli. The
collective view of history, which is thoroughly asocial, cannot there-
fore conceive that social institutions could have arisen in any way
except through the intervention of a ‘world shaper’ of the Platonic
3nutovpydc. This operates in history through its instruments, the
heroes, who lead resistant man to where it wants him. Thus the
will of the individual is broken. He who wants to live for himself
alone is forced by the representatives of God on earth to obey the
moral law, which demands that he shall sacrifice his well-being in the
interests of the Whole and its future development.

The science of society begins by disposing of this dualism. Per-
ceiving that the interests of separate individuals within society are
compatible and that these individuals and the community are not in
conflict, it is able to understand social institutions without calling
gods and heroes to its aid. We can dispense with the Demir rge,
which forces the individual into the Collectivism against his will, as
soon as we realize that social union gives him more than it takes
away. Even without assuming a ‘hidden plan of nature’ we can
understand the development to a more closely-knit form of society
when we see that every step on this way benefits those who take it,
and not only their distant great-grandchildren.

Collectivism had nothing to oppose to the new social theory. Its
continually reiterated accusation, that this theory does not appre-
hend the importance of the collectiva, especially those of State and
Nation, only shows that it has not observed how the influence of
liberal sociology has changed the setting of the problem. Collectivism
no longer attempts to construct a complete theory of social life; the
best it can produce against its opponents is witty aphorism, nothing
more. In economics as well as in general sociology it has proved itself
utterly barren. It is no accident that the German mind, dominated
by the social theories of classical philosophy from Kant to Hegel, for
a long time produced nothing important in economics, and that those
who have broken the spell, first Thiinen and Gossen, then the
Austrians Karl Menger, Bohm-Bawerk, and Wieser, were free from
any influence of the collectivist philosophy of the State.

How little Collectivism was able to surmount the difficulties in
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the way of amplifying its doctrine is best shown by the manner in
which it has treated the problem of social will. To refer again and
again to the Will of the State, to the Will of the People, and to the
Convictions of the People is not in any way to explain how the col-
lective will of the social associations comes into being. As it is not
merely different from the will of separate individuals but, in decisive
points, is quite opposed to the latter, the collective will cannot
originate as the sum or resultant of individual wills. Every collec-
tivist assumes a different source for the collective will, according to
his own political, religious and national convictions. Fundamentally
it is all the same whether one interprets it as the supernatural powers
of a king or priest or whether one views it as the quality of a chosen
class or people. Frederick Wilhelm IV and Wilhelm II were quite
convinced that God had invested them with special authority, and
this faith doubtless served to stimulate their conscientious efforts and
the development of their strength. Many contemporaries believed
alike and were ready to spend their last drop of blood in the service
of the king sent to them by God. But science is as little able to prove
the truth of this belief as to prove the truth of a religion. Collectivism
is political, not scientific. What it teaches are judgments of value.

Collectivism is generally in favour of the socialization of the means
of production because this lies nearer to its world philosophy. But
there are collectivists who advocate private ownership in the means
of production because they believe that the well-being of the social
whole is better served by this system.? On the other hand, even with-
out being influenced by collectivist ideas it is possible to believe that
private ownership in the means of production is less able than com-
mon ownership to accomplish the purposes of humanity.

! Huth, Soxiale und individualistische Auffassung im 18 Fakrhundert, vornekmlich bei
Adam Smith und Adam Ferguson, Leipzig 1907, p. 6.
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CHAPTER III

THE SOCIAL ORDER AND THE POLITICAL
CONSTITUTION

§1
The policy of violence and the policy of contract

THE domination of the principle of violence was naturally not
restricted to the sphere of property. The spirit which put its
trust in might alone, which sought the fundamentals of welfare, not
in agreement, but in ceaseless conflict, permeated the whole of life.
All human relations were settled according to the ‘Law of the
Stronger’, which is really the negation of Law. There was no peace;
at best there was a truce.

Society grows out of the smallest associations. The circle of those
who combined to keep the peace among themselves was at first very
limited. The circle widened step by step through millennia, until
the community of international law and the union of peace extended
over the greatest part of humanity, excluding the half savage peoples
who lived on the lowest plane of culture. Within this community the
principle of contract was not everywhere equally powerful. It was
most completely recognized in all that was concerned with property.
It remained weakest in fields where it touched the question of
political domination. Into the sphere of foreign policy it has so far
penetrated no further than to limit the principle of violence by
setting up rules of combat. Apart from the process of arbitration,
which is a recent development, disputes between states are still, in
essentials, decided by arms, the most usual of ancient judicial pro-
cesses; but the deciding combat, like the judicial duels of the most
ancient laws, must conform to certain rules. All the same, it would
be false to maintain that in the intercourse of states, fear of foreign
violence is the one factor that keeps the sword in its sheath.? Forces
which have been active in the foreign policy of states through mil-
lennia have set the value of peace above the profit of victorious war.
In our time even the mightiest war lord cannot isolate himself com-
pletely from the influence of the legal maxim that wars must have

81 As, for instance, Lasson maintains, Prinzip und Zukunft des Volkerrechts, Berlin
1871, p. 35.
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valid reasons. Those who wage war invariably endeavour to prove
that theirs is the just cause and that they fight in defence or at least
in preventive-defence; this is a solemn recognition of the principle
of Law and Peace. Every policy which has openly confessed to the
principle of violence has brought upon itself a world-coalition, to
which it has finally succumbed.

In the Liberal Social Philosophy the human mind becomes aware
of the overcoming of the principle of violence by the principle of
peace. In this philosophy for the first time humanity gives itself an
account of its actions. It tears away the romantic nimbus with which
the exercise of power had been surrounded. War, it teaches, is harm-
ful, not only to the conquered but to the conqueror. Society has
arisen out of the works of peace; the essence of society is peacemaking.
Peace and not war is the father of all things. Only economic action
has created the wealth around us; labour, not the profession of arms,
brings happiness. Peace builds, war destroys. Nations are funda-
mentally peaceful because they recognize the predominant utility
of peace. They accept war only in self-defence; wars of aggression
they do not desire. It is the princes who want war, because thus they
hope to get money, goods, and power. It is the business of the nations
to prevent them from achieving their desire by denying them the
means necessary for making war.

The love of peace of the liberal does not spring from philanthropic
considerations, as does the pacifism of Bertha Suttner and of others of
that category. It has none of the woebegone spirit which attempts to
combat the romanticism of blood lust with the sobriety of inter-
national congresses. Its predilection for peace is not a pastime which
is otherwise compatible with all possible convictions. It is the social
theory of Liberalism. Whoever maintains the solidarity of the
economic interests of all nations, and remains indifferent to the
extent of national territories and national frontiers; whoever has so
far overcome collectivist notions that such an expression as ‘Honour
of the State’ sounds incomprehensible to him; that man will nowhere
find a valid cause for wars of aggression. Liberal pacificism is the
offspring of the Liberal Social Philosophy. That Liberalism aims at
the protection of property and that it rejects war, are two expressions
of one and the same principle.*

! In their efforts to debit Capitalism with all evil, the Socialists have tried to describe
even modern Imperialism and thus World-War as products of Capitalism. It is
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§e2
The social function of democracy

In internal politics Liberalism demands the fullest freedom for the
expression of political opinion and it demands that the State shall
be constituted according to the will of the majority; it demandslegisla-
tion through representatives of the people, and that the government,
which is a committee of the people’s representatives, shall be bound
by the Laws. Liberalism merely compromises when it accepts a
monarchy. Its ideal remains the republic or at least a shadow-
principality of the English type. For its highest political principle is
the self-determination of peoples as of individuals. It is idle to discuss
whether one should call this political ideal democratic or not. The
more recent writers are inclined to assume a contrast between
Liberalism and Democracy. They seem to have no clear conceptions
of either; above all, their ideas as to the philosophical basis of demo-
cratic institutions seem to be derived exclusively from the ideas of
natural law.

Now it may well be that the majority of liberal theories have
endeavoured to recommend democratic institutions on grounds
which correspond to the theories of natural law with regard to the
inalienable right of human beings to self-determination. But the
reasons which a political movement gives in justification of its postu-
lates do not always coincide with the reasons which force them to be
uttered. It is often easier to act politically than to see clearly the
ultimate motives of one’s actions. The old Liberalism knew that the
democratic demands rose inevitably from its system of social philo-
sophy. But it was not at all clear what position these demands
occupied in the system. This explains the uncertainty it has always
manifested in questions of ultimate principle; it also accounts for the
measureless exaggeration which certain pseudo-democratic demands
have enjoyed at the hands of those who ultimately claimed the name

probably unnecessary to deal more fully with this theory, put forward for the unthinking
masses. But it is not inappropriate to recall that Kant represented the facts correctly
when he expected the growing influence of * Money Power’ would gradually diminish
warlike tendencxes ‘It is the spirit of commerce,” he says, ‘which cannot exist side by
side with war.’ (Kant, Zum ewigen Frieden, Simtliche Werke, Vol. V, p. 688.) See
also Sulzbach, Nat Gemeinschaftsgefiinl und wlrtschafthches Interesse, Leipzig
1929, p. 8o et seq.
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democrat for themselves alone and who thus became contrasted
with liberals who did not go so far.

The significance of the democratic form of constitution is not that
it represents more nearly than any other the natural and inborn
rights of man; not that it realizes, better than any other kind of
government, the ideas of liberty and equality. In the abstract it is as
little unworthy of a man to let others govern him as it is to let some-
one else perform any kind of labour for him. That the citizen of a
developed community feels free and happy in a democracy, that he
regards it as superior to all other forms of government, and that he
is prepared to make sacrifices to achieve and maintain it, this, again,
is not to be explained by the fact that democracy is worthy of love
for its own sake. The fact is that it performs functions which he is
not prepared to do without.

It is usually argued that the essential function of democracy is the
selection of political leaders. In the democratic system the appoint-
ment to at least the most important public offices is decided by com-
petition in all the publicity of political life, and in this competition,
it is believed, the most capable are bound to win. But it is difficult
to see why democracy should necessarily be luckier than autocracy
or aristocracy in selecting people for directing the state. In non-
democratic states, history shows, political talents have frequently
won through, and one cannot maintain that democracy always puts
the best people into office. On this point the enemies and the friends
of democracy will never agree.

The truth is that the significance of the democratic form of con-
stitution is something quite different from all this. Its function is to
make peace, to avoid violent revolutions. In non-democratic states,
too, only a government which can count on the backing of public
opinion is able to maintain itself in the long run. The strength of all
governments lies not in weapons but in the spirit which puts the
weapons at their disposal. Those in power, always necessarily a small
minority against an enormous majority, can attain and maintain
power only by making the spirit of the majority pliant to their rule.
If there is a change, if those on whose support the government
depends lose the conviction that they must support this particular
government, then the ground is undermined beneath it and it must
sooner or later give way. Persons and systems in the government of
non-democratic states can be changed by violence alone. The system
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and the individuals that have lost the support of the people are
swept away in the upheaval and a new system and other individuals
take their place.

But any violent revolution costs blood and money. Lives are
sacrificed, and destruction impedes economic activity. Democracy
tries to prevent such material loss and the accompanying psychical
shock by guaranteeing accord between the will of the state — as
expressed through the organs of the state —and the will of the
majority. This it achieves by making the organs of the state legally
dependent on the will of the majority of the moment. In internal
policy it realizes what pacifism seeks to realize in external policy.*

That this alone is the decisive function of democracy becomes
clearly evident when we consider the argument which opponents of
the democratic principle most frequently adduce against it. The
Russian conservative is undoubtedly right when he points out that
Russian Tsarism and the policy of the Tsar was approved by the
great mass of the Russian people, so that even a democratic state
form could not have given Russia a different system of government.
Russian democrats themselves have had no delusions about this.
As long as the majority of the Russian people or, better, of that part
of the people which was politically mature and which had the oppor-
tunity to intervene in policy — as long as this majority stood behind
tsardom, the empire did not suffer from the absence of a democratic
form of constitution. This lack became fatal, however, as soon as a
difference arose between public opinion and the political system of
tsardom. State will and people’s will could not be adjusted paci-
fically; a political catastrophe was inevitable. And what is true of
the Russia of the Tsar is just as true of the Russia of the Bolshevists;
it is just as true of Prussia, of Germany, and of every other state.
How disastrous were the effects of the French Revolution, from which
France has psychically never quite recovered! How enormously
England has benefited from the fact that she has been able to avoid
revolution since the seventeenth century!

Thus we see how mistaken it is to regard the terms democratic
and revolutionary as synonymous or even as similar. Democracy is

1 In some sense it is, perhaps, not altogether an accident that the writer who, at
the threshold of the Renaissance, first raised the democratic demand for legislation by
the people — Marsilius of Padua ~ called his work ‘Defensor Pacis’. Atger, Essai sur
Phistoire des Doctrines du Contrat Social, Paris 1906, p. 73; Scholz, Marsilius von
Padua und die Idee der Demokratie (Zeitschrift fiir Politik, Vol. I, 1908), p. 66 et seq.
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not only not revolutionary, but it seeks to extirpate revolution. The
cult of revolution, of violent overthrow at any price, which is peculiar
to Marxism, has nothing whatever to do with democracy. Liberalism,
recognizing that the attainment of the economic aims of man pre-
supposes peace, and seeking therefore to eliminate all causes of strife
at home or in foreign politics, desires democracy. The violence of
war and revolutions is always an evil to liberal eyes, an evil which
cannot always be avoided as long as man lacks democracy. Yet even
when revolution seems almost inevitable Liberalism tries to save the
people from violence, hoping that philosophy may so enlighten
tyrants that they will voluntarily renounce rights which are opposed
to social development. Schiller speaks with the voice of Liberalism
when he makes the Marquis Posa implore the king for liberty of
thought; and the great night of August 4th, 1789, when the French
feudal lords voluntarily renounced their privileges, and the English
Reform Act of 1832, show that these hopes were not quite vain.
Liberalism has no admiration to spare for the heroic grandiosity of
Marxism’s professional revolutionaries, who stake the lives of thou-
sands and destroy values which the labour of decades and centuries
has created. Here the economic principle holds good: Liberalism
wants success at the smallest price.

Democracy is self-government of the people; it is autonomy. But
this does not mean that all must collaborate equally in legislation and
administration. Direct democracy can be realized only on the
smallest scale. Even small parliaments cannot do all their work in
plenary assemblies; committees must be chosen, and the real work
is done by individuals; by the proposers, the speakers, the rappor-
teurs, and above all by the authors of the bills. Here then is final
proof of the fact that the masses follow the leadership of a few men.
That men are not all equal, that some are born to lead and some to
be led is a circumstance which even democratic institutions cannot
alter. We cannot all be pioneers: most people do not wish to be nor
have they the necessary strength. The idea that under the purest
form of democracy people would spend their days in council like the
members of a parliament derives from the conception we had of the
ancient Greek city State at its period of decay; but we overlook the
fact that such communities were not in fact democracies at all, since
they excluded from public life the slaves and all who did not possess
full citizen rights. Where all are to collaborate, the ‘pure’ ideal of
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direct democracy becomes impracticable. To want to see democracy
realized in this impossible form is nothing less than pedantic natural
law doctrinairianism. To achieve the ends for which democratic
institutions strive it is only necessary that legislation and administra-
tion shall be guided according to the will of the popular majority and
for this purpose indirect democracy is completely satisfactory. The
essence of democracy is not that everyone makes and administers laws
but that lawgivers and rulers should be dependent on the people’s
willinsuch a way that they may be peaceably changed if conflict occurs.

This defeats many of the arguments, put forward by friends and
opponents of popular rule, against the possibility of realizing
democracy.? Democracy is not less democracy because leaders come
forth from the masses to devote themselves entirely to politics. Like
any other profession in the society dividing labour, politics demand
the entire man; dilettante politicians are of no use.* As long as the
professional politician remains dependent on the will of the majority,
so that he can carry out only that for which he has won over the
majority, the democratic principle is satisfied. Democracy does not
demand, either that parliament shall be a copy, on a reduced scale,
of the social stratification of the country, consisting, where peasant
and industrial labourers form the bulk of the population, mainly of
peasants and industrial labourers.” The gentleman of leisure who
plays a great role in the English parliament, the lawyer and
Journalist of the parliaments of the Latin countries probably represent
the people better than the trade union leaders and peasants who
have ‘brought spiritual desolation to the German and Slav parlia-
ments. If members of the higher social ranks were excluded from
parliaments, those parliaments and the governments emanating
from them could not represent the will of the people. For in society

! See on the one hand, especially the writings of the advocates of the Prussian
authoritarian state, on the other, above all, the syndicalists. V. Michels Zur Soziologie
des Parteiwesens in der modernen Demokratie, 2nd Edition, Leipzig 1925, p. 463 et seq.

* Max Weber, Politik als Beruf, Miinchen und Leipzig 1920, p. 17 et seq.

3 The natural law theories of democracy, which fail to appreciate the essentials of
the division of labour, cling to the idea of the ‘representation’ of electors by elected.
It was not difficult to show how artificial was this concept. The member of parliament
who makes laws for me and controls for me the administration of the postal system, no
more ‘represents’ me than the doctor who heals me or the cobbler who makes shoes
for me. What differentiates him essentially from the doctor and the cobbler is not that
he fulfils services of a different kind for me but that if I am dissatisfied with him I
cannot withdraw the care of my affairs from him in the same simple way I can dismiss a
doctor or a cobbler. To get that influence in government which 1 have over my doctor
and shoemaker I want to be an elector.
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these higher ranks, the composition of which is itself the result of a
selection made by public opinion, exert on the minds of the people
an influence out of all proportion to their mere numbers. Ifone kept
them from parliament and public administration by describing them
to the electors as men unfit to rule, a conflict would have arisen
between public opinion and the opinion of parliamentary bodies,
and this would make more difficult, if not impossible, the functioning
of democratic institutions. Non-parliamentary influences make
themselves felt in legislation and administration, for the intellectual
power of the excluded cannot be stifled by the inferior elements
which lead in parliamentary life. Parliamentarism suffers from
nothing so much as from this; we must seek here the reason for its
much deplored decline. For democracy is not mob-rule, and to do
justice to its tasks, parliament should include the best political minds
of the nation.

Grave injury has been done to the concept of democracy by those
who, exaggerating the natural law notion of sovereignty, conceived
it as limitless rule of the volonté générale. There is really no essen-
tial difference between the unlimited power of the democratic state
and the unlimited power of the autocrat. The idea that carries away
our demagogues and their supporters, the idea that the state can do
whatever it wishes, and that nothing should resist the will of the
sovereign people, has done more evil perhaps than the caesar-mania
of degenerate princelings. Both have the same origin in the notion
of a state based purely on political might. The legislator feels free
of all limitations because he understands from the theory of law that
all law depends on his will. It is a small confusion of ideas, but a
confusion with profound consequences, when he takes his formal
freedom to be a material one and believes himself to be above the
natural conditions of social life. The conflicts which arise out of this
misconception show that only within the framework of Liberalism
does democracy fulfil a social function. Democracy without Liberal-
ism is a hollow form.

§3
The ideal of equality

Political democracy necessarily follows from Liberalism. But it
often said that the democratic principle must eventually lead
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beyond Liberalism. Carried out strictly, it is said, it will require
economic as well as political rights of equality. Thus logically
Socialism must necessarily evolve out of Liberalism, while Liberalism
necessarily involves its own destruction.

The ideal of equality, also, originated as a demand of natural
law. It was sought to justify it with religious, psychological, and
philosophical arguments; but all these proved to be untenable. The
fact is that men are endowed differently by nature; thus the demand
that all should be equally treated cannot rest on any theory that all
are equal. The poverty of the natural law argument is exposed most
clearly when it deals with the principle of equality.

If we wish to understand this principle we must start with an
historical examination. In modern times, as earlier, it has been
appealed to as a means of sweeping away the feudal differentiation
of individuals’ legal rights. So long as barriers hinder the develop-
ment of the individual and of whole sections of the people, social life
is bound to be disturbed by violent upheavals. People without rights
are always a menace to social order. Their common interest in re-
moving such barriers unites them; they are prepared to resort to
violence because by peaceable means they are unable to get what they
want. Social peace is attained only when one allows all members of
society to participate in democratic institutions. And this means
equality of All before the Law.

Another consideration too urges upon Liberalism the desirability
of such equality. Society is best served when the means of production
are in the possession of those who know how to use them best. The
gradation of legal rights according to accident of birth keep produc-
tion goods from the best managers. We all know what role this argu-
ment has played in liberal struggles, above all in the emancipation of
the serfs. The soberest reasons of expediency recommend equality to
Liberalism. Liberalism is fully conscious, of course, that equality
before the Law can become extremely oppressive for the individual
under certain circumstances, because what benefits one may injure
another; the liberal idea of equality is however based on social
considerations, and where these are to be served the suscepti-
bilities of individuals must give way. Like all other social
institutions, the Law exists for social purposes. The individual must
bow to it, because his own aims can be served only in and with
society.
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The meaning of legal institutions is misunderstood when they are
conceived to be anything more than this, and when they are made the
basis of new claims which are to be realized at whatever cost to the
aim of social collaboration. The equality Liberalism creates is
equality before the Law; it has never sought any other. From the
liberal point of view, therefore, criticism which condemns this
equality as inadequate — maintaining that true equality is full
equality of income through equal distribution of commodities — is
unjustified.

But it is precisely in this form that the principle of equality is most
acclaimed by those who expect to gain more than they lose from an
equal distribution of goods. Here is a fertile field for the demagogue.
Whoever stirs up the resentment of the poor against the rich can count
on securing a big audience. Democracy creates the most favourable
preliminary conditions for the development of this spirit, which is
always and everywhere present, though concealed.: So far all
democratic states have foundered on this point. The democracy
of our own time is hastening towards the same end.

It is a strange fact that just that idea of equality should be called
unsocial which considers equality only from the point of view of the
interests of society as a whole, and which wants to see it achieved
only in so far as it helps society to attain its social aims; while the view
which insists that equality, regardless of the consequences, implies a
claim to an equal quota of the national income is put forward as the
only view inspired by consideration for society. In the Greek city
State of the fourth century the citizen considered himself lord of the
property of all the subjects of the State and he demanded his part
imperiously, as a shareholder demands his dividends. Referring to
the practice of distributing common property and confiscated private
property, Aeschines made the following comment: “The Athenians
come out of the Ecclesia not as out of a political assembly but as from
the meeting of a company in which the surplus profit has been
distributed.” It cannot be denied that even to-day the common man
is inclined to look on the State as a source from which to draw the
utmost possible income.

But the principle of equality in this form by no means follows

1 To this extent one can say with Proudhon: la democratie c’est Penvie. V. Poehl-
mann, Geschichte der Sozialen Frage und des Sozialismus in der antiken Welt, Vol. 1,
p. 317, footnote 4.

* Poehlmann, op. cit., Vol. 1, p. 353.
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necessarily from the democratic idea. It should not be recognized as
valid a priori any more than any other principle of social life. Before
one can judge it, its effects must be clearly understood. The fact that
it is generally very popular with the masses and therefore finds easy
recognition in a democratic state neither makes it a fundamental
principle of democracy nor protects it from the scrutiny of the
theorist.

§4

Democracy and social-democracy

The view that democracy and Socialism are inwardly related
spread far and wide in the decades which preceded the Bolshevist
revolution. Many came to believe that democracy and Socialism
meant the same thing, and that democracy without Socialism or
Socialism without democracy would not be possible.

This notion sprang principally from a combination of two chains
of thought, both of which sprang originally from the Hegelian
philosophy of history. For Hegel world history is ‘progress in the
consciousness of freedom’. Progress takes place in this way: °. . . the
Orientals. only knew that ore is free, the Greek and Roman world
that some are free, but we know that all men are free as such, that man
is free as man’.*  There is no doubt that the freedom of which Hegel
spoke was different from that for which the radical politicians of his
day were fighting. Hegel took ideas which were common to the
political doctrines of the epoch of enlightenment and intellectualized
them. But the radical young Hegelians read into his words what
appealed to them. For them it was certain that the evolution to
Democracy was a necessity in the Hegelian sense of this term. The
historians follow suit. Gervinus sees ‘by and large in the history of
humanity’, as ‘in the internal evolution of the states’, ‘a regular
progress . .. from the spiritual and civil freedom of the single
individual to that of the Several and the Many’.?

The materialist conception of history provides the idea of the

! Hegel, Vorlesungen iber die Philosophie der Weltgeschichte (Lasson’s edition),
Vol. I, Leipzig 1917, p. 40.

* Gervinus, Finleitung in die Geschichte des neunzehnten Yahrhunderts, Leipzig 1853,
p. 13.
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‘liberty of the many’ with a different content. The Many are the
proletarians; they must necessarily become socialists because con-
sciousness is determined by the social conditions. Thus evolution to
democracy and evolution to Socialism are one and the same thing.
Democracy is the means towards the realization of Socialism, but
at the same time Socialism is the means towards the realization of
democracy. The party title, ‘Social Democracy’, most clearly
expresses this co-ordination of Socialism and democracy. With the
name democracy the socialist workers’ party took over the spiritual
inheritance of the movements of Young Europe. All the slogans of
the pre-March! radicalism are to be found in the Social-Democratic
Party programmes. They recruit, for the party, supporters who feel
indifferent to or are even repulsed by the demands of Socialism.

The relation of Marxist Socialism to the demand for democracy
was determined by the fact that it was the Socialism of the Germans,
the Russians, and the smaller nations which lived under the Austro-
Hungarian monarchy and the empire of the Tsars. Every opposition
party in these more or less autocratic states had to demand democracy
first of all, so as to create the conditions that must precede the de-
velopment of political activity. For the social democrats this practi-
cally excluded democracy from discussion; it would never have done
to cast a doubt on the democratic ideology pro foro externo.

But the question of the relation between the two ideas*expressed
in its double name could not be completely suppressed within the
party. People began by dividing the problem into two parts. When
they spoke of the coming socialist paradise they continued to main-
tain the interdependence of the terms and even went a little farther
and said that they were ultimately one. Since one continued to
regard democracy as in itself a good thing, one could not —as a
faithful socialist awaiting absolute salvation in the paradise-to-be —
arrive at any other conclusion. There would be something wrong
with the land of promise if it were not the best imaginable from a
political point of view. Thus socialist writers did not cease to pro-
claim that only in a socialist society could true democracy exist.
What passed for democracy in the capitalist states was a caricature
designed to cover the machinations of exploiters.

But although it was seen that Socialism and democracy must
meet at the goal, nobody was quite certain whether they were to

! j.e. German radicalism before the revolution of 1848 (translator’s note).
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take the same road. People argued over the problem whether the
realization of Socialism — and therefore, according to the views just
discussed, of democracy too — was to be attempted through the
instrumentality of democracy or whether in the struggle one should
deviate from the principles of democracy. This was the celebrated
controversy about the dictatorship of the proletariat; it was the sub-
ject of academic discussion in Marxist literature up to the time of
the Bolshevist revolution and has since become a great political
problem.

Like all other differences of opinion which divide Marxists into
groups, the quarrel arose from the dualism which cuts right through
that bundle of dogmas called the Marxist system. In Marxism there
are always two ways at least of looking at anything and everything,
and the reconciliation of these views is attained only by dialectic
artificialities. The commonest device is to use, according to the
needs of the moment, a word to which more than one meaning may
be attached. With these words, which at the same time serve as
political slogans to hypnotize the mass psyche, a cult suggestive of
fetishism is carried on. The Marxist dialectic is essentially word-
fetishism. Every article of the faith is embodied in a word fetish
whose double or even multiple meaning makes it possible to unite
incompatible ideas and demands. The interpretation of these words,
as intentionally ambiguous as the words of the Delphic Pythia,
eventually brings the different parties to blows, and everyone quotes
in his favour passages from the writings of Marx and Engels to which
authoritative importance is attached.

‘Revolution’ is one of these words. By ‘industrial revolution’
Marxism means the gradual transformation of the pre-capitalist way
of production into the capitalist. ‘Revolution’ here means the same
as ‘development’, and the contrast between the terms ‘evolution’ and
‘revolution’ is almost extinguished. Thus the Marxist is able, when
it pleases him, to speak of the revolutionary spirit as contemptible
‘putschism’. The revisionists were quite right when they called many
passages in Marx and Engels to their support. But when Marx calls
the workers’ movement a revolutionary movement and says that the
working class is the only true revolutionary class, he is using the term
in the sense that suggests barricades and street fights. Thus syndical-
ism is also right when it appeals to Marx.

Marxism is equally obscure in the use of the word State. According
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to Marxism, the State is merely an instrument of class domination.
By acquiring political power the proletariat abolishes class conflict
and the State ceases to exist. ‘As soon as there is no longer any social
class to be kept in suppression, and as soon as class domination and
the struggle for individual existence based on the hitherto existing
anarchy of production are removed, along with the conflicts and
excesses which arise from them, then there will be nothing more to
repress and nothing that would make necessary a special repressive
power, a state. The first act in which the State really appears as
representative of the whole society — the taking possession of the
means of production in the name of society — is simultaneously its
last independent act as a state. The intervention of state power in
social affairs becomes superfluous in one field after another until at
last it falls asleep of its own accord.”* However obscure or badly
thought out may be its view of the essence of political organization,
this statement is so positive in what it says of the proletarian rule that
it would seem to leave no room for doubt. But it seems much less
positive when we remember Marx’s assertion that between the
capitalist and the communist societies must lie a period of revolu-
tionary transformation, in addition to which there will be a corre-
sponding ‘political period of transition whose state can be no other
than the revolutionary dictatorship of the proletariat’.’ If weassume,
with Lenin, that this period is to endure until that ‘higher phase of
communist society’ is reached, in which ‘the enslaving subordination
of individuals under the division of labour has vanished, and with it
the contrast of mental and physical work’, in which ‘work will have
become not only a means to life but itself the first necessity of life’,
then of course we come to a very different conclusion with regard
to Marxism’s attitude to democracy.’ Obviously the socialist
community will have no room for democracy for centuries to
come.

Although it occasionally comments on the historical achievements
of Liberalism, Marxism entirely overlooks the importance of liberal
ideas. Itis at a loss when it comes to deal with the liberal demands
for liberty of conscience and expression of opinion, for the recognition

! Engels, Herrn Eugen Diihrings Umwdilzung der Wissenschaft, 7 Aufl., Stuttgart
’9’1?\’451:)30221.0 Kritik des sozialdemokratischen Parteiprogramms von Gotha, edited by

Kreibich, Reichenberg 1920, p. 23.
3 Ibid., p. 17; also Lenin, Staat und Revolution, Berlin 1918, p. 89.
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on principle of every opposition party and the equal rights of all
parties. Wherever it is not in power, Marxism claims all the basic
liberal rights, for they alone can give it the freedom which its pro-
paganda urgently needs. But it can never understand their spirit
and will never grant them to its opponents when it comes into power
itself. In this respect it resembles the Churches and other institutions
which rest on the principle of viclence. These, too, exploit the demo-
cratic liberties when they are fighting their battle, but once in power
they deny their adversaries such rights. So, plainly, the democracy
of Socialism exposes its deceit. ‘The party of the communists’, says
Bucharin, ‘demands no sort of liberties for the bourgeois enemies of
the people. On the contrary.’ And with remarkable cynicism he
boasts that the communists, before they were in power, advocated the
liberty of expression of opinion merely because it would have been
‘ridiculous’ to demand from the capitalists liberty for the workers’
movement in any other way than by demanding liberty in
general.?

Always and everywhere Liberalism demands democracy at once,
for it believes that the function which it has to fulfil in society permits
of no postponement. Without democracy the peaceful development
of the state is impossible. The demand for democracy is not the
result of a policy of compromise or of a pandering to relativism in
questions of world-philosophy,® for Liberalism asserts the absolute
validity of its doctrine. Rather, it is the consequence of the Liberal
belief that power depends upon a mastery over mind alone and that
to gain such a mastery only spiritual weapons are effective. Even
where for an indefinite time to come it may expect to reap only dis-
advantages from democracy, Liberalism still advocates democracy.
Liberalism believes that it cannot maintain itself against the will of
the majority; and that in any case the advantages which might
accrue from a liberal regime maintained artificially and against the
feeling of the people would be infinitesimal compared to the disturb-
ances that would stay the quiet course of state development if the
people’s will were violated.

The Social Democrats would certainly have continued to juggle

! Bucharin, Das Programm der Kommunisten (Bolschewiki), Zurich 1918, p. 24 et
4 As is the opinion of Kelsen (‘Vom Wesen und Wert der Demokratie’ in ‘Archiv

fiir Sozialwissenschaft’, Vol. XLVII, p. 84). Also Menzel, Demokratie und Weltan-
schauung (Zeitschrift fiir éffentliches Recht, Vol. 11, p. 701 et seq.).
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‘with the catchword democracy, but, by an historical accident, the
Bolshevist revolution has compelled them prematurely to discard
their mask, and to reveal the violence which their doctrine implies.

§5

The political constitution of socialist communities

Beyond the dictatorship of the proletariat lies the paradise, the
‘higher phase of the communist society’, in which, ‘with the all round
development of individuals, the productive forces will also have
increased, and all the springs of social wealth will flow more
freely’.1 In this land of promise ‘there will remain nothing to repress,
nothing which would necessitate a special repressive power, a state

. In place of the government over persons comes the administra-
tion of things and the direction of productive processes’.’ An epoch
will have begun in which ‘a generation, grown up in new, free social
conditions, will be able to discard the whole lumber of State’.? The
working class will have gone, thanks to ‘long struggles, a whole series
of historical processes’, by which ‘the men, like the conditions, were
completely transformed’.* Thus society is able to exist without co-
ercion, as once it did in the Golden Age. Of this Engels has much
to relate, much that is beautiful and good.* Only we have read it all
before, all better and more beautifully expressed in Virgil, Ovid,
and Tacitus!

Aurea prima sata est aetas, quae vindice nullo,
sponte sua, sine lege fidem rectumque colebat.
Poena metusque aberant, nec verba minantia fixo

aere legebantur.®

It follows from all this that the Marxists have no occasion to occupy
themselves with problems concerned with the political constitution

1 Marx, Zur Kritik des sozialdemokratischen Parteiprogramms von Gotha, p. 17.

? Engels, Herrn Eugen Diihrings Umwdilzung der Wissenschaft, p

3 Engels, Preface to Marx, Der Burgerkrzeg in Frankreich (Ausgabe der Politischen
Aktions-Bibliothek, Berlin 1919), p. 16

4 Marx, Der Burgerkneg, P 54.

8 Engels, Der Ursprung der Familie, des Privateigentums und des Staates, 2oth Edition,
Stuttgart 1921, p. 163 et seq.

¢ Ovid, Metamorphoses, 1, 89 et seq.; also Virgil, Aeneid, VII, 203 et seq.; Tacitus,
Annal; III 26; further Poehlmann, Geschichte der sozialen Fmge und des Sozialismus
in der antiken Welt Vol. 11, p. 583 et seq.

84



CONSTITUTION OF COMMUNITIES

of the socialist community. In this connection they perceive no
problems at all which cannot be dismissed by saying nothing about
them. Yet even in the socialist community the necessity of acting in
common must raise the question of how to act in common. It will
be necessary to decide how to form that which is usually called,
metaphorically, the will of the community or the will of the people.
Even if we overlooked the fact that there can be no administration
of goods which is not administration of men — i.e. the bending of one
human will to another — and no direction of productive processes
which is not the government over persons — i.e. domination of one
human will by another! — even if we overlooked this we should still
have to ask who is to administer the goods and direct the productive
processes, and on what principles. Thus, once again we are beset
by all the political problems of the legally regulated social
community.

All historical attempts to realize the socialist ideal of society have
a most pronounced authoritarian character. Nothing in the Empire
of the Pharaohs or of the Incas, and nothing in the Jesuit State of
Paraguay was suggestive of democracy, of self-determination by the
majority of the people. The Utopias of all the older kinds of socialists
were equally undemocratic. Neither Plato nor St. Simon were demo-
crats. One finds nothing in history or in the literary history of
socialist theory which shows an internal connection between the
socialist order of society and political democracy.

If we look closer we find that the ideal of the higher phase of
communist society, ripening only in remote distances of the future,
is, as the Marxists view it, thoroughly undemocratic.* Here, too, the
socialist intends that eternal peace shall reign — the goal of all demo-
cratic institutions. But the means by which this peace is to be
gained are very different from those employed by the democrats.
It will not rest on the power to change peacefully rulers and ruling
policy, but on the fact that the regime is made permanent, and that
rulers and policy are unchangeable. This, too, is peace; not the
peace of progress which Liberalism strives to attain but the peace of
the graveyard. It is not the peace of pacifists but of pacifiers, of men

 Bourguin, Die sozialistischen Systeme und die wirtschaftliche Entwicklung, translated
by Katenstein, Tiibingen 1906, p. 70 et seq.; Kelsen, Sozialismus und Staat, 2nd
Edition, Leipzig 1923, p. 105.

2 Also Bryce, Moderne Demokratien, translated by Loewenstein and Mendelssohn
Bartholdy, Miinchen 1926, Vol. III, p. 289 et seq.
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of violence who seek to create peace by subjection. Every absolutist
makes such peace by setting up an absolute domination, and it lasts
just as long as his domination can be maintained. Liberalism sees
the vanity of all this. It sets itself, therefore, to make a peace which
will be proof against the perils which threaten it on account of man’s
inextinguishable yearning for change.


George Reisman

George Reisman


CHAPTER IV

THE SOCIAL ORDER AND THE FAMILY
§1

Socialism and the sexual problem

PROPOSALS to transform the relations between the sexes have
long gone hand in hand with plans for the socialization of the
means of production. Marriage is to disappear along with private
property, giving place to an arrangement more in harmony with the
fundamental facts of sex. When man is liberated from the yoke of
economic labour, love is to be liberated from all the economic
trammels which have profaned it. Socialism promises not only wel-
fare — wealth for all — but universal happiness.in love as well. This
part of its programme has been the source of much of its popularity.
It is significant that no other German socialist book was more widely
read or more effective as propaganda than Bebel’s Woman and
Socialism, which is dedicated above all to the message of free love.

It is not strange that many should feel the system of regulating
sexual relations under which we live to be unsatisfactory. This
system exerts a far reaching influence in diverting those sexual
energies, which are at the bottom of so much human activity, from
their purely sexual aspect to new purposes which cultural develop-
ment has evolved. Great sacrifices have been made to build up this
system and new sacrifices are always being made. There is a process
which every individual must pass through in his own life if his sexual
energies are to cast off the diffuse form they have in childhood and
take their final mature shape. He must develop the inner psychic
strength which impedes the flow of undifferentiated sexual energy
and like a dam alters its direction.

A part of the energy with which nature has endowed the sexual
instinct is in this way turned from sexual to other purposes. Not
everyone escapes unscathed from the stress and struggle of this
change. Many succumb, many become neurotic or insane. Even the
man who remains healthy and becomes a useful member of society
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is left with scars which an unfortunate accident may re-open.* And
even though sex should become the source of his greatest happiness,
it will also be the source of his deepest pain; its passing will tell him
that age has come, and that he is doomed to go the way of all tran-
sient, earthly things. Thus sex, which seems ever and again to fool
man by giving and denying, first making him happy and then plung-
ing him back into misery, never lets him sink into inertia. Waking
and dreaming man’s wishes turn upon sex. Those who sought to
reform society could not have overlooked it.

This was the more to be expected since many of them were them-
selves neurotics suffering from an unhappy development of the
sexual instinct. Fourier, for example, suffered from a grave psy-
chosis. The sickness of a man whose sexual life is in the greatest
disorder is evident in every line of his writings; it is a pity that nobody
has undertaken to examine his life history by the psycho-analytic
method. That the crazy absurdities of his books should have circu-
lated so widely and won the highest commendation is due entirely
to the fact that they describe with morbid fantasy the erotic pleasures
awaiting humanity in the paradise of the ‘phalanstére’.

Utopianism presents all its ideals for the future as the reconstruc-
tion of a Golden Age which humanity has lost through its own fault.
In the same way it pretends that it is demanding for sexual life only
a return to an original felicity. The poets of antiquity are no less
eloquent in their praises of marvellous, bygone times of free love
than when they speak of the saturnian ages when property did not
exist.! Marxism echoes the older Utopians.

Marxism indeed seeks to combat marriage just as it seeks to
justify the abolition of private property, by attempting to demon-
strate its origin in history; just as it looked for reasons for abolishing
the State in the fact that the State had not existed ‘from eternity’,
that societies had lived without a vestige of ‘State and State power’.?
For the Marxist, historical research is merely a means of political
agitation. Its use is to furnish him with weapons against the hateful
bourgeois order of society. The main objection to this method is
not that it puts forward frivolous, untenable theories without

1 Freud, Drei Abhandlungen zur Sexualtheorie, 2nd Edition, Leipzig und Wien
1910, p. 38 et seq.
2 Poehimann, Geschichte der sozialen Frage und des Sozialismus in der antiken Welt,

Vol. II, p. 576.
3 Engels, Der Ursprung der Familie, des Privateigentums und des Staates, p. 182.
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thoroughly examining the historical material, but that he smuggles
an evaluation of this material into an exposition which pretends to
be scientific. Once upon a time, he says, there was a golden age.
Then came one which was worse, but supportable. Finally, Capital-
ism arrived, and with it every imaginable evil. Thus Capitalism is
damned in advance. It can be granted only a single merit, that
thanks to the excess of its abominations, the world is ripe for salvation
by Socialism.

§2
Man and woman in the age of violence

Recent ethnographical and historical research has provided a
wealth of material on which to base a judgment of the history of
sexual relations, and the new science of psycho-analysis has laid the
foundations for a scientific theory of sexual life. So far sociology has
not begun to understand the wealth of ideas and material available
from these sources. It has not been able to restate the problems in
such a way that they are adjusted to the questions that should be its
first study to-day. What it says about exogamy and endogamy,
about promiscuity, not to mention matriarchy and patriarchy, is
quite out of touch with the theories one is now entitled to put for-
ward. In fact, sociological knowledge of the earliest history of
marriage and the family is so defective that one cannot draw on it
for an interpretation of the problems which occupy us here. It is on
fairly secure ground where it is dealing with conditions in historical
times but nowhere else.

Unlimited rule of the male characterizes family relations where
the principle of violence dominates. Male aggressiveness, which is
implicit in the very nature of sexual relations, is here carried to the
extreme. The man seizes possession of the woman and holds this
sexual object in the same sense in which he fas other goods of the
outer world. Here woman becomes completely a thing. She is
stolen and bought; she is given away, sold away, ordered away; in
short, she is like a slave in the house. During life the man is her
judge; when he dies she is buried in his grave along with his other
possessions.* With almost absolute unanimity the older legal sources

! Westermarck, Geschichte der menschlichen Ehe, translated by Katscher und Grazer,
2nd Edition, Berlin 1902, p. 122; Weinhold, Die deutschen Frauen in dem Mittelalter,
3rd Edition, Wien 1897, Vol. I1, p. 9 et seq.
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of almost every nation show that this was once the lawful state of
affairs. Historians usually try, especially when dealing with the
history of their own nations, to soften the painful impression which a
description of these conditions leaves on a modern mind. They point
out that practice'was milder than the letter of the law, that the
harshness of the law did not cloud the relations between the married
couple. For the rest, they get away as quickly as possible from a
subject which does not seem to fit too well into their system, by
dropping a few remarks about the ancient severity of morals and
purity of family life.* But these attempts at justification, to which
their nationalist point of view and a predilection for the past seduce
them, are distorted. The conception afforded by the old laws and
law books of the relations between man and woman is not a theoreti-
cal speculation of unworldly dreamers. It is a picture direct from
life and reproduces exactly what men, and women too, believed of
marriage and intercourse between the sexes. That a Roman woman
who stood in the ‘manus’ of the husband or under the guardianship
of the clan, or an ancient German woman who remained subject to
the ‘munt’ all her life, found this relation quite natural and just, that
they did not revolt against it inwardly, or make any attempt to shake
off the yoke — this does not prove that a broad chasm had developed
between law and practice. It only shows that the institution suited
the feeling of women; and this should not surprise us. The prevailing
legal and moral views of a time are held not only by those whom they
benefit but by those, too, who appear to suffer from them. Their
domination is expressed in that fact — that the people from whom
they claim sacrifices also accept them. Under the principle of
violence, woman 1is the servant of man. In this she too sees her
destiny. She shares the attitude to which the New Testament has
given the most terse expression:

Neither was the man created for the woman; but the woman for
the man.*

The principle of violence recognizes only the male. He alone
possesses power, hence he alone has rights. Woman is merely a sexual
object. No woman is without a lord, be it father or guardian, husband

1 B. Weinhold, op. cit., Vol. 11, p. 7 et seq.
2 1 Cor. xi. 9.
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or employer. Even the prostitutes are not free; they belong to
the owner of the brothel. The guests make their contracts, not with
them, but with him. The vagabond woman is free game, whom
everyone may use according to his pleasure. The right to choose a
man herself does not belong to the woman. She is given to the hus-
band and taken by him. That she loves him is her duty, perhaps also
her virtue; the sentiment will sharpen the pleasure which a man
derives from marriage. But the woman is not asked for her opinion.
The man has the right to repudiate or divorce her; she herself has
no such right.

Thus in the age of violence, belief in man’s lordship triumphs
over all older tendencies to evolve equal rights between the sexes.
Legend preserves a few traces of a time when woman enjoyed a
greater sexual freedom — the character of Briinhilde, for example —
but these are no longer understood. But the dominion of man is so
great that it has come into conflict with the nature of sexual inter-
course and for sheer sexual reasons man must, in his own interest,
eventually weaken this dominion.

For it is against nature that man should take woman as a will-less
thing. The sexual act is a mutual give and take, and a merely suffer-
ing attitude in the woman diminishes man’s pleasure. To satisfy
himself he must awaken her response. The victor who has dragged
the slave into his marriage bed, the buyer who has traded the
daughter from her father must court for that which the violation of
the resisting woman cannot give. The man who outwardly appears
the unlimited master of his woman is not so powerful in the house as
he thinks; he must concede a part of his rule to the woman, even
though he ashamedly conceals this from the world.

To this is added a second factor. The sexual act gradually be-
comes an extraordinary psychic effort which succeeds only with the
assistance of special stimuli. This becomes more and more so in
proportion as the individual is compelled by the principle of violence,
which makes all women owned women and thus renders more diffi-
cult sexual intercourse, to restrain his impulses and to control his
natural appetites. The sexual act now requires a special psychic
attitude to the sexual object. This is love, unknown to primitive man
and to the man of violence, who use every opportunity to possess,
without selection. The characteristic of love, the overvaluation of
the object, cannot exist when women occupy the position of
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contempt which they occupy under the principle of violence. For
under this system she is merely a slave, but it is the nature of
love to conceive her as a queen.

Out of this contrast arises the first great conflict in the relations
of the sexes which we can perceive in the full light of history. Marriage
and love become contradictory. The forms in which this contrast
appears vary, but in essence it always remains the same. Love has
entered the feelings and thoughts of men and woman and becomes
ever more and more the central point of psychic life, giving meaning
and charm to existence. But at first it has nothing to do with
marriage and the relations between husband and wife. This in-
evitably leads to grave conflicts, conflicts which are indeed revealed
to us in the epic and lyric poetry of the age of chivalry. These con-
flicts are familiar to us because they are immortalized in imperishable
works of art and because they are still treated by epigons and by that
art which takes its themes from such primitive conditions as persist
at the present day. But we moderns cannot grasp the essence of the
conflict. We cannot understand what is to prevent a solution which
would satisfy all parties, why the lovers must remain separated and
tied to those they do not love. Where love finds love, where man
and woman desire nothing except to be allowed to remain for ever
devoted to each other, there, according to our view of the matter
everything should be quite simple. The kind of poetry which deals
with no other situation than this can, under the circumstances of
present day life, do nothing less than bring Hansel and Gretel into
each other’s arms, a denouement which is no doubt calculated to
delight the readers of novels, but which is productive of no tragic
conflict.

If, without knowledge of the literature of the age of chivalry, and
basing our judgment merely on information about the relations of
the sexes derived from other sources, we tried to picture for ourselves
the psychic conflict of chivalric gallantry, we should probably
imagine a situation in which a man is torn between two women: one
his wife, to whom is bound the fate of his children; the other the lady
to whom belongs his heart. Or we should delineate the position of a
wife neglected by her husband, who loves another. Yetnothing would
lie farther from an age dominated by the principle of violence. The
Greek who divided his time between the ketaeras and love-boys by no
means felt that his relationship with his wife was a psychic burden,
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and she herself did not see in the love given to the. courtesan any
encroachment on her own rights. Neither the troubadour who de-
voted himself wholly to the lady of his heart nor his wife who waited
patiently at home suffered under the conflict between love and
marriage. Both Ulrich von Liechtenstein and his good housewife
found the chivalrous ‘minnedienst’ just as it should be. In fact, the
conflict in chivalrous love was of an altogether different nature.
When the wife granted the utmost favours to another the rights of
the husband were injured. However eagerly he himself set out to win
the favours of other women, he would not tolerate interference in Ais
property rights, he would not hear of anyone possessing 4is woman.
This is a conflict based on the principles of violence. The husband
is offended, not because the love of his wife is directed away from him,
but because her body, which he owns, is to belong to others. Where,
as so often in antiquity and the orient, the love of man sought not the
wives of others but prostitutes, female slaves, and love-boys, all
standing outside society, a conflict could not arise. Love forces the
conflict only from the side of male jealousy. The man alone, as
owner of his wife, can claim to possess completely. The wife has
not the same right over her husband. In the essentially different
judgment bestowed upon the adultery of a man and the adultery
of a woman and in the different manner in which husband
and wife regard the adultery of one another, we see to-day the
remnants of that code, which is otherwise already incomprehensible
to us.

Under such circumstances, as long as the principle of violence
rules, the impulse to love is denied an opportunity to develop.
Banished from the homely hearth it seeks out all manner of hiding
places, where it assumes queer forms. Libertinage grows rampant,
perversions of the natural instincts become more and more common.
Conditions are conducive to the spread of venereal diseases. Whether
syphilis was indigenous to Europe or whether it was introduced after
the discovery of America is a questionable point. Whatever the
truth, we know that it began to ravage Europe like an epidemic
about the beginning of the sixteenth century. With the misery it
brought the love play of chivalric romanticism was at an end.
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§3

Marriage under the influence of the idea of contract

Nowadays only one opinion is expressed about the influence
which the ‘economic’ has exercised on sexual relations; it is said to
have been thoroughly bad. The original natural purity of sexual
intercourse has, according to this view, been tainted by the inter-
ference of economic factors. In no field of human life has the pro-
gress of culture and the increase of wealth had a more pernicious
effect. Prehistoric men and women paired in purest love; in the pre-
capitalist age, marriage and family life were simple and natural, but
Capitalism brought money marriages and mariages de convenances
on the one hand, prostitution and sexual excesses on the other.
More recent historical and ethnographic research has demonstrated
the fallacy of this argument and has given us another view of sexual
life in primitive times and of primitive races. Modern literature has
revealed how far from the realities of rural life was our conception,
even only a short while ago, of the simple morals of the countryman.
But the old prejudices were too deep-rooted to have been seriously
shaken by this. Besides, socialistic literature, with the assistance of
its peculiarly impressive rhetoric, sought to popularize the legend by
giving it a new pathos. Thus to-day few people do not believe that
the modern view of marriage as a contract is an insult to the essential
spirit of sexual union and that it was Capitalism which destroyed the
purity of family life.

For the scientist it is difficult to know what attitude he should take
to a method of treating such problems which is founded on high-
minded sentiments rather than on a discernment of the facts.

What is Good, Noble, Moral, and Virtuous the scientist as such
is not able to judge. But he must at least correct the accepted view
on one important point. The ideal of sexual relations of our age is
utterly different from that of early times, and no age has come nearer
to attaining itsideal than ours. The sexual relations of the good old
times seem thoroughly unsatisfactory when measured by this, our,
ideal; therefore, this ideal must have arisen from just that evolution
which is condemned by the current theory as being responsible for
the fact that we have failed to attain our ideal completely. Hence it
is clear that the prevailing doctrine does not represent the facts; that,
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indeed, it turns the facts upside down and is entirely valueless in an
attempt to understand the problem.

Where the principle of violence dominates, polygamy is universal.
Each man has as many wives as he can defend. Wives are a form of
property, of which it is always better to have more than few. A man
endeavours to own more wives, just as he endeavours to own more
slaves or cows; his moral attitude is the same, in fact, for slaves, cows,
and wives. He demands fidelity from his wife; he alone may dispose
of her labour and her body, himself remaining free of any ties what-
ever. Fidelity in the male implies monogamy.* A more powerful
lord has the right to dispose also of the wives of his subjects. The
much discussed Jus Primae Noctis was an echo of these conditions,
of which a final development was the intercourse between father-in-
law and daughter-in-law in the ‘joint-family’ of the Southern Slavs.

Moral reformers did not abolish polygamy, neither did the
Church at first combat it. For centuries Christianity raised no objec-
tions to the polygamy of the barbarian kings. Charlemagne kept
many concubines.® By its nature polygamy was never an institution
for the poor man; the wealthy and the aristocratic could alone enjoy
it.* But with the latter it became increasingly complex according to
the extent to which women entered marriage as heiresses and owners,
were provided with rich dowries, and were endowed with greater
rights in disposing of the dowry. Thus monogamy has been gradually
enforced by the wife who brings her husband wealth and by her rela-
tives — a direct manifestation of the way in which capitalist thought
and calculation has penetrated the family. In order to protect
legally the property of wives and their children a sharp line is drawn
between legitimate and illegitimate connection and succession. The
relation of husband and wife is acknowledged as a contract.’

As the idea of contract enters the Law of Marriage, it breaks the
rule of the male, and makes the wife a partner with equal rights.
From a one-sided relationship resting on force, marriage thus becomes
a mutual agreement; the servant becomes the married wife entitled

1 Weinhold, Die deutschen Frauen in dem Mittelalter, 1st edition, Wien, 1851,
P. 292 et seq.

2 Westermarck, Geschichte der menschlichen Ehe, p. 74 et seq.; Weinhold, Die
deutschen Frauen in dem Mittelalter, 3rd Edition, Wien 1897, Vol. 1, p. 273.

3 Schréder, Lehrbuch der deutschen Rechtsgeschichte, 3rd Edition, Leipzig 1898,
pp. 79, 110; Weinhold, op. cit., Vol. 11, p. 12 et seq.

4 Tacitus, Germania, c. 17.

® Marianne Weber, Ekefrau und Mutter in der Rechtsentwicklung, Tiibingen 1907,
P. 53 et seq.; 217 et seq.
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to demand from the man all that he is entitled to ask from her. Step
by step she wins the position in the home which she holds to-day.
Nowadays the position of the woman differs from the position of the
man only in so far as their peculiar ways of earning a living differ.
The remnants of man’s privileges have little importance. They are
privileges of honour. The wife, for instance, still bears her husband’s
name.

This evolution of marriage has taken place by way of the law
relating to the property of married persons. Woman’s position in
marriage was improved as the principle of violence was thrust back,
and as the idea of contract advanced in other fields of the Law of
Property it necessarily transformed the property relations between
the married couple. The wife was freed from the power of her
husband for the first time when she gained legal rights over the
wealth which she brought into marriage and which she acquired
during marriage, and when that which her husband customarily
gave her was transformed into allowances enforceable by law.

Thus marriage, as we know it, has come into existence entirely as
a result of the contractual idea penetrating into this sphere of life.
All our cherished ideals of marriage have grown out of this idea.
That marriage unites one man and one woman, that it can be entered
into only with the free will of both parties, that it imposes a duty of
mutual fidelity, that a man’s violations of the marriage vows are to
be judged no differently from a woman’s, that the rights of husband
and wife are essentially the same — these principles develop from the
contractual attitude to the problem of marital life. No people can
boast that their ancestors thought of marriage as we think of it to-day.
Science cannot judge whether morals were once more severe than
they are now. We can establish only that our views of what marriage
should be are different from the views of past generations and that
their ideal of marriage seems immoral in our eyes.

When panegyrists of the good old morality execrate the institution
of divorce and separation they are probably right in asserting that
no such things existed formerly. The right to cast off his wife which
man once possessed in no way resembles the modern law of divorce.
Nothing illustrates more clearly the great change of attitude than the
contrast between these two institutions. And when the Church takes
the lead in the struggle against divorce, it is well to remember that
the existence of the modern marriage ideal of monogamy — of
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husband and wife with equal rights — in the defence of which the
Church wishes to intervene, is the result of capitalist, and not
ecclesiastical, development.

§4
The problems of married life

In the modern contractual marriage, which takes place at the
desire of husband and wife, marriage and love are united. Marriage
appears morally justified only when it is concluded for love; without
love between the bridal couple it seems improper. We find strange
those royal weddings which are arranged at a distance, and in which,
as in most of the thinking and acting of the ruling Houses, the age
of violence is echoed. The fact that they find it necessary to represent
these marriages to the public as love marriages shows that even
royal families have not been able to escape the bourgeois marriage
ideal.

The conflicts of modern married life spring first of all from the
necessarily limited duration of passion in a contract concluded for
life. ‘Die Leidenschaft flieht, die Liebe muss bleiben’ (Passion flies,
love must remain), says Schiller, the poet of bourgeois married life.
In most marriages blessed with children, married love fades slowly
and unnoticeably; in its place develops a friendly affection which for
a long time is interrupted ever and again by a brief flickering of the
old love; living together becomes habitual, and in the children, in
whose development they relive their youth, the parents find consola-
tion for the renunciation they have been forced to make as old age
deprives them of their strength.

But this is not so for all. There are many ways by which man
may reconcile himself to the transience of the earthly pilgrimage.
To the believer religion brings consolation and courage; it enables
him to see himself as a thread in the fabric of eternal life, it assigns
to him a place in the imperishable plan of a world creator, and places
him beyond time and space, old age and death, high in the celéstial
pastures. Others find satisfaction in philosophy. They refuse to
believe in a beneficent providence, the idea of which conflicts with
experience; they disdain the easy solace to be derived from an
arbitrary structure of fantasies, from an imaginary scheme designed
to create the illusion of a world order different from the order they
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are forced to recognize around them. But the great mass of men
takes another way. Dully and apathetically they succumb to every-
day life; they never think beyond the moment, but become slaves of
habit and the passions. Between these, however, is a fourth group,
consisting of men who do not know where or how to find peace.
Such people can no longer believe because they have eaten of the
tree of knowledge;. they cannot smother their rebellious hearts in
apathy; they are too restless and too unbalanced to make the philo-
sophic adjustment to realities. At any price they want to win and
hold happiness. With all their might they strain at the bars which
imprison their instincts. They will not acquiesce. They want the
impossible, seeking happiness not in the striving but in the fulfilment,
not in the battle but in victory.

Such natures cannot tolerate marriage when the wild fire of the
first love has begun to die. They make the highest demands upon
love itself and they exaggerate the overvaluation of the sexual object.
Thus they are doomed, if only for physiological reasons, to experience
sooner than more moderate people disappointment in the intimate
life of marriage. And this disappointment can easily change to re-
vulsion. Love turns to hate, life with the once beloved becomes a
torment. He who cannot content himself, who is unwilling to
moderate the illusions with which he entered a marriage of love, who
does not learn to transfer to his children, in sublimated form, those
desires which marriage can no longer satisfy — that man is not made
for marriage. He will break away from the bonds with new projects
of happiness in love, again and again repeating the old experience.

But all this has nothing to do with social conditions. These
marriages are not wrecked because the married couple live in the
capitalist order of society and because the means of production are
privately owned. The disease germinates not without, but within;
it grows out of the natural disposition of the parties concerned. It is
fallacious to argue that because such conflicts were lacking in pre-
capitalist society, wedlock must then have provided what is deficient
in these sick marriages. The truth is that love and marriage were
separate and people did not expect marriage to give them lasting and
unclouded happiness. Only when the idea of contract and consent
has been imposed on marriage does the wedded couple demand that
their union shall satisfy desire permanently. This is a demand which
love cannot possibly meet. The happiness of love is in the contest
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for the favours of the loved one and in fulfilment of the longing to be
united with her. We need not discuss whether such happiness can
endure when physiological satisfaction is denied. But we know for
certain that desire gratified, cools sooner or later and that endeavours
to make permanent the fugitive hours of romance would be vain.
We cannot blame marriage because it is unable to change our earthly
life into an infinite series of ecstatic moments, all radiant with the
pleasures of love. We should be equally wrong to blame the social
environment.

The conflicts which social conditions cause in married life are of
minor importance. It would be wrong to assume that loveless mar-
riages made for the dowry of the wife or the wealth of the husband,
or that marriages made miserable by economic factors are in any
way as important an aspect of the question as the frequency with
which literature treats of them would suggest. There is always an
easy way out if people will only look for it.

As a social institution marriage is an adjustment of the individual
to the social order by which a certain field of activity, with all its
tasks and requirements, is assigned to him. Exceptional natures,
whose abilities lift them far above the average, cannot support the
coercion which such an adjustment to the way of life of the masses
must involve. The man who feels within himself the urge to devise
and achieve great things, who is prepared to sacrifice his life rather
than be false to his mission, will not stifle his urge for the sake of a
wife and children. In the life of a genius, however loving, the woman
and whatever goes with her occupy a small place. We do not speak
here of those great men in whom sex was completely sublimated and
turned into other channels — Kant, for example — or of those whose
fiery spirit, insatiable in the pursuit of love, could not acquiesce in
the inevitable disappointments of married life and hurried with rest-
less urge from one passion to another. Even the man of genius whose
married life seems to take a normal course, whose attitude to sex
does not differ from that of other people, cannot in the long run feel
himself bound by marriage without violating his own self. Genius
does not allow itself to be hindered by any consideration for the com-
fort of its fellows — even of those closest to it. The ties of marriage
become intolerable bonds which the genius tries to cast off or at
least to loosen so as to be able to move freely. The married couple
must walk side by side amid the rank and file of humanity. Whoever
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wishes to go his own way must break away from it. Rarely indeed is
he granted the happiness of finding a woman willing and able to go
with him on his solitary path.

All this was recognized long ago. The masses had accepted it so
completely that anyone who betrayed his wife felt himself entitled
to justify his action in these terms. But the genius is rare and a social
institution does not become impossible merely because one or two
exceptional men are unable to adjust themselves to it. No danger
threatened marriage from this side.

The attacks launched against it by the Feminism of the Nineteenth
Century seemed much more serious. Its spokesmen claimed that
marriage forced women to sacrifice personality. It gave man space
enough to develop his abilities, but to woman it denied all freedom.
This was imputed to the unchangeable nature of marriage, which
harnesses husband and wife together and thus debases the weaker
woman to be the servant of the man. No reform could alter this;
abolition of the whole institution alone could remedy the evil.
Women must fight for liberation from this yoke, not only that she
might be free to satisfy her sexual desires but so as to develop her
individuality. Loose relations which gave freedom to both parties
must replace marriage.

The radical wing of Feminism, which holds firmly to this stand-
point, overlooks the fact that the expansion of woman’s powers and
abilities is inhibited not by marriage, not by being bound to man,
children, and household, but by the more absorbing form in which
the sexual function affects the female body. Pregnancy and the
nursing of children claim the best years of a woman’s life, the years
in which a man may spend his energies in great achievements. One
may believe that the unequal distribution of the burden of reproduc-
tion is an injustice of nature, or that it is unworthy of woman to be
child-bearer and nurse, but to believe this does not alter the fact. It
may be that a woman is able to choose between renouncing either
the most profound womanly joy, the joy of motherhood, or the more
masculine development of her personality in action and endeavour.
It may be that she has no such choice. It may be that in sup-
pressing her urge towards motherhood she does hereself an injury
that reacts through all other functions of her being. But whatever
the truth about this, the fact remains that when she becomes a mother,
with or without marriage, she is prevented from leading her life as
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freely and independently as man. Extraordinarily gifted women may
achieve fine things in spite of motherhood; but because the functions
of sex have the first claim upon woman, genius and the greatest
achievements have been denied her.

So far as Feminism seeks to adjust the legal position of woman to
that of man, so far as it seeks to offer her legal and economic freedom
to develop and act in accordance with her inclinations, desires, and
economic circumstances — so far it is nothing more than a branch
of the great liberal movement, which advocates peaceful and free
evolution. When, going beyond this, it attacks the institutions of
social life under the impression that it will thus be able to remove the
natural barriers, it is a spiritual child of Socialism. For it is a
characteristic of Socialism to discover in social institutions the origin
of unalterable facts of nature, and to endeavour, by reforming these
institutions, to reform nature,

§s5

Free love

Free love is the socialist’s radical solution for sexual problems.
The socialistic society abolishes the economic dependence of woman
which results from the fact that woman is dependent on the income
of her husband. Man and woman have the same economic rights
and the same duties, as far as motherhood does not demand special
consideration for the woman. Public funds provide for the main-
tenance and education of the children, which are no longer the affairs
of the parents but of society. Thus the relations between the sexes
are no longer influenced by social and economic conditions. Mating
ceases to found the simplest form of social union, marriage and the
family. The family disappears and society is confronted with separate
individuals only. Choice in love becomes completely free. Men and
women unite and separate just as their desires urge. Socialism desires
to create nothing that is new in all this, but ‘would only recreate on
a higher level of culture and under new social forms what was
universally valid on a more primitive cultural level and before private
ownership dominated society’.!

1 Bebel, Die Frau und der Sozialismus, 16th Edition, Stuttgart 1892, p. 343.
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The arguments, sometimes unctuous and sometimes venomous,
which are put forward by theologians and other moral teachers, are
entirely inadequate as a reply to this programme. And most of the
writers who have occupied themselves with the problems of sexual
intercourse have been dominated by the monastic and ascetic ideas
of the moral theologians. To them the sexual instinct is the absolute
evil, sensuality is sin, voluptuousness is a gift of the devil, and even
the thought of such things is immoral. Whether or not we uphold
this condemnation of the sexual instinct depends entirely on our
inclination and scale of values. The moralist’s endeavour to attack
or defend it from the scientific point of view is wasted labour. The
limits of scientific method are misconceived when one attributes to
it the role of judge and valuer; the nature of scientific method is mis-
understood when it is expected to influence action not merely by
showing the effectiveness of means to ends but also by determining
the relative value of the ends themselves. The scientist treating
ethical problems should, however, point out that we cannot begin
by rejecting the sexual instinct as evil in itself and then go on to give,
under certain conditions, our moral approval or toleration to the
sexual act. The usual dictum condemning sensual pleasure in sexual
intercourse but declaring nevertheless that the dutiful fulfilment of
the debitum conjugale for the purpose of begetting successors is
quite moral, springs from poverty-stricken sophistry. The married
couple act in sensuality; no child has ever yet been begotten and
conceived out of dutiful consideration for the State’s need of recruits
or taxpayers. To be quite logical, an ethical system which branded
the act of procreation as shameful would have to demand complete
and unconditional abstinence. If we do not wish to see life become
extinct we should not call the source from which it is renewed a sink
of vice. Nothing has poisoned the morals of modern society more
than this ethical system which by neither condemning logically nor
approving logically blurs the distinction between good and evil and
bestows on sin a glittering allurement. More than anything it is to
blame for the fact that the modern man vacillates aimlessly in ques-
tions of sexual morality, and is not even capable of properly
appreciating the great problems of the relations between the
sexes.

It is clear that sex is less important in the life of man than of
woman. Satisfaction brings him relaxation and mental peace. But
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for the woman the burden of motherhood begins here. Her destiry
is completely circumscribed by sex; in man’s life it is but an incident.
However fervently and wholeheartedly he loves, however much he
takes upon himself for the woman’s sake, he remains always above
the sexual. Even women are finally contemptuous of the man who is
utterly engrossed by sex. But woman must exhaust herself as lover
and as mother in the service of the sexual instinct. Man may often
find it difficult, in the face of all the worries of his profession, to pre-
serve his inner freedom and so to develop his individuality, but it will
not be his sexual life which distracts him most. For woman, however,
sex is the greatest obstacle.

Thus the meaning of the feminist question is essentially woman’s
struggle for personality. But the matter affects men not less than
women, for only in co-operation can the sexes reach the highest de-
gree of individual culture. The man who is always being dragged by
woman into the lower spheres of psychic bondage cannot develop
freely in the long run. To preserve the freedom of inner life for the
woman, this is the real problem of women; it is part of the cultural
problem of humanity.

It was failure to solve this problem which destroyed the Orient.
There woman is an object of lust, a childbearer and nurse. Every
progressive movement which began with the development of per-
sonality was prematurely frustrated by the women, who dragged men
down again into the miasma of the harem. Nothing separates East
and West more decisively to-day than the position of women and the
attitude towards woman. People often maintain that the wisdom
of the Orientals has understood the ultimate questions of existence
more profoundly than all the philosophy of Europe. At any rate the
fact that they have never been able to free themselves in sexual
matters has sealed the fate of their culture.

Midway between Orient and Occident the unique culture of the
Greeks grew up. But antiquity also failed to raise woman to the level
on which it had placed man. Greek culture excluded the married
woman. The wife remained in the woman’s quarters, apart from the
world, nothing more than the mother of the man’s heirs and the
steward of his house. His love was for the Aetaera alone. Eventually
he was not satisfied even here, and turned to homosexual love.
Plato sees the love of boys transfigured by the spiritual union of the
lovers and by joyful surrender to the beauty of soul and body.
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To him the love of woman was merely gross sensual satisfaction.

To Western man woman is the companion, to the Oriental she is
the bedfellow. European woman has not always occupied the posi-
tion she occupies to-day. She has won it in the course of evolution
from the principle of violence to the principle of contract. And now
man and woman are equal before the law. The small differences
which still exist in private law are of no practical significance.
Whether, for example, the law obliges the wife to obey her husband
is not particularly important; as long as marriage survives one party
will have to follow the other and whether husband or wife is stronger
is certainly not a matter which paragraphs of the legal code can
decide. Nor is it any longer of great significance that the political
rights of women are restricted, that women are denied the vote and
the right to hold public office. For by granting the vote to women
the proportional political strength of the political parties is not on
the whole much altered; the women of those parties which must
suffer from the changes to be expected (not in any case important
ones) ought in their own interests to become opponents of women’s
suffrage rather than supporters. The right to occupy public office is
denied women less by the legal limitations of their rights than by the
peculiarities of their sexual character. Without underestimating the
value of the feminists’ fight to extend woman’s civil rights, one can
safely risk the assertion that neither women nor the community are
deeply injured by the slights to women’s legal position which still
remain in the legislation of civilized states.

The misconception to which the principle of equality before the
law is exposed in the field of general social relationships is to be found
in the special field of the relations between those sexes. Just as the
pseudo-democratic movement endeavours by decrees to efface
natural and socially conditioned inequalities, just as it wants to make
the strong equal to the weak, the talented to the untalented, and the
healthy to the sick, so the radical wing of the women’s movement
seeks to make women the equal of men.* Though they cannot go so
far as to shift half the burden of motherhood on to men, still they
would like to abolish marriage and family life so that women may
have at least all that liberty which seems compatible with child-
bearing. Unencumbered by husband and children, woman is to

! 'To examine how far the radical demands of Feminism were created by men and
women whose sexual character was not normally developed would go beyond the
limits set to these expositions.
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move freely, act freely, and live for herself and the development of
her personality.

But the difference between sexual character and sexual destiny
can no more be decreed away than other inequalities of mankind.
It is not marriage which keeps woman inwardly unfree, but the fact
that her sexual character demands surrender to a man and that her
love for husband and children consumes her best energies. There is
no human law to prevent the woman who looks for happiness in a
career from renouncing love and marriage. But those who do not
renounce them are not left with sufficient strength to master life as
a man may master it. It is the fact that sex possesses her whole per-
sonality, and not the facts of marriage and family, which enchains
woman. By ‘abolishing’ marriage one would not make woman any
freer and happier; one would merely take from her the essential con-
tent of her life, and one could offer nothing to replace it.

Woman’s struggle to preserve her personality in marriage is part
of that struggle for personal integrity which characterizes the
rationalist society of the economic order based on private ownership
of the means of production. It is not exclusively to the interest of
woman that she should succeed in this struggle; to contrast the
interests of men and women, as extreme feminists try to do, is very
foolish. All mankind would suffer if woman should fail to develop
her ego and be unable to unite with man as equal, freeborn com-
panions and comrades.

To take away a woman’s children and put them in an institution
is to take away part of her life; and children are deprived of the most
far-reaching influences when they are torn from the bosom of the
family. Only recently Freud, with the insight of genius, has shown
how deep are the impressions which the parental home leaves on the
child. From the parents the child learns to love, and so comes to
possess the forces which enable it to grow up into a healthy human
being. The segregated educational institution breeds homosexuality
and neurosis. It is no accident that the proposal to treat men and
women as radically equal, to regulate sexual intercourse by the State,
to put infants into public nursing homes at birth and to ensure that
children and parents remain quite unknown to each other should
have originated with Plato; he saw only the satisfaction of a physical
craving in the relations between the sexes.

The evolution which has led from the principle of violence to the

105


George Reisman


THE SOCIAL ORDER AND THE FAMILY

contractual principle has based these relations on free choice in love.
The woman may deny herself to anyone, she may demand fidelity
and constancy from the man to whom she gives herself. Only in this
way is the foundation laid for the development of woman’s individu-
ality. By returning to the principle of violence with a conscious
neglect of the contractual idea, Socialism, even though it aims at an
equal distribution of the plunder, must finally demand promiscuity
in sexual life.

§6
Prostitution

The communist manifesto declares that the ‘complement’ of the
‘bourgeois family’ is public prostitution. ‘With the disappearance of
capital’ prostitution would also disappear.? A chapter in Bebel’s
book on woman is headed ‘Prostitution, a necessary social institution
of the bourgeois world’. Here is amplified the theory that prosti-
tution is as necessary to bourgeois society as ‘police, standing army,
church, entrepreneurs, etc.’® Since its appearance the view that pro-
stitution is a product of Capitalism has gained ground enormously.
And as, in addition, preachers still complain that the good old morals
have decayed, and accuse modern culture of having led to loose
living, everyone is convinced that all sexual wrongs represent a
symptom of decadence peculiar to our age.

In answer to this it is sufficient to point out that prostitution is
an extremely ancient institution, unknown to hardly any people that
has ever existed.® It is a remnant of ancient morals, not a symptom
of the decay of higher culture. The most powerful influence against
it to-day — the demand for man’s abstinence outside marriage — is
one of the. principles involved in equal moral rights for man and
woman, and is therefore altogether an ideal of the capitalist age.
The age of the principle of violence demands sexual purity only from
the bride, not from the bridegroom also. All those factors which
favour prostitution to-day have nothing whatever to do with private
property and Capitalism. Militarism, which keeps young men from

1 Marx und Engels, Das Kommunistische Manifest, 7th German Edition, Berlin

1906, p. 35.
! Bebel, Die Frau und der Sozialismus, p. 141, et seq.
3 Marianne Weber, Ehefrau und Mutter in der Rechtsentwickhung, p. 6 et seq.

106


George Reisman


PROSTITUTION

marriage longer than they wish, is anything but a product of peace-
loving Liberalism. The fact that government and other officials can
only marry when they are rich, as otherwise they would not be able
to keep up appearances, is, like all other caste fetishes, a vestige of
pre-capitalist thought. Capitalism does not recognize caste or caste
customs; under Capitalism everyone lives according to his income.

Some women prostitute themselves because they want men, some
because they want food. With many both motives operate. One may
admit without further discussion that in a society where incomes
were equal the economic temptation to prostitution would cease com-
pletely or dwindle to a minimum. But it would be idle to speculate
whether or not, in a society without inequalities of income, other
new social sources of prostitution could not arise. At any rate one
cannot merely assume that the sexual morality of a socialist society
would be more satisfactory than that of capitalist society.

It is in the study of the relations between sexual life and property,
more than in any other field of social knowledge, that our ideas must
be clarified and remodelled. Contemporary treatment of this pro-
blem is riddled with prejudices of all kinds. But the eyes with which
we look at the matter must not be those of the dreamer envisioning
a lost paradise, who sees the future in a blaze of rose-coloured light,
and condemns all that goes on around us.
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CHAPTER I

THE NATURE OF
ECONOMIC ACTIVITY

§1
A contribution to the critique of the concept ‘Economic Activity’

ECONOMIC Science originated in discussion of the money price of
goods and services. Its first beginnings are to be found ininquiries
about coinage, which developed into investigations of price move-
ments. Money, money prices, and everything concerned with
calculation in terms of money — these form the problems in the
discussion of which the science of Economics emerged. Those
attempts at economic inquiry, which are discernible in works on
household management and the organization of production — par-
ticularly agricultural —did not develop further in this direction.
They became merely the starting point for various departments of
technology and natural science. And this was no accident. Only
through the rationalization inherent in economic calculation based
on the use of money could the human mind come to understand and
trace the laws of its action.

The earlier economists did not ask themselves what the ‘economic’
and ‘economic activity’ really were. They had enough to do with
the great tasks presented by the particular problems with which they
were then concerned. They were not concerned with methodology.
It was quite late before they began to grapple with the methods and
ultimate aims of economics, and its place in the general system of
knowledge. And then an obstacle was encountered which seemed
to be insurmountable — the problem of defining the subject matter
of economic activity.

All theoretical inquiries — those of the classical economists,
equally with those of the moderns — start from the economic
principle. Yet, as was necessarily soon perceived, this provides no
basis for clearly defining the subject matter of economics. The
economic principle is a general principle of rational action, and not
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a specific principle of such action as forms the subject of economic
inquiry.! The economic principle directs all rational action, all
action capable of becoming the subject matter of a science. It
seemed absolutely unserviceable for separating the ‘economic’ from
the ‘non-economic’, so far as the traditional economic problems were
concerned.’

But, on the other hand, it was equally impossible to divide up
rational actions according to the immediate end to which they were
directed, and to regard as the subject matter of economics only those
actions which were directed to providing mankind with the com-
modities of the external world. Against such a procedure it is a
decisive objection that, in the last analysis, the provision of material
goods serves not only those ends which are usually termed economic,
but also many other ends.

Such a division of the motives of rational action involves a dual
conception of action — action from economic motives, on the one
side, action from non-economic motives, on the other — which is
absolutely irreconcilable with the necessary unity of will and action.
A theory of rational action must conceive such action as unitary.

§2
Rational Action

Action based on reason, action therefore which is only to be
understood by reason, knows only one end, the greatest pleasure of
the acting individual. The attainment of pleasure, the avoidance
of pain — these are its intentions. By this, of course, we do not mean
‘pleasure’ and ‘pain’ in the sense in which these terms used to be
used. In the terminology of the modern economist, pleasure is to
be understood as embracing all those things which men hold to be
desirable, all that they want and strive for. There can therefore be
no longer any contrast between the ‘noble’ ethics of duty and the
vulgar hedonistic ethics. The modern concept of pleasure, happiness,

1 It was left to the empiric-realistic school, with its terrible confusion of all concepts,
to explain the economic principle as a spemﬁc of production under a money economy;
e.g. Lexis, Allgemeine Volkswirtschaftslehre, Berlin and Leipzig 1910, p. 15

3 Amonn, Objekt und Grundbegriffe der theoretischen Nationalokonomte, znd Edition,
Wien und Leipzig 1927, p. 185.
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utility, satisfaction and the like includes all human ends, regardless
of whether the motives of action are moral or immoral, noble or
ignoble, altruistic or egotistical.*

In general men act only because they are not completely satisfied.
Were they always to enjoy complete happiness, they would be
witheat will, without desire, without action. In the land of the
lotus-eaters there is no action. Action arises only from need, from
dissatisfaction. It is purposeful striving towards something. Its
ultimate end is always to get rid of a condition which is conceived
to be deficient — to fulfil a need, to achieve satisfaction, to increase
happiness. If men had all the external resources of nature so
abundantly at their disposal that they were able to obtain complete
satisfaction by action, then they could use them heedlessly. They
would only have to consider their own powers and the limited time
at their disposal. For, compared with the sum of their needs, they
would still have only a limited strength and a2 limited life-time
available. They would still have to economize time and labour.
But to economy of materials they would be indifferent. In fact,
however, materials are also limited, so that they too have to be used
in such a way that the most urgent needs are satisfied first, with the
least possible expenditure of materials for each satisfaction.

The spheres of rational action and economic action are therefore
co-incident. All rational action is economic. All economic activity
is rational action. All rational action is in the first place in-
dividual action. Only the individual thinks. Only the individual
reasons. Only the individual acts. How society arises from the
action of individuals will be shown in a later part of our discussion.

§3

Economic calculation

All human action, so far as it is rational, appears as the exchange
of one condition for another. Men apply economic goods and
personal time and labour in the direction which, under the given
circumstances, promises the highest degree of satisfaction, and they

1 J. 8. Mill, Das Niitalichkeitsprinzip, translated by Wahrmund (Gesammelte Werke,
Deutsche Ausgabe von Th. Gomperz, Vol. I, Leipzig 1869, pp. 125-200).
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forego the satisfaction of lesser needs so as to satisfy the more urgent
needs. This is the essence of economic activity — the carrying out
of acts of exchange.* *

Every man who, in the course of economic activity, chooses
between the satisfaction of two needs, only one of which can be
satisfied, makes judgments of value. Such judgments concern firstly
and directly the satisfactions themselves; it is only from these that
they are reflected back upon goods. As a rule anyone in possession
of his senses is able at once to evaluate goods which are ready for
consumption. Under very simple conditions he should also have
little difficulty in forming a judgment upon the relative significance
to him of the factors of production. When, however, conditions are
at all complicated, and the connection between things is harder to
detect, we have to make more delicate computations if we are to
evaluate such instruments. Isolated man can easily decide whether
to extend his hunting or his cultivation. The processes of production
he has to take into account are relatively short. The expenditure
they demand and the product they afford can easily be perceived as
a whole. But to choose whether we shall use a waterfall to produce
electricity or extend coal-mining and better utilize the energy con-
tained in coal, is quite another matter. Here the processes of pro-
duction are so many and so long, the conditions necessary to the
success of the undertaking so multitudinous, that we can never be
content with vague ideas. To decide whether an undertaking is
sound we must calculate carefully.

But computation demands units. And there can be no unit of the
subjective use-value of commodities. Marginal utility provides no
unit of value. The worth of two units of a given commodity is not
twice as great as one — although it is necessarily greater or smaller
than one. Judgments of value do not measure: they arrange, they
grade.® If he relies only on subjective valuation, even isolated man
cannot arrive at a decision based on more or less exact computations
in cases where the solution is not immediately evident. To aid his
calculations he must assume substitution relations between com-
modities. As a rule he will not be able to reduce all to a common

! Schumpeter, Das Wesen und der Hauptinhalt der theoretischen Nationalokonomie,
Le:pzxg 1908, pp. 50, 8o.

The followmg remarks reproduce parts of my essay Die Wirtschaftsrechnung im
7 hen G wessen (Archiv fur Sozialwissenschaft, Vol. XLVII, pp. 86-121).

3 Cuhel Zur Lehre von den Bediirfnissen, Innsbruck 1907, p. 198.
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unit. But he may succeed in reducing all elements in the computa-
tion to such commodities as he can evaluate immediately, that is to
say, to goods ready for consumption and the disutility of labour and
then hc is able to base his decision upon this evidence. It is obvious
that even this is possible only in very simple cases. For complicated
and long processes of production it would be quite out of the
question,

In an exchange economy, the objective exchange value of com-
modities becomes the unit of calculation. This involves a threefold
advantage. In the first place we are able to take as the basis of cal-
culation the valuation of all individuals participating in trade. The
subjective valuation of one individual is not directly comparable with
the subjective valuation of others. It only becomes so as an exchange
value arising from the interplay of the subjective valuations of all who
take part in buying and selling. Secondly, calculations of this sort
provide a control upon the appropriate use of the means of production.
They enable those who desire to calculate the cost of complicated
processes of production to see at once whether they are working as
economically as others. If, under prevailing market prices, they can-
not carry through the process at a profit, it is a clear proof that others
are better able to turn to goed account the instrumental goods in
question. Finally, calculations based upon exchange values enable
us to reduce values to a common unit. And since the higgling of the
market establishes substitution relations between commodities, any
commodity desired can be chosen for this purpose. In a money
economy, money is the commodity chosen.

Money calculations have their limits. Money is neither a yard-
stick of value nor of prices. Money does not measure value. Nor are
prices measured in money: they are amounts of money. And,
although those who describe money as a ‘standard of deferred pay-
ments’ naively assume it to be so, as a commodity it is not stable in
value. The relation between money and goods perpetually fluctuates
not only on the ‘goods side’, but on the ‘money side’ also. As a rule,
indeed, these fluctuations are not too violent. They do not too much
impair the economic calculus, because under a state of continuous
change of all economic conditions, this calculus takes in view only
comparatively short periods, in which ‘sound money’ at least does
not change its purchasing power to any very great extent.

The deficiencies of money calculations arise for the most part, not
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because they are made in terms of a general medium of exchange,
money, but because they are based on exchange values rather than
on subjective use-values. For this reason all elements of value which
are not the subject of exchange elude such computations. If, for
example, we are considering whether a hydraulic power-works
would be profitable we cannot include in the computation the
damage which will be done to the beauty of the waterfalls unless the
fall in values due to a fall in tourist traffic is taken into account. Yet
we must certainly take such considerations into account when
deciding whether the undertaking shall be carried out.

Considerations such as these are often termed ‘non-economic’.
And we may permit the expression for disputes about terminology
gain nothing. But not all such considerations should be called
irrational. The beauty of a place or of a building, the health of the
race, the honour of individuals or nations, even if (because they are
not dealt with on the market) they do not enter into exchange rela-
tions, are just as much motives of rational action, provided people
think them significant, as those normally called economic. That they
cannot enter into money calculations arises from the very nature of
these calculations. But this does not in the least lessen the value of
money calculations in ordinary economic matters. For all such
moral goods are goods of the first order. We can value them directly;
and therefore have no difficulty in taking them into account, even
though they lie outside the sphere of money computations. That they
clude such computations does not make it any more difficult to bear
them in mind. If we know precisely how much we have to pay for
beauty, health, honour, pride, and the like, nothing need hinder us
from giving them due consideration. Sensitive people may be pained
to have to choose between the ideal and the material. But that is not
the fault of a money economy. It is in the nature of things. For even
where we can make judgments of value without money computations
we cannot avoid this choice. Both isolated man and socialist com-
munities would have to do likewise, and truly sensitive natures will
never find it painful. Called upon to choose between bread and
honour, they will never be at a loss how to act. If honour cannot be
eaten, eating can at least be foregone for honour. Only such as fear
the agony of choice because they secretly know that they could not
forego the material, will regard the necessity of choice as a
profanation.
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Money computations are only significant for purposes of ecomonic
calculation. Here they are used in order that the disposal of com-
modities may conform to the criterion of economy. And such calcu-
lations take account of commodities only in the proportions in which,
under given conditions, they exchange for money. Every extension
of the sphere of money calculation is misleading. It is misleading
when in historical researches, it is employed as a measure of past com-
modity values. It is misleading when it is employed to evaluate the
capital or national income of nations. It is misleading when it is
employed to estimate the value of things which are not exchangeable
as, for instance, when people attempt to estimate the loss due to
emigration or war.! All these are dilettantisms — even when they
are undertaken by the most competent economists.

But within these limits — and in practical life they are not over-
stepped — money calculation does all that we are entitled to ask of
it. It provides a guide amid the bewildering throng of economic
possibilities. It enables us to extend judgments of value which apply
directly only to consumption goods — or at best to production goods
of the lowest order — to all goods of higher orders. Without it, all
production by lengthy and roundabout processes would be so many
steps in the dark.

Two things are necessary if computations of value in terms of
money are to take place. First, not only goods ready for consumption
but also goods of higher orders must be exchangeable. If this were
not so, a system of exchange relationships could not emerge. It is
true that if an isolated man is ‘exchanging’ labour and flour for
bread within his own house, the considerations he has to take into
account are not different from those which would govern his actions
if he were to exchange bread for clothes on the market. And it is,
therefore, quite correct to regard all economic activity, even the
economic activity of isolated man, as exchange. But no single man,
be he the greatest genius ever born, has an intellect capable of de-
ciding the relative importance of each one of an infinite number of
goods of higher orders. No individual could so discriminate between
the infinite number of alternative methods of production that he
could make direct judgments of their relative value without auxiliary
calculations. In societies based on the division of labour, the

} Wieser, Uber den Ursprung und die Hauptgesetze des wirtschaftlichen Wertes, Wien
1884, p. 185 et seq.
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distribution of property rights effects a kind of mental division of
labour, without which neither economy nor systematic production
would be possible.

In the second place, there must be a general medium of exchange,
a money, in use. And this must serve as an intermediary in the
exchange of production goods equally with the rest. If this were not
s0, it would be impossible to reduce all exchange relationships to a
common denominator.

Only under very simple conditions is it possible to dispense with
money calculations. In the narrow circle of a closed household,
where the father is able to supervise everything, he may be able to
evaluate alterations in methods of production without having re-
course to money reckoning. For, in such circumstances, production
is carried on with relatively little capital. Few roundabout methods
of production are employed. As a rule production is concerned with
consumption goods, or goods of higher orders not too far removed
from consumption goods. Division of labour is still in its earliest
stages. The labourer carries through the production of a commodity
from beginning to end. In an advanced society all this is changed.
It is impossible to argue from the experience of primitive societies
that under modern conditions we can dispense with money.

In the simple conditions of a closed household, it is possible to
survey the whole process of production from beginning to end. It is
possible to judge whether one particular process gives more con-
sumption goods than another. But, in the incomparably more com-
plicated conditions of our own day, this is no longer possible. True,
a socialistic society could see that 1000 litres of wine were better than
800 litres. It could decide whether or not 1000 litres of wine were to
be preferred to 500 litres of oil. Such a decision would involve no
calculation. The will of some man would decide. But the real busi-
ness of economic administration, the adaptation of means to ends
only begins when such a decision is taken. And only economic
calculation makes this adaptation possible. Without such assistance,
in the bewildering chaos of alternative materials and processes the
human mind would be at a complete loss. Whenever we had to
decide between different processes or different centres of production,
we would be entirely at sea.!

1 Gottl-Ottlilienfeld, Wirtschaft und Technik (Grundriss der Sozialskonomik, II,
Tubingen 1914), p. 216.
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To suppose that a socialist community could substitute calcula-
tions in kind for calculations in terms of money is an illusion. In a
community that does not practice exchange, calculations in kind can
never cover more than consumption goods. They break down com-
pletely where goods of higher order are concerned. Once society
abandons free pricing of production goods rational production
becomes impossible. Every step that leads away from private owner-
ship of the means of production and the use of money is a step away
from rational economic activity.

It was possible to overlook all this because such Socialism as we
know at first hand exists only, one might say, in socialistic oases in
what, for the rest, is a system based upon free exchange and the use
of money. To this extent, indeed, we may agree with the otherwise
untenable socialist contention — it is only employed for propagandist
purposes — that nationalized and municipalized undertakings within
an otherwise capitalist system are not Socialism. For the existence of
a surrounding system of free pricing supports such concerns in their
business affairs to such an extent that in them the essential peculiarity
of economic activity under Socialism does not come to light. In
State and municipal undertakings it is still possible to carry out
technical improvements, because it is possible to observe the effects
of similar improvements in similar private undertakings at home and
abroad. In such concerns it is still possible to ascertain the advan-
tages of reorganization because they are surrounded by a society
which is still based upon private ownership in the means of produc-
tion and the use of money. It is still possible for them to keep books
and make calculations which for similar concerns in a purely socialist
environment would be entirely out of the question.

Without calculation, economic activity is impossible. Since under
Socialism economic calculation is impossible, under Socialism there
can be no economic activity in our sense of the word. In small and
insignificant things rational action might still persist. But, for the
most part, it would no longer be possible to speak of rational produc-
tion. Inthe absence of criteria of rationality, production could not be
consciously economical.

For some time possibly the accumulated tradition of thousands
of years of economic freedom would preserve the art of economic
administration from complete disintegration. Men would preserve
the old processes not because they were rational, but because they
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were sanctified by tradition. In the meantime, however, changing
conditions would make them irrational. They would become un-
economical as the result of changes brought about by the general
decline of economic thought. It is true that production would no
longer be ‘anarchical’. The command of a supreme authority would
govern the business of supply. Instead of the economy of ‘anarchical’
production the senseless order of an irrational machine would be
supreme. The wheels would go round, but to no effect.

Let us try to imagine the position of a socialist community.
There will be hundreds and thousands of establishments in which
work is going on. A minority of these will produce goods ready for
use. The majority will produce capital goods and semi-manufac-
tures. All these establishments will be closely connected. Each
commodity produced will pass through a whole series of such estab-
lishments before it is ready for consumption. Yet in the incessant
press of all these processes the economic administration will have no
real sense of direction. It will have no means of ascertaining whether
a given piece of work is really necessary, whether labour and material
are not being wasted in completing it. How would it discover which
of two processes was the more satisfactory? At best, it could compare
the quantity of ultimate products. But only rarely could it compare
the expenditure incurred in their production. It would know exactly
— or it would imagine it knew — what it wanted to produce. It
ought therefore to set about obtaining the desired results with the
smallest possible expenditure. But to do this it would have to be able
to make calculations. And such calculations must be calculations of
value. They could not be merely ‘technical’, they could not be cal-
culations of the objective use-value of goods and services. This is so
obvious that it needs no further demonstration.

Under a system based upon private ownership in the means of
production, the scale of values is the outcome of the actions of every
independent member of society. Everyone plays a two-fold part in
its establishment first as a consumer, secondly as producer. As con-
sumer, he establishes the valuation of goods ready for consumption.
As producer, he guides production-goods into those uses in which
they yield the highest product. In this way all goods of higher orders
also are graded in the way appropriate to them under the existing
conditions of production and the demands of society. The interplay
of these two processes ensures that the economic principle is observed
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in both consumption and production. And, in this way, arises the
exactly graded system of prices which enables everyone to frame his
demand on economic lines.

Under Socialism, all this must necessarily be lacking. The
economic administration may indeed know exactly what commo-
dities are needed most urgently. But this is only half the problem.
The other half, the valuation of the means of production, it cannot
solve. It can ascertain the value of the totality of such instruments.
That is obviously equal to the value of the satisfactions they afford.
If it calculates the loss that would be incurred by withdrawing them,
it can also ascertain the value of single instruments of production.
But it cannot assimilate them to a common price denominator, as
can be done under a system of economic freedom and money prices.

It is not necessary that Socialism should dispense altogether with
money. It is possible to conceive arrangements permitting the use
of money for the exchange of consumers goods. But since the prices
of the various factors of production (including labour) could not
be expressed in money, money could play no part in economic
calculations.?

Suppose, for instance, that the socialist commonwealth was con-
templating a new railway line. Would a new railway line be a good
thing? Ifso, which of many possible routes should it cover? Under a
system of private ownership we could use money calculations to
decide these questions. The new line would cheapen the transporta-
tion of certain articles, and, on this basis, we could estimate whether
the reduction in transport charges would be great enough to counter-
weigh the expenditure which the building and running of the line
would involve. Such a calculation could be made only in money.
We could not do it by comparing various classes of expenditure and
savings in kind. Ifit is out of the question to reduce to a common
unit the quantities of various kinds of skilled and unskilled labour,
iron, coal, building materials of different kinds, machinery and the
other things which the building and upkeep of railways necessitate,
then it is impossible to make them the subject of economic calcula-
tion. We can make systematic economic plans only when all the

! Neurath too admitted this. (Durch die Kriegswirtschaft zur Naturalwirtschaft,
Miinchen 1919, p. 216 et seg.) He asserts that every complete administrative economy

lanned economy) is ultimately a natural economy (barter system). ‘To socialize

ercfore means to advance the natural economy,” Neurath, however, did not recognize
the insurmountable difficulties economic calculation would encounter in the socialist
community.
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commodities which we have to take into account can be assimilated
to money. True, money calculations are incomplete. True, they
have profound deficiencies. But we have nothing better to put in
their place. And under sound monetary conditions they suffice for
practical purposes. If we abandon them, economic calculation
becomes absolutely impossible.

This is not to say that the socialist community would be entirely
at a loss. It would decide for or against the proposed undertaking
and issue an edict. But, at best, such a decision would be based on
vague valuations. Itcould not bebased on exact calculations of value.

A stationary society could, indeed, dispense with these calcula-
tions. For there, economic operations merely repeat themselves.
So that, if we assume that the socialist system of production were
based upon the last state of the system of economic freedom which
it superseded, and that no changes were to take place in the future,
we could indeed conceive a rational and economic Socialism. But
only in theory. A stationary economic system can never exist.
Things are continually changing, and the stationary state, although
necessary as an aid to speculation, is a theoretical assumption to
which there is no counterpart in reality. And, quite apart from this,
the maintenance of such a connection with the last state of the
exchange economy would be out of the question, since the transition
to Socialism with its equalization of incomes would necessarily trans-
form the whole ‘set’ of consumption and production. And then we
have a socialist community which must cross the whole ocean of
possible and imaginable economic permutations without the compass
of economic calculation.

All economic change, therefore, would involve operations the
value of which could neither be predicted beforehand nor ascertained
after they had taken place. Everything would be a leap in the dark.
Socialism is the renunciation of rational economy.

§4

The capitalist economy

The terms ‘Capitalism’ and ‘Capitalistic Production’ are political
catchwords. They were invented by socialists, not to extend know-
ledge, but to carp, to criticize, to condemn. To-day, they have only
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to be uttered to conjure up a picture of the relentless exploitation of
wage-slaves by the pitiless rich. They are scarcely ever used save to
imply a disease in the body-politic. From a scientific point of view,
they are so obscure and ambiguous that they have no value whatever.
Their users agree only in this, that they indicate the characteristics
of the modern economic system. But wherein these characteristics
consist is always a matter of dispute. Their use, therefore, is entirely
pernicious, and the proposal to extrude them altogether from
economic terminology, and to leave them to the matadors of popular
agitation, deserves serious consideration.*

If, nevertheless, we do desire to discover for them a precise
application, we should start from the idea of capital calculations.
And since we are concerned only with the analysis of actual economic
phenomena, and not with economic theory — where ‘capital’ is often
used in a sense specially extended for particular purposes — we must
first ask what significance is attached to the term in business practice.
There we find it used only for purposes of economic calculation. It
serves to bring the original properties of a concern under one de-
nomination, whether they consisted of money or were only expressed
in money.* The object of its computations is to enable us to ascertain
how much the value of this property has altered in the course of
business operations. The concept of capital is derived from economic
calculation. Its true home is accountancy — the chief instrument of
commercial rationality. Calculation in terms of money is an essential
element of the concept of capital.?

If the term capitalism is used to designate an economic system in
which production is governed by capital calculations, it acquires a
special significance for defining economic activity. Understood thus,
it is by no means misleading to speak of Capitalism and capitalistic
methods of production, and expressions such as the capitalistic spirit
and the anti-capitalistic disposition acquire a rigidly circumscribed
connotation. Capitalism is better suited to be the antithesis of
Socialism than Individualism, which is often used in this way. Asa
rule those who contrast Socialism with Individualism proceed on the

1 Passow, Kapitalismus, eine begrifflich-terminologische Studie, Jena 1918, p. 1 et
seg. In the second Edition, published 1927, Passow expressed the opinion (p. 15,
note 2), in view of the most recent literature, that the term ‘Capitalism’ might in time
gradually lose the moral colouring.

* Karl Menger, Zur Theorie des Kapitals (S.A. aus den Jahrbiichern f. Nationalo-

konomie und Statistik, Vol. XVII), p. 41.
* Passow, op. cit. (2and Edition), p. 49 et seg.
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tacit assumption that there is a contradiction between the interests
of the individual and the interest of society, and that, while Socialism
takes the public welfare as its object, individualism serves the interests
of particular people. And since this is one of the gravest sociological
fallacies we must avoid carefully any form of expression which might
allow it secretly to creep in.

According to Passow, where the term Capitalism is used correctly,
the association it is intended to convey is usually bound up with the
development and spread of large scale undertakings.? We may admit
this — even if it is rather difficult to reconcile with the fact that people
customarily speak of ‘Grosskapital’ and ‘Grosskapitalist’ and then
of ‘Kleinkapitalisten’. But, if we recollect that only capital calcula-
tion made the growth of giant enterprise and undertakings possible,
this does not in any way invalidate the definitions we propose.

§5

The narrower concept of the ‘economic’

The common habit of economists of distinguishing between
‘economic’ or ‘purely economic’ and ‘non-economic’ action is just
as unsatisfactory as the old distinction between ideal and material
goods. For willing and acting are unitary. All ends conflict among
themselves and it is this conflict which ranges them in one scale. Not
only the satisfaction of wishes, desires and impulses that can be at-
tained through interaction with the external world, but the satisfac-
tion also of ideal needs must be judged by one criterion. In life we
have to choose between the ‘ideal’ and the ‘material’. It is, therefore,
just as essential to make the former subject to a unitary criterion of
values as the latter. In choosing between bread and honour, faith
and wealth, love and money, we submit both alternatives to one test.

It is, therefore, illegitimate to regard the ‘economic’ as a definite
sphere of human action which can be sharply delimited from other
spheres of action. Economic activity is rational activity. And since
complete satisfaction is impossible, the sphere of economic activity
is coterminous with the sphere of rational action. It consists firstly
in valuation of ends, and then in the valuation of the means leading
to these ends. All economic activity depends, therefore, upon the

1 Passow, op. cit. (2nd Edition), p. 132 et. seq.
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existence of ends. Ends dominate economy and alone give it meaning.

Since the economic principle applies to all human action, it is
necessary to be very careful when distinguishing, within its sphere,
between ‘purely economic’ and other kinds of action. Such a division
is indeed indispensable for many scientific purposes. It singles out
one particular end and contrasts it with all others. This end — at this
point we need not discuss whether it is ultimate or not —is the
attainment of the greatest possible product measured in money. It
is, therefore, impossible to assign it a specially delimited sphere of
action. It is true that for each individual it has such a delimited
sphere, but this varies in extent according to the general outlook of
the individual concerned. It is one thing for the man to whom
honour is dear. It is another for him who sells his friend for gold.
Neither the nature of the end nor the peculiarity of the means is what
Jjustifies the distinction, but merely the special nature of the methods
employed. Only the fact that it uses exact calculation distinguishes
‘purely economic’ from other action.

The sphere of the ‘purely economic’ is nothing more and nothing
less than the sphere of money calculation. The fact that in a certain
field of action it enables us to compare means with minute exactitude
down to the smallest detail means so much both for thought and
action that we tend to invest this kind of action with special impor-
tance. It is easy to overlook the fact that such a distinction is only a
distinction in the fechnigue of thought and action and in no way a
distinction in the ultimate end of action — which is unitary. The
failure of all attempts to exhibit the ‘economic’ as a special depart-
ment of the rational and within that to discover still another sharply
defined department, the ‘purely economic’, is no fault of the analytical
apparatus employed. There can be no doubt that great subtlety of
analysis has been concentrated on this problem, and the fact that it
has not been solved clearly indicates that the question is one to which
no satisfactory answer can be given. The sphere of the ‘economic’ is
plainly the same as the sphere of the rational: and the sphere of
the ‘purely economic’ is nothing but the sphere in which money
calculation is possible.

In the last resort the individual can acknowledge one end, and
one end only: the attainment of the greatest satisfaction. This ex-
pression includes the satisfying of all kinds of human wants and
desires, regardless whether they are ‘material’ or immaterial (moral).
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In the place of the word ‘satisfaction’ we could employ the word
‘happiness’, had we not to fear the misunderstandings, for which the
controversy on Hedonism and Eudaemonism was responsible.

Satisfaction is subjective. Modern social philosophy has em-
phasized this so sharply in contrast to former theories that there is a
tendency to forget that the physiological structure of mankind and
the unity of outlook and emotion arising from tradition create a far-
reaching similarity of views regarding wants and the means to satisfy
them. It is precisely this similarity of views which makes society
possible. Because they have common aims, men are able to live
together. Against this fact that the majority of ends (and those the
most important) are common to the great mass of mankind, the fact
that some ends are only entertained by a few is of subordinate
importance.

The customary division between economic and non-economic
motives is, therefore, invalidated by the fact that on the one hand,
the end of economic activity lies outside the range of economics, and
on the other, that all rational activity is economic. Nevertheless,
there is good justification for separating ‘purely economic’ activities
(that is to say, activity susceptible of valuation in money) from all
other forms of activity. For, as we have already seen, outside the
sphere of money calculation there remain only intermediate ends
which are capable of evaluation by immediate inspection: and once
this sphere is left, it is necessary to have recourse to such judgments.
It is the recognition of this necessity which provides the occasion for
the distinction we have been discussing.

If, for example, a nation desires to make war, it is illegitimate to
regard the desire as necessarily irrational because the motive for
making war lies outside those customarily considered as ‘economic’ —
as might be the case, e.g. with wars of religion. If the nation decides
on the war with complete knowledge of all the facts because it
judges that the end in view is more important than the sacrifice
involved, and because it regards war as the most suitable means of
obtaining it, then war cannot be regarded as irrational. It is not
necessary at this point to decide whether this supposition is ever true
or if it ever can be true. It is precisely this which has to be examined
when one comes to choose between war and peace. And it is pre-
cisely with a view to introducing clarity into such an examination
that the distinction we have been discussing has been introduced.
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It is only necessary to remember how often wars or tariffs. are
recommended as being ‘good business’ from the ‘economic’ point of
view to realize how often this is forgotten. How much clearer would
have been the political discussions of the last century if the distinction
between the ‘purely economic’ and the ‘non-economic’ grounds of
action had been kept in mind.
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CHAPTER I1I

THE ORGANIZATION OF PRODUCTION
UNDER SOCIALISM

§1
The socialization of the means of production

NDER Socialism all the means of production are the property of

the community. The community alone disposes of them and
decides how to use them in production. The community produces,
the products accrue to the community, and the community decides
how those products are to be used.

Modern socialists, especially those of the Marxian persuasion, lay
great emphasis on designating the socialist community as Society,
and therefore on describing the transfer of the means of production
to the control of the community as the ‘Socialization of the means of
production’. In itself the expression is unobjectionable but in the
connection in which it is used it is particularly designed to obscure
one of the most important problems of Socialism.

The word ‘society’, with its corresponding adjective ‘social’, has
three separate meanings. It implies, first, the abstract idea of social
interrelationships, and secondly, the concrete conception of a union
of the individuals themselves. Between these two sharply different
meanings, a third has been interposed in ordinary speech: the ab-
stract society is conceived as personified in such expressions as
‘human society’, ‘civil society’.

Now Marx uses the term with all these meanings. This would
not matter as long as he made the distinction quite clear. But he
does just the opposite. He interchanges them with a conjurer’s skill
whenever it appears to suit him. When he talks of the social character
of capitalistic production he is using social in its abstract sense. When
he speaks of the society which suffers during crises he means the
personified society of mankind. But when he speaks of the society
which is to expropriate the expropriators and socialize the means of
production he means an actual social union. And all the meanings
are interchanged in the links of his argument whenever he has to
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prove the unprovable. The reason for all this is in order to avoid
using the term State or its equivalent, since this word has an un-
pleasant sound to all those lovers of freedom and democracy, whose
support the Marxian does not wish to alienate at the outset. A pro-
gramme which would give the State the general responsibility and
direction of all production has no prospect of acceptance in these
circles. It follows that the Marxist must continually find a phrase-
ology which disguises the essence of the programme, which succeeds in
concealing the unbridgeable abyss dividing democracy and Socialism.
It does not say much for the perception of men who lived in the
decades immediately preceding the World War that they did not see
through this sophistry.

The modern doctrine of the state understands by the word ‘State’
an authoritative unit, an apparatus of compulsion characterized not
by its aims but by its form. But Marxism has arbitrarily limited the
meaning of the word State, so that it does not include the Socialistic
State. Only those states and forms of state organization are called
the State which arouse the dislike of the socialist writers. For the
future organization to which they aspire the term is rejected in-
dignantly as dishonourable and degrading. Itis called ‘Society’. In
this way the Marxian social democracy could at one and the same
time contemplate the destruction of the existing State machine,
fiercely combat all anarchistic movements, and pursue a policy which
led directly to an all powerful state. !

Now it does not matter in the least what particular name is
given to the coercive apparatus of the socialistic community. If we
use the word ‘State’ we have a term in common use, except in the
quite uncritical Marxian literature, an expression which is generally
understood and which evokes the idea it is intended to evoke. But
there is no disadvantage in avoiding this term if we wish, since it
arouses mixed feelings in many people, and in substituting the ex-
pression ‘community’. The choice of terminology is purely a matter
of style, and has no practical importance.

What is important is the problem of the organization of this
socialistic State or community. When dealing with the concrete ex-
pression of the will of the State, the English language provides a
more subtle distinction by permitting us to use the term government
instead of the term state. Nothing is better designed to avoid the

1 See the critique of Kelsen, Staat und Gesellschaft, p. 11 et seq.

129



PRODUCTION UNDER SOCIALISM

mysticism which in this connection has been fostered by Marxian
usages to the highest degree. For the Marxists talk glibly about
expressing the will of society, without giving the slightest hint how
‘society’ can proceed to will and act. Yet of course the community
can only act through organs which it has created.

Now it follows from the very conception of the socialistic com-
munity that the organ of control must be unitary. A socialist com-
munity can have only one ultimate organ of control which combines
a]l economic and other governmental functions. Of course this organ
can be subdivided and there can be subordinate offices to which
definite instructions are transmitted. But the unitary expression of
the common will, which is the essential object of the socialization of
the means of production and of production, necessarily implies that
all offices entrusted with the supervision of different affairs shall be
subordinate to one office. This office must have supreme authority
to resolve all variations from the common purpose and unify the
executive aim. How it is constituted, and how the general will suc-
ceeds in expressing itself in and by it, is of minor importance in the
investigation of our particular problem. It does not matter whether
this organ is an absolute prince or an assembly of all citizens organized
as a direct or indirect democracy. It does not matter how this organ
conceives its will and expresses it. For our purpose we must consider
this as accomplished and we need not spend any time over the ques-
tion how it can be accomplished, whether it can be accomplished
or whether Socialism is already doomed because it cannot be
accomplished.

At the outset of our inquiry we must postulate that the socialistic
community is without foreign relations. It embraces the whole world
and its inhabitants. If we conceive it as limited, so that it comprises
only a part of the world and the inhabitants therein, we must assume
that it has no economic relations with the territories and peoples out-
side its boundaries. We are to discuss the problem of the isolated
socialistic community. The implications of the contemporaneous
existence of several socialistic communities will be dealt with when
we have surveyed the problem in complete generality.
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§2
Economic calculation in the socialist community

The theory of economic calculation shows that in the socialistic
community economic calculation would be impossible.

In any large undertaking the individual works or departments
are partly independent in their accounts. They can reckon the cost
of materials and labour, and it is possible at any time for an indi-
vidual group to strike a separate balance and to sum up the results
ofits activity in figures. In this wayitis possible to ascertain with what
success each separate branch has been operated and thereby to make
decisions concerning the reorganization, limitations or extension of
existing branches or the establishment of new ones. Some mistakes
are of course unavoidable in these calculations. They arise partly
from the difficulty of allocating overhead costs. Other mistakes again
arise from the necessity of calculating from insufficiently determined
data, as, e.g. when in calculating the profitability of a certain pro-
cess, depreciation of the machinery employed is determined by assum-
ing a certain working life for the machine. But all such errors can
be confined within certain narrow limits which do not upset the total
result of the calculation. Whatever uncertainty remains is attributed
to the uncertainty of future conditions inevitable in any imaginable
state of affairs.

It seems natural then to ask why individual branches of produc-
tion in a socialistic community should not make separate accounts
in the same manner. But this is impossible. Separate accounts for a
single branch of one and the same undertaking are possible only
when prices for all kinds of goods and services are established in the
market and furnish a basis of reckoning. Where there is no market
there is no price system, and where there is no price system there can
be no economic calculation.

Some may think that it is possible to permit exchange between the
different groups of undertakings so as to establish a system of ex-
change relations (prices) and in this way create a basis for economic
calculation in the socialistic community. Thus within a framework
of a unitary economic system which does not recognize private pro-
perty in the means of production, individual branches of industry
with separate administration could be set up, subject of course, to

131


George Reisman


PRODUCTION UNDER SOCIALISM

the supreme economic authority, but able to transfer to each other
goods and services for a consideration reckoned in a common
medium of exchange. This roughly, is how people conceive the pro-
ductive organization of socialistic industry when they speak nowadays
of complete socialization and the like. But here again the decisive
point is evaded. Exchange relations in productive goods can only
be established on the basis of private property in the means of pro-
duction. If the Coal Syndicate delivers coal to the Iron Syndicate a
price can be fixed only if both syndicates own the means of
production in the industry. But that would not be Socialism but
Syndicalism.

For those socialist writers who accept the labour theory of value
the problem is, of course, quite simple.

‘As soon,’” says Engels, ‘as Society has taken possession of the
means of production and applies them to direct social production the
labour of everyone, however different its specific use may be, will
immediately become direct social labour. The amount of social
labour inherent in any product does not require to be ascertained in
any roundabout way: everyday experience will show how much of it
on the average is necessary. Society can easily reckon how many
hours of labour inhere in a steam engine, in a hectolitre of wheat of
the last harvest, in a hundred square metres of cloth of a certain
quality. Of course society will have to find out how much work is
required for the manufacture of every article of consumption. It will
have to base its plans on a consideration of the means of production
at its disposal — and of course the labour force falls into this category.
The utility of the different objects of consumption weighed against
one another and against the labour necessary for their production
will finally determine the plan. The people will decide every-
thing quite easily without the intervention of the much-vaunted
value.’t

It is not part of our business here to restate the critical arguments
against the labour theory of value. They interest us at this point only
in so far as they enable us to judge the possibility of making labour the
basis of economic calculation in a socialistic community.

At first sight it would appear that calculations based on labour
take into account the natural conditions of production, as well as
conditions arising from the human element. The Marxian concept

1 Engels, Herrn Eugen Diihrings Umwdlzung der Wissenschaft, p. 335 et seq.
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of the socially necessary labour time takes the law of diminishing
returns into consideration in so far as it results from different natural
conditions of production. If the demand for a commodity increases
and less favourable natural conditions have to be exploited, then the
average socially necessary time for the production of a unit also
increases. If more favourable conditions of production are discovered
then the necessary quantum of social labour declines.* But this is not
enough. Computation of changes in marginal labour costs only take
account of natural conditions in so far as they influence labour costs.
Beyond that, the ‘labour’ calculation breaks down. It leaves, for
instance, the consumption of material factors of production entirely
out of account. Suppose the socially necessary labour time tor pro-
ducing two commodities P and Q is ten hours, and that the produc-
tion of a unit both of P and of Q) requires material A, one unit of
which is produced by one hour of socially necessary labour, and that
the production of P involves two units of A and eight hours of labour,
and of Q) one unit of A and nine hours of labour. In a calculation
based on labour time P and Q) are equivalent, but in a calculation
based on value P must be worth more than Q. The former calcula-
tion is false. Only the latter corresponds to the essence and object of
economic calculation. It is true that this surplus by which the value
of P exceeds that of Q, this material substratum, ‘is furnished by
nature without the help of man’,® but provided it is present only in
such quantities that it becomes an economic factor it must also in
some form enter into economic calculation.

The second deficiency of the labour calculation theory is that it
disregards differences in the quality of labour. For Marx all human
labour is economically homogeneous, because it is always the ‘pro-
ductive expenditure of human brain, muscles, nerves, hands, etc.’
‘Skilled labour is only intensified, or rather multiplied simple labour,
so that a small quantity of skilled labour equals a larger quantity of
simple labour. Experience shows that this resolution of skilled into
simple constantly happens. A commodity may be the product of
highly skilled labour, but its value equates it to the product of simple
labour and represents only a certain quantity of simple labour.’*
Bohm-Bawerk was justified in describing this argument as a master-

! Marx, Das Kapital, Vol.. 1, p. 5 et seq.
2 Ibid. p. § et seq.
3 Ibid. p. 10 et seq.
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piece of astounding naivety.* In criticizing it one may conveniently
leave undecided whether one can discover a unitary physiological
measure of all human labour, physical as well as ‘mental’. For it is
certain that between men themselves there are differences of capa-
bility and skill which result in differing qualities of the goods and
services produced. What is ultimately decisive for the solution of the
problem of the feasibility of using labour as a basis of economic
calculation is the question whether one can assimilate different kinds
of work to a common denominator without a valuation of the pro-
ducts by the consumer. It is clear that the argument which Marx
brings to bear on this point has failed. Experience does indeed show
that commodities enter into exchange regardless of the question
whether they are the products of skilled or simple labour. But this
would only prove that a definite quantity of simple labour is equal
to a definite quantity of skilled labour if it were proved that labour
is the source of exchange value. But not only is this unproven; it is
exactly what Marx originally set out to prove. The fact that in
exchange a substitute relation between simple and skilled labour has
arisen in the form of wage rates — a point to which Marx does not
here allude — is not in the least a proof of this homogeneity. This
process of equating is a result of the working of the market, not its
presupposition. Calculations based on labour cost rather than on
monetary values would have to establish a purely arbitrary relation
by which to resolve skilled into simple labour, and this would make
them useless as an instrument for the economic organization of
resources.

It was long thought that the labour theory of value provided a
necessary ethical basis for the demand to socialize the means of pro-
duction. Weknow now that this was an error. Although the majority
of socialists have adopted this view and although even Marx with his
professedly non-ethical standpoint could not shake it off, it is clear
that, on the one hand, the political demands for the introduction of
the socialistic method of production neither need nor receive support
from the labour theory of value, and, on the other hand, that those
who hold different views on the nature and causes of value can also
have socialistic tendencies. But from another point of view, the
labour theory of value is still an essential dogma for the advocates of

1 Bshm-Bawerk, Kapital und Kapitalzins, Vol. 1, 3rd Edition, Innsbruck 1914,
p. 531
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the socialistic method of production. For socialistic production in a
society based on division of labour seems practicable only if there is
an objective recognizable unit of value which would enable economic
calculations to be made in an exchangeless and moneyless community
and labour seems the only thing to serve this purpose.

§s3

Recent socialist doctrines and the problems of economic calculation

The problem of economic calculation is the fundamental problem
of Socialism. That for decades people could write and talk about
Socialism without touching this problem only shows how devastating
were the effects of the Marxian prohibition on scientific scrutiny of
the nature and working of a socialist economy.?

To prove that economic calculation would be impossible in the
socialist community is to prove also that Socialism is impracticable.
Everything brought forward in favour of Socialism during the last
hundred years, in thousands of writings and speeches, all the blood
which has been spilt by the supporters of Socialism, cannot make
Socialism workable. The masses may long for it ever so ardently,
innumerable revolutions and wars may be fought for it, still it will
never be realized. Every attempt to carry it out will lead to syndi-
calism or, by some other route, to chaos, which will quickly dissolve
the society, based upon the division of labour, into tiny autarkous
groups.

The discovery of this fact is clearly most inconvenient for the
socialist parties, and socialists of all kinds have poured out attempts
to refute my arguments and to invent a system of economic calcula-
tion for Socialism. They have not been successful. They have not

! We may point out here that as early as 1854 Gossen knew ‘that only through private
property is the measure found for determining the quantity of each commodity which
it would be best to produce under given conditions. Therefore, the central authority,
proposed by the communists, for the distribution of the various tasks and their reward,
would very soon find that it had taken on a job the solution of which far surpasses the
abilities of individual men.’ (Gossen, Entwicklung der Gesetze des menschlichen Ver-
kehrs, New Edition, Berlin 1889, p. 231.) Pareto (Cours d’Economie Politique, Vol. 11,
Lausanne 1897, p. 364 et seq.) and Barone (Il Ministro della Produzione nello Stato
Coletivista in Giornale degli Economisti, Vol. XXXVII, 1908, p. 409 et seq.) did not
penetrate to the core of the problem. Pierson clearly and completely recognized the
problem in 1902. See his Das Wertproblem in der sozialistischen Gesellschaft (German
translation by Hayek, Zeitschrift fiir Volkswirtschaft, New Series, Vol. 1V, 1925, p. 607
et seq.) See now Hayek, Collectivist Economic Planning, London 1935.
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produced a single new argument which I have not already taken
account of.} Nothing has shaken the proof that under Socialism
economic calculation is impossible.?

The attempt of the Russian Bolsheviks to transfcr Socialism from
a party programme into real life has not encountered the problem
of economic calculation under Socialism, for the Soviet Republics
exist within a world which forms money prices for all means of pro-
duction. The rulers of the Soviet Republics base the calculations on
which they make their decisions on these prices. Without the help of
these prices their actions would be aimless and planless. Only so far
as they refer to this price system, are they able to calculate and keep
books and prepare their plans. Their position is the same as the
position of the state and municipal Socialism of other countries: the
problem of socialist economic calculation has not yet arisen for them.
State and municipal enterprises calculate with those prices of the
means of production and of consumption goods which are formed on
the market. Therefore it would be precipitate to conclude from the
fact that municipal and state enterprises exist, that socialist economic
calculation is possible.

We know indeed that socialist enterprises in single branches of
production are practicable only because of the help they get from
their non-socialist environment. State and municipality can carry
on their own enterprises because the taxes which capitalist enterprises
pay, cover their losses. In a similar manner Russia, which left to
herself would long ago have collapsed, has been supported by finance
from capitalist countries. But incomparably more important than
this material assistance, which the capitalist economy gives to socialist
enterprises, is the mental assistance. Without the basis for calculation
which Capitalism places at the disposal of Socialism, in the shape of
market prices, socialist enterprises would never be carried on, even
within single branches of production or individual countries.

1 I have briefly discussed the most important of these replies in two short essays:—
‘Neue Beitrdge zum Problem der sozialistischen Wirtschaftsrechnung’ (Archiv fiir Sozial-
wissenschaft, Vol. VI, pp. 488-500) and ‘Neue Schriften sum Problem der sozialist-
ischen Wzrtschaftsrechnung (Ibid., Vol. LX, pp. 187-90). See Appendix.

* In scientific literature there is no more doubt about this. See Max Weber, Wirt-
schaft und Gesellschaft (Grunriss der Sozialokonomik, Vol. III), Tubmgen 1922,
PP- 45-59; Adolf Weber, Aligemeine Volk:wirt:chaft:lehre, 4th Edition, Miinchen und
Leipzig 1932, Vol. II, p. 369 et seq; Brutzkus, Die Lehren des Marxismus im Lichte der
russischen Revolution, Berlin 1928, p. 21 et seq; C. A. Verrijn Stuart, Winstbejag versus

behoeftenbevrediging (Overdruk Economist, 76 Jaargang Aflevering 1), p. 18 et seq;
Pohle-Halm, Kapitalismus und Sozialismus, 4th Edition, Berlin 1931, p. 237 et seg.
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Socialist writers may continue to publish books about the decay
of Capitalism and the coming of the socialist millennium: they may
paint the evils of Capitalism in lurid colours and contrast with them
an enticing picture of the blessings of a socialist society; their writings
may continue to impress the thoughtless — but all this cannot alter
the fate of the socialist idea.? The attempt to reform the world
socialistically might destroy civilization. It would never set up a
successful socialist community.

§4

The artificial market as the solution of the problem of economic
calculation

Some of the younger socialists believe that the socialist community
could solve the problem of economic calculation by the creation of an
artificial market for the means of production. They admit that it
was an error on the part of the older socialists to have sought to
realize Socialism through the suspension of the market and the
abolition of pricing for goods of higher orders; they hold that it was
an error to have seen in the suppression of the market and of the
price system the essence of the socialistic ideal. And they contend
that if it is not to degenerate into a meaningless chaos in which the
whole of our civilization would disappear, the socialist community
equally with the capitalistic community, must create a market in
which all goods and services may be priced. On the basis of such
arrangements, they think, the socialist community will be able to
make its calculations as easily as the capitalist entrepreneurs.

Unfortunately the supporters of such proposals do not see (or
perhaps will not see) that it is not possible to divorce the market and
its functions in regard to the formation of prices from the working of
a society which is based on private property in the means of produc-
tion and in which, subject to the rules of such a society, the landlords,

1 Characteristic of this branch of literature is the recently published work of C.
Landauer, Planwirtschaft und Verkehrswirtschaft, Miinchen und Leipzig 1931. Here
the writer deals with the problem of economic calculation quite naively, at first by
asserting that in a socialist socicty ‘the individual enterprises . . . could buy from each
other, just as capitalist enterprises buy from each other’ (p. 114). A few pages on he
explains that ‘besides this’ the socialist state will ‘have to set up a control accountancy
in kind’; the state will be ‘the only one able to do this because in contrast to Capitalism
it controls production itself’ (p. 122). 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.
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capitalists and entrepreneurs can dispose of their property as they
think fit. For the motive force of the whole process which gives rise
to market prices for the factors of production is the ceaseless search
on the part of the capitalists and the entrepreneurs to maximize their
profits by serving the consumers’ wishes. Without the striving of the
entrepreneurs (including the shareholders) for profit, of the landlords
for rent, of the capitalists for interest and the labourers for wages,
the successful functioning of the whole mechanism is not to be
thought of. It is only the prospect of profit which directs production
into those channels in which the demands of the consumer are best
satisfied at least cost. If the prospect of profit disappears the mechan-
ism of the market loses its mainspring, for it is only this prospect which
sets it in motion and maintains it in operation. The market is thus the
focal point of the capitalist order of society; it is the essence of
Capitalism. Only under Capitalism, therefore, is it possible; it cannot
be ‘artificially’ imitated under Socialism.

The advocates of the artificial market, however, are of the opinion
that an artificial market can be created by instructing the controllers
of the different industrial units to act as if they were entrepreneurs
in a capitalistic state. They argue that even under Capitalism the
managers of joint stock companies work not for themselves but for
the companies, that is to say, for the shareholders. Under Socialism,
therefore, it would be possible for them to act in exactly the same
way as before, with the same circumspection and devotion to duty.
The only difference would be that under Socialism the product of
the manager’s labours would go to the community rather than to
the shareholders. In such a way, in contrast to all socialists who
have written on the subject hitherto, especially the Marxians, they
think it would be possible to construct a decentralized, as opposed to
a centralized, Socialism.

In order to judge properly such proposals, it is necessary in the
first place to realize that these controllers of individual industrial
units would have to be appointed. Under Capitalism the managers
of the joint stock companies are appointed either directly or indirectly
by the shareholders. In so far as the shareholders give to the managers
power to produce by the means of the company’s (i.e. the share-
holders’) stock they are risking their own property or a part of their
own property. The speculation (for it is necessarily a speculation)
may succeed and bring profit; it may, however, misfire and bring
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about the loss of the whole or a part of the capital concerned. This
committing of one’s own capital to a business whose outcome is un-
certain and to men whose future ability is still a matter of conjecture
whatever one may know of their past, is the essence of joint stock
company enterprise.

Now it is a complete fallacy to suppose that the problem of
economic calculation in a socialist community relates solely to
matters which fall into the sphere of the daily business routine of
managers of joint stock companies. It is clear that such a belief can
only arise from exclusive concentration on the idea of a stationary
economic system — a conception which no doubt is useful for the
solution of many theoretical problems but which has no counterpart
in fact and which, if exclusively regarded, can even be positively mis-
leading. It is clear that under stationary conditions the problem of
economic calculation does not really arise. When we think of the
stationary society, we think of an economy in which all the factors
of production are already used in such a way as, under the given
conditions, to provide the maximum of the things which are de-
manded by consumers. That is to say, 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 calcu-
lation. 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.

The problem of economic calculation is a problem which arises
in an economy which is perpetually subject to change, an economy
which every day is confronted with new problems which have to be
solved. Now in order to solve such problems it is above all necessary
that capital should be withdrawn from particular lines of production,
from particular undertakings and concerns and should be applied in
other lines of production, in other undertakings and concerns. This
is not a matter for the managers of joint stock companies, it is essen-
tially a matter for the capitalists — the capitalists who buy and sell
stocks and shares, who make loans and recover them, who make
deposits in the banks and draw them out of the banks again, who
speculate in all kinds of commodities. It is these operations of specu-
lative capitalists which create those conditions of the money market,
the stock exchanges and the wholesale markets which have to be
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taken for granted by the manager of the joint stock company, who,
according to the socialist writers we are considering, is to be conceived
as nothing but the reliable and conscientious servant of the company.
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.

It follows therefore that it is a fundamental deficiency of all these
socialistic constructions which invoke the ‘artificial market’ and
artificial competition as a way out of the problem of economic
calculation, that they rest on the belief that the market for factors of
production is affected only by producers buying and selling com-
modities. It is not possible to eliminate from such markets the influ-
ence of the supply of capital from the capitalists and the demand for
capital by the entrepreneurs, without destroying the mechanism
itself.

Faced with this difficulty, the socialist is likely to propose that the
socialist state as owner of all capital and all means of production
should simply direct capital to those undertakings which promise the
highest return. The available capital, he will contend, should go to
those undertakings which offer the highest rate of profit. But such a
state of affairs would simply mean that those managers who were less
cautious and more optimistic would receive capital to enlarge their
undertakings while more cautious and more sceptical managers
would go away empty-handed. Under Capitalism, the capitalist
decides to whom he will entrust kis own capital. The beliefs of the
managers of joint stock companies regarding the future prospects of
their undertakings and the hopes of project-makers regarding the
profitability of their plans are not in any way decisive. The mechan-
ism of the money market and the capital market decides. This
indeed is its main task: to serve the economic system as a whole, to
judge the profitability of alternative openings and not blindly to
follow what the managers of particular concerns, limited by the
narrow horizon of their own undertakings, are tempted to propose.

To understand this completely, it is essential to realise that the
capitalist does not just invest his capital in those undertakings which
offer high interest or high profit; he attempts rather to strike a
balance between his desire for profit and his estimate of the risk of
loss. He must exercise foresight. If he does not do so then he suffers
losses — losses that bring it about that his disposition over the factors
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of production is transferrred to the hands of others who know better
how to weigh the risks and the prospects of business speculation.

Now if it is to remain socialistic, the socialist State cannot leave
to other hands that disposition over capital which permits the en-
largement of existing undertakings, the contraction of others and the
bringing into being of undertakings that are completely new. And it
is scarcely to be assumed that socialists of whatever persuasion would
seriously propose that this function should be made over to some
group of people who would ‘simply’ have the business of doing what
capitalists and speculators do under capitalistic conditions, the only
difference being that the product of their foresight should not belong
to them but to the community. Proposals of this sort may well be

ade concerning the managers of joint stock companies. They can
E:vcr be extended to capitalists and speculators, for no socialist
‘would dispute that the function which capitalists and speculators
perform under Capitalism, namely directing the use of capital goods
into that direction in which they best serve the demands of the con-
sumer, is only performed because they are under the incentive to pre-
serve their property and to make profits which increase it or at least
allow them to live without diminishing their capital.

It follows therefore that the socialist community can do nothing
but place the disposition over capital in the hands of the State or to
be exact in the hands of the men who, as the governing authority,
carry out the business of the State. And that signifies elimination of
the market, which indeed is the fundamental aim of Socialism, for
the guidance of economic activity by the market implies organization
of production and a distribution of the product according to that
disposition of the spending power of individual members of society
which makes itself felt on the market; that is to say, it implies pre-
cisely that which it is the goal of Socialism to eliminate.

If the socialists attempt to belittle the significance of the problem
of economic calculation in the Socialist community, on the ground
that the forces of the market do not lead to ethically justifiable
arrangements, they simply show that they do not understand the
real nature of the problem. It is not a question of whether there
shall be produced cannons or clothes, dwelling houses or churches,
luxuries or subsistence. In any social order, even under Socialism, it
can very easily be decided which kind and what number of con-
sumption goods should be produced. No one has ever denied that.
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But once this decision has been made, there still remains the problem
of ascertaining how the existing means of production can be used
most effectively to produce these goods in question. In order to solve
this problem it is necessary that there should be economic calcula-
tion. And economic calculation can only take place by means of
money prices established in the market for production goods in a
society resting on private property in the means of production. That
is to say, there must exist money prices of land, raw materials, semi-
manufactures; that is to say, there must be money wages and interest
rates.

Thus the alternative is still either Socialism or a market economy.

§5
Profitability and productivity

The economic activity of the socialist community is subject to the
same external conditions as govern an economic system based on
private property in the means of production or indeed any conceiv-
able economic system. The economic principle applies to it in the
same way as to any and to all economic systems: that is to say it
recognizes an hierarchy of ends, and must therefore strive to achieve
the more important before the less important. This is the essence of
economic activity.

It is obvious that the production activities of the socialist com-
munity will involve not only labour but also material instruments of
production. According to a very widespread custom, these material
instruments of production are called capital. Capitalist production
is that which adopts wise roundabout methods in contrast with a
non-capitalistic production which goes directly to its end in a hand
to mouth manner.? If we adhere to this terminology, we must admit
that the socialist community must also work with capital and will
therefore produce capitalistically. Capital conceived as the inter-
mediate products, which arise at the different stages of production by
indirect methods, would not, at any rate at first® be abolished by

1 Bshm-Bawerk, Kapital und Kapitalzins, Vol. 11, 3rd Edition, Innsbruck 1912,
. 21,

2 The limitation comprised in the words ‘at first’ is not intended to mean that Social-
ism will later on, say after attaining a ‘higher stage of the communist society’, inten-
tionally set about abolishing capital in the sense used here. Socialism can never plan
the return to the life from hand to mouth. Rather do I want to point out here that
Socialism must, by inner necessity, lead to the gradual consumption of capital.
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Socialism. It would merely be transferred from individual to com-
mon possession.

But if, as we have suggested above, we wish to understand by
capitalistic production that economic system in which money-cal-
culation is employed, so that we can summarize under the term
capital a set of goods devoted to production and evaluated in terms
of money, and can attempt to estimate the results of economic
activity by the variations in the value of capital, then it is clear that
socialist methods of production cannot be termed capitalistic. In
quite another sense than the Marxians we can distinguish between
socialistic and capitalistic methods of production, and between
Socialism and Capitalism.

The characteristic feature of the capitalistic method of production,
as it appears to socialists, is that the producer works toobtain a profit.
Capitalistic production is production for profit, socialist production
will be production for the satisfaction of needs. That capitalistic
production aims at profit is quite true. But to achieve a profit, that
is a result greater in value than the costs, must also be the aim of the
socialist community. If economic activity is rationally directed, that
is if it satisfies more urgent before less urgent needs, it has already
achieved profits, since the cost, i.e. the value of the most important
of the unsatisfied needs, is less than the result attained. In the
capitalistic system profits can only be obtained if production meets a
comparatively urgent demand. Whoever produces without attending
to the relation between supply and demand fails to achieve the result
at which he is aiming. To direct production towards profit simply
means to direct it to satisfy other people’sdemand: in this sense it may
be contrasted with isolated man’s production for personal needs.
But he also is working for profit in the sense used above. Between
production for profit and production for needs there is no contrast.*

The contrasting of production for profit and production for needs
is closely connected with the common practice of contrasting pro-
ductivity and profitability or the ‘social’ and ‘private’ economic
point of view. An economic action is said to be profitable if in the
capitalist system it yields an excess of receipts over costs. An economic
action is said to be productive when, seen from the point of view of
a hypothetical socialist community, the yield exceeds the cost
involved. Now in some cases productivity and profitability do not

1 Pohle-Halm, Kapitalismus und Sozialismus, p. 12 et seq.
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coincide. Some economic acts which are profitable are not pro-
ductive and, vice versa, some are productive but not profitable. For
those naively biased in favour of Socialism; as is the case even with
most economists, this fact is sufficient to condemn the capitalistic
order of society. Whatever a socialist community would do seems
to them indisputably good and reasonable: that anything different
can happen in a capitalistic society is, in their opinion, an abuse
which cannot be tolerated. But an examination of the cases in which
profitability and productivity are alleged not to coincide will show
that this judgment is purely subjective, and that the scientific cloak
with which it is invested is a sham.*

In the majority of cases in which it is usually assumed that there
is a contrast between profitability and productivity no such contrast
exists. This is true, for example, of profits from speculation. Specula-
tion in the capitalist system performs a function which must be per-
formed in any economic system however organized: it provides for
the adjustment of supply and demand over time and space. The
source of the profit of speculation is enhanced value which is inde-
pendent of any particular form of economic organization. When the
speculator purchases at a low price products which come on the
market in comparatively large quantities and sells them at a higher
price when the demand has again increased, his gains represent, from
a business and from the economic point of view, an increase of value.
That in a socialist order the community and not the individual would
get this much grudged and maligned profit we do not deny. But that
is not the significance of the problem in which we are interested.
The point which concerns us here is that the alleged contrast between
profitability and productivity does not exist in this case. Speculation
performs an economic service which cannot conceivably be elimin-
ated from any economic system. If it is eliminated, as socialists
intend to do, then some other organization must take over its func-
tions: the community itself must become a speculator. Without
speculation there can be no economic activity reaching beyond the
immediate present.

A contrast between profitability and productivity is sometimes
supposed to be discovered by picking out a particular process and
considering it by itself. People may perhaps characterize as unpro-
ductive certain features peculiar to the constitution of the capitalistic

1 On Monopoly see p. 385 et seq., and on ‘uneconomic’ consumption sec p. 445 et seq.
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organization of industry, e.g. selling expenses, advertising costs and
the like are characterized as unproductive. This is not legitimate.
We must consider the result of the complete process, not the indi-
vidual stages. We must not consider the constituent expenses without
setting against them the result to which they contribute.?

§6
Gross and net product

The most ambitious attempt to contrast productivity and profit-
ability derives from the examination of the relationship between
gross product and net product. It is clear that every entrepreneur
in the capitalist system aims at achieving the largest net product.
But it is asserted that rightly considered the object of economic
activity should be to achieve not the largest ne product but the
largest gross product.

This belief, however, is a fallacy based upon primitive speculations
regarding valuation. But judged by its widespread acceptance even
to-day it is a very popular fallacy. Itisimplicit when people say that
a certain line of production is to be recommended because it employs
a large number of workers, or when a particular improvement in
production is opposed because it may deprive people of a living.

If the advocates of such views were logical they would have to
admit that the gross product principle applies not only to labour but
also to the material instruments of production. The entrepreneur
carries production up to the point where it ceases to yield a net pro-
duct. Let us assume that production beyond this point requires
material instruments only and not labour. Is it in the interest of
society that the entrepreneur should extend production so as to
obtain a larger gross product? Would society do so if it had the con-
trol of production? Both questions must be answered with a decided
No. The fact that further production does not pay shows that the
instruments of production could be applied to a more urgent purpose
in the economic system. If, nevertheless, they are applied to the
unprofitable line then they will be lacking in places where they are
more urgently needed. This is true under both Capitalism and

! See pp. 160 et seq., 183 et seq.
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Socialism. Even a socialist community, supposing it acted rationally,
would not push certain lines of production indefinitely and neglect
others. Even a socialist community would discontinue a particular
line of production when further production would not cover the
expense, that is to say, at the point where further production would
mean failure to satisfy a more urgent need elsewhere.

But what is true of the increased use of material instruments is
true exactly in the same way of the increased use of labour. Iflabour
is devoted to a particular line of production to the point where it
only increases the gross product while the net product declines, it is
being withheld from some other line where it could perform more
valuable service. And here, again, the only result of neglecting the
principle of net product is that more urgent wants remain unsatisfied
whilst less urgent ones are met. It is this fact and no other which is
made evident in the mechanism of the capitalist system by the
decline in the net product. In a socialist community it would be the
duty of the economic administration to see that similar misapplica-
tions of economic activity did not occur. Here, therefore, is no dis-
crepancy between profitability and productivity. Even from the
socialist standpoint, the largest possible net product and not the
largest possible gross product must be the aim of economic
activity.

Nevertheless, people continue to maintain the contrary, sometimes
of production in general, sometimes of labour alone and sometimes
of agricultural production. That capitalist activity is directed solely
towards the attainment of the largest net product is adversely
criticized and State intervention is called for to redress the alleged
abuse.

This discussion has a lengthy ancestry. Adam Smith maintained
that different lines of production should be regarded as more or less
productive according to the greater or smaller amount of labour
which they set in motion.* For this he was adversely criticized by
Ricardo who pointed out that the welfare of the people increased only
through an enlargement of the net product and rot of the gross pro-
duct.® For this Ricardo was severely attacked. Even J. B. Say mis-
understood him and accused him of an utter disregard for the welfare

L A. Smith, An Inquiry into the Nature and Causes of the Wealth of Nations, Book 11,
Chap. V (London 1776, Vol. 1, p. 437 et seq.).

? Ricardo, Principles of Political Economy and Taxation, Chap. XXVI (Works, edited
MacCulloch, 2nd Edition, London 1852, p. 210 et seg.).
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of so many human beings.: While Sismondi, who was fond of meet-
ing economic arguments by sentimental declamations, thought he
could dispose of the problem by a witticism: he said that a king who
could produce net product by pressing a button would, according to
Ricardo, make the nation superfluous.® Bernhardi followed Sismondi
on this point.* Proudhon went as far as to epitomize the contrast
between socialistic and private enterprise in the formula: that
although society must strive for the largest gross product the aim of
the entrepreneur is the largest net product. Marx avoids committing
himself on this point, but he fills two chapters of the first book of
Das Kapital with a sentimental exposition in which the transition from
intensive to extensive agricultural methods is depicted in the darkest
colour as, in the words of Sir Thomas More, a system ‘where sheep
eat up men’, and manages in the course of this discussion to confuse
the large expropriations achieved by the political power of the
nobility, which characterized European agrarian history in the first
centuries of modern times, with the changes in the methods of cultiva-
tion initiated later on by the landowners.®

Since then declamations on this scheme have formed the stock
equipment of the controversial writings and speeches of the socialists.
A German agricultural economist, Freiherr von der Goltz, has tried
to prove that the attainment of the largest possible gross product is
not only productive from the social point of view but is also profitable
from the individual point of view. He thinks that a large gross pro-
duct naturally presupposes a large net product, and to that extent
the interests of the individuals whose main object is to achieve a large

1 Say, in his Notes to Constancio’s French Edition of Ricardo’s works, Vol. II,
Paris 1819, p. 222 et seq.

; ¢ Sismondi, Nouveaux Principes d’Economie Politique, Paris 1819, Vol. II, p. 331
‘ootnote.

3 Bernhardi, Versuch einer Kritik der Griinde, die fiir grosses und kleines Grundeigen-
tum angefiihrt werden, Petersburg 1849, p. 367 et seq.; also Cronbach, Das landwirt-
schaftliche Betriebsproblem in der deutschen Nationalokonomie bis zur Mitte des 19.
FJahrhunderts, Wien 1907, p. 292 et seg.

 ‘La société recherche le plus grand produit brut, par conséquent la plus grande
population possible, parce que pour elle produit brut et produit net sont identiques.
Le monopole, au contraire, vise constamment au plus grand produit net, dat-il ne
P’obtenir qu’au prix de l’extermination du genre humain.’ (Proudhon, Systéme des
contradictions économiques ou philosophie de la misére, Paris 1846, Vol. I, p. 270.)
In Proudhon’s language ‘Monopoly’ means the same as Private Property. (Ibid.,
Vol. I, p. 236; also Landry, L'utilité sociale de la propriété individuelle, Paris 1901,
p. 76).

® Marx, Das Kapital, Vol. 1, pp. 613-726. The arguments about ‘the theory of
compensation for the workers displaced by machinery’ (ibid., pp. 403-12) are vain
in view of the Marginal Utility Theory.
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net product coincide with those of the State which desires a large
gross product.? But he can offer no proof of this.

Much more logical than these efforts to overcome the apparent
contrast between social and private interests by ignoring obvious
facts of agricultural accountancys, is the position taken up by followers
of the romantic school of economic thought, particularly the German
etatists, viz. that the agriculturist has the status of a civil servant,
and is therefore obliged to work in the public interest. Since this is
said to require the largest possible gross product it follows that the
farmer, uninfluenced by commercial spirit, ideas or interests, and
regardless of the disadvantages, which may be entailed, must devote
himself to the attainment of this end.* All these writers take it for
granted that the interests of the community are served by the largest
gross product. But they do not go out of their way to prove it.
When they do try, they only argue from the point of view of Machi-
politik or Nationalpolitik. The State has an interest in a strong agri-
cultural population since the agricultural population is conservative;
agriculture supplies the largest number of soldiers; provision must
be made for feeding the population in time of war and so on.

In contrast to this an attempt to justify the gross product principle
by economic reasoning has been made by Landry. He will only
admit that the effort to attain the greatest net product is socially ad-
vantageous in so far as the costs which no longer yield a profit arise
from the use of material instruments of production. When the
application of labour is involved he thinks quite otherwise. Then,
from the economic point of view the application of labour costs
nothing: social welfare is not thereby diminished. Wage economies
which result in a diminution of the gross product are harmful.* He
arrives at this conclusion by assuming that the labour force thus
released could find no employment elsewhere. But this is absolutely
wrong. The need of society for labour is never satisfied as long as
labour is not a ‘free good’. The released workers find other employ-
ment where they have to supply work more urgent from the economic

! Goltz, Agrarwesen und Agrarpolitik, 2nd Edition, Jena 1904, p. 53; also Waltz,
Vom Reinertrag in der Landwirtschaft, Stuttgart and Berlin 1904, p. 27 et seq. Goltz
contradicts himself in his arguments, for, to the assertion mentioned above, he adds
immediately: ‘Nevertheless the amount remaining as net profit from the gross product
after deducting costs varies considerably. On the average it is greater with extensive
than with intensive cultivation.’

2 See Waltz, op. cit. p. 19 et seq. on Adam Miiller, Bilow-Cummerow and Phillipp v.
Arnim, and p. 30 et seg. on Rudolf Meyer and Adolf Wagner.

3 Landry, L’utilité sociale de la propriété individuelle, pp. 109, 127 et seq.
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point of view. If Landry were right it would have been better if all
the labour-saving machinery had never existed, and the attitude of
those workers who resist all technical innovations which economize
labour and who destroy such machinery would be justified. There is
no reason why there should be a distinction between the employment
of material instruments and of labour. That, in view of the price of
the material instruments and the price of their products, an increase
of production in the same line is not profitable, is due to the fact that
the material instruments are required in some other line to satisfy
more urgent needs. But this is equally true of labour. Workers who
are employed in unprofitably increasing the gross product are with-
held from other lines of production in which they are more urgently
required. That their wages are too high for an increase in production
involving a larger gross product to be profitable, results indeed from
the fact that the marginal productivity of labour in general is higher
than in the particular line of production in question, where it is
applied beyond the limits determined by the net product principle.
There is no contrast whatever here between social and private
interests: a socialist organization would not act differently from an
entrepreneur in the capitalist organization.

Of course there are plenty of other arguments which can be
adduced to show that adherence to the net product principle may be
harmful. They are common to all nationalist-militarist thinking, and
are the well-known arguments used to support every protectionist
policy. A nation must be populous because its political and military
standing in the world depends upon numbers. It must aim at
economic self-sufficiency or at least it must produce its food at home
and so on. In the end Landry has to fall back on such arguments to
support his theory.? To examine such arguments would be out of
place in a discussion of the isolated socialist community.

But if the arguments we have examined are untrue it follows that
the socialist community must adopt net product and not gross pro-
duct as the guiding principle of economic activity. The socialist
community equally with the capitalist society will also transform
arable into grass land, if it is possible to put more productive land
under the plough elsewhere. In spite of Sir Thomas More, ‘sheep
will eat up men’ even in Utopia, and the rulers of the socialist
community will act no differently from the Duchess of Sutherland,

! Landry, L'utilité sociale de la propriété individuelle, pp. 109, 127 et seq.
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that ‘economically instructed person’, as Marx once jeeringly called
her.t

The net product principle is true for every line of production.
Agriculture is nec exception. The dictum of Thaer, the German
pioneer of modern agriculture, that the aim of the agriculturist must
be a high net yield ‘even from the standpoint of the public welfare’
still holds good.?

1 Marx, Das Kapital, Vol. 1, p. 695
¢ Quoted by Waltz, Vom Reinertrag in der Landwirtschaft, p. 29.
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CHAPTER III

THE DISTRIBUTION OF INCOME
§1

The nature of distribution under Liberalism and Socialism

ON logical grounds, treatment of the problem of income should
properly come at the end of any investigation into the life of the
socialist community. Production must take place before distribution
is possible, therefore, logically, the former should be discussed before
the latter. But the problem of distribution is so prominent a feature
of Socialism as to suggest the earliest possible discussion of the ques-
tion. For fundamentally, Socialism is nothing but a theory of ‘just’
distribution; the socialist movement is nothing but an attempt to
achieve this ideal. All socialist schemes start from the problem of
distribution and all come back to it. For Socialism the problem of
distribution is k¢ economic problem.

The problem of distribution is moreover peculiar to socialism. It
arises only in a socialist economy. It is true, we are in the habit of
speaking of distribution in an economic society based on private
property, and economic theory deals with the problem of income and
the determination of the prices of the factors of production under the
heading ‘Distribution’. This terminology is traditional, and it is so
firmly established that the substitution of another would be unthink-
able. Nevertheless, it is misleading and does not indicate the nature
of the theory which it is meant to describe. Under Capitalism
incomes emerge as a result of market transactions which are
indissolubly linked up with production. We do not first produce
things and afterwards distribute them. When products are supplied
for use and consumption, incomes for the greater part have already
been determined, since they arise during the process of production
and are indeed derived fromit. Workers, landowners, and capitalists
and a large number of the entrepreneurs contributing to production
have already received their share before the product is ready for
consumption. The prices which are obtained for the final product
on the market decide only the income which a section of entrepreneurs
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obtain from the process of production. (The influence which these
prices have on the income of other classes has already been exerted
via the anticipations of the entrepreneurs.) As thus in the capitalistic
order of society the aggregation of individual incomes to form a total
social income is only a theoretical conception, the concept of distribu-
tion is only figurative. The reason that this expression has been
adopted, instead of the simple and more suitable term formation of
income, is that the founders of scientific economics, the Physiocrats
and the English classical school, only gradually learned to free them-
selves from the etatistic outlook of mercantilism. Although precisely
this analysis of income formation as a result of market transactions
was their principal achievement, they adopted the practice —
fortunately without any harm to the content of their teachings — of
grouping the chapters dealing with the different kinds of income
under the heading ‘distribution’.?

Only in the socialist community is there any distribution of
consumable goods in the true sense of the word. If in considering
capitalistic society we use the term distribution in any but a purely
figurative sense then an analogy is being made between the deter-
mination of income in a socialist and in a capitalist community. The
conception of any actual process of distribution of income must be
kept out of any investigation of the mechanism of capitalist society.

§e
The soctal dividend

According to the fundamental idea of Socialism only goods which
are ripe for consumption are eligible for distribution. Goods of a
higher order remain the property of the community for purposes of
further production; they must not be distributed. Goods of the
first order, on the contrary, are without exception destined to be
distributed: they constitute indeed the net social dividend. Since in
considering the socialist society we cannot quite get rid of ideas which
are only appropriate to the capitalist order, it is usual to say that the
society will retain a part of the consumers’ goods for public consump-
tion. We are really thinking of that part of consumption which in the
capitalistic society is usually called public expenditure. Where the

 Cannan, 4 History of the Theories of Production and Distribution in English Political
Economy from 1776 to 1848, 3rd Edition, London 1917, p. 183 et seg. Also p. 330 of
this edition.
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principle of private property is rigidly applied this public expenditure
consists exclusively of the cost of maintaining the apparatus which
assures the undisturbed course of things. The only task of the strictly
Liberal state is to secure life and property against attacks both from
external and internal foes. Itis a producer of security, or, as Lassalle
mockipgly termed it, a night watchman’s state. In a socialist com-
munity there will be the corresponding task of securing the socialist
order and the peaceful course of socialistic production. Whether the
apparatus of coercion and violence which serves this purpose will
still be known as the state or be called by some other name, and
whether it will be legally given a separate status among the other
functions incumbent upon the socialist community, is a matter of
complete indifference to us. We have only to make it clear that all
expenditure devoted to this end will appear in the socialist com-
munity as general costs of production. So far as they involve the use
oflabour for the purposes of distributing the social dividend, they must
be reckoned in such a way that the workers employed get their share.

But public expenditure includes other outlays. Most states and
municipalities provide their citizens with certain utilities in kind,
sometimes gratuitously, sometimes at a charge which covers only a
part of the expense. As a rule this happens in the case of single
services which are yielded by durable commodities. Thus parks, art
galleries, public libraries, places of worship, are made available for
those who wish to use them. Similarly, roads and streets are accessible
to everyone. Moreover, direct distribution of consumption goods
takes place, as for example, when medicine and diet are given to the
sick and educational apparatus to pupils; personal service is also
supplied when medical treatment is given. All this is not Socialism,
it is not production on the basis of common ownership of the means
of production. Distribution, indeed, occurs here, but what is
distributed is first collected by taxation from the citizens. Only so far
as this distribution deals with products of state or municipal produc-
tion ca% it be described as a piece of Socialism within the framework
of an otherwise liberal order of society. We need not stop to inquire
how far this branch of state and municipal activity is due to views
which have been influenced by the socialist critics of capitalist
society and how far it is due to the special nature of certain particu-
larly durable consumption goods which yield almost unlimited
service. For us it is only important that in the case of this public
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expenditure, even in an otherwise capitalistic society, a distribution
in the actual sense of the word takes place.

Moreover, the socialist community will not make a physical
distribution of all consumers’ goods. It is not likely to present a copy
of every new book to every citizen, but rather to place the books in
public reading rooms for the general use. It will do the same with its
schools and teaching, its public gardens, playgrounds and assembly
halls. The expenditure which all these arrangements necessitate is
not deducted from the social dividend; on the contrary, it is a part
of the social dividend.

This part of the social dividend exhibits this one peculiarity, that
without prejudice to the principles which determine the distribution
of consumable consumers’ goods and part of durable goods, special
principles of distribution can be applied to it corresponding to the
special nature of the services involved. The way in which art col-
lections and scientific publications are made available for general use
is quite independent of the rules which are otherwise applied to the
distribution of goods of the first order.

§3
The principles of distribution

The socialist community is characterized by the fact that in it
there is no connection between production and distribution. The
magnitude of the share which is assigned for the use of each citizen
is quite independent of the value of the service he renders. It would
be fundamentally impossible to base distribution on the imputation of
value because it is an essential feature of socialistic methods of
production that the shares of the different factors of production in
the result cannot be ascertained; and any arithmetical test of the
relations between effort and result is impossible.

It would therefore not be possible to base even a part of distribu-
tion on an economic calculation of the contribution of the dffferent
factors, e.g. by first granting the worker the full product of his labour
which under the capitalist system he would receive in the form of
wages, and then applying a special form of distribution in the case of
the shares which are attributed to the material factors of production
and to the work of the entrepreneur. On the whole socialists lack
any clear conception of this fact. But a faint suspicion of them
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pervades the Marxian doctrine that under Socialism the categories
wages, profit, and rent would be unthinkable.

There are four different principles upon which socialistic distribu-
tion can conceivably be based: equal distribution per head, distribu-
tion according to service rendered to the community, distribution
according to needs, and distribution according to merit. These
principles can be combined in different ways.

The principle of equal distribution derives from the old doctrine
of natural law of the equality of all human beings. Rigidly applied it
would prove absurd. It would permit no distinction between adults
and children, between the sick and the healthy, between the
industrious and the lazy, or between good and bad. It could be
applied only in combination with the other three principles of
distribution. It would at least be neccssary to take into account the
principle of distribution according to needs, so that shares might be
graded according to age, sex, health and special occupational needs;
it would be necessary to take into account the principle of distribution
according to services rendered, so that distinction could be made
between industrious and less industrious, and between good and
bad workers; and finally, some account would have to be taken of
merit, so as to make reward or punishment effective. But even if the
principle of equal distribution is modified in these ways the dif-
ficulties of socialistic distribution are not removed. In fact, these
difficulties cannot be overcome at all.

We have already shown the difficulties raised by applying the
principle of distribution according to value of services rendered. In
the capitalist system the economic subject receives an income
corresponding to the value of his contribution to the general process
of production. Services are rewarded according to their value. It is
precisely this arrangement which Socialism wishes to change and to
replace by one under which the shares attributed to the material
factors of production and to the entrepreneur would be so distributed
that no property owner and no entrepreneur would have a standing
fundamentally different from that of the rest of the community. But
this involves a complete divorce of distribution from economic
imputation of value. It has nothing to do with the value of the
individual’s service to the community. It could be brought into
external relation with the service rendered only if the service of the
individual were made the basis of distribution according to some
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external criteria. The most obvious criterion appears to be the
number of hours worked. But the significance to the social dividend
of any service rendered is not to be measured by the length of
working time. For, in the first place, the value of the service differs
according to its use in the economic scheme. The results will differ
according to whether the service is used in the right place, that is to
say, where it is most urgently required, or in the wrong place. In
the socialist organization, however, the worker cannot be made
ultimately responsible for this, but only those who assign him the
work. Secondly, the value of the service varies according to the
quality of the work and according to the particular capability of the
worker; it varies according to his strength and his zeal. It is not
difficult to find ethical reasons for equal payments to workers of
unequal capabilities. Talent and genius are the gifts of God, and the
individual is not responsible for them, as is often said. But this does
not solve the problem whether it is expedient or practicable to pay
all hours of labour the same price.

The third principle of distribution is according to needs. The
formula of each according to his needs is an old slogan of the un-
sophisticated communist. It is occasionally backed up by referring to
the fact that the Early Christians shared all goods in common.*
Others again regard it as practicable because it is supposed to form
the basis of distribution within the family. No doubt it could be made
universal if the disposition of the mother, who hungers gladly rather
than that her children should go without, could be made universal.
The advocates of the principle of distribution according to needs
overlook this. They overlook much more besides. They overlook the
fact that so long as any kind of economic effort is necessary only a
part of our needs can be satisfied, and a part must remain unsatisfied.
The principle of to each according to his needs remains meaningless
so long as it is not defined to what extent each indivdual is allowed
to satisfy his needs. The formula is illusory since everyone has to
forego the complete satisfaction of all his needs.” It could indeed be

1 Acts of the Apostles il. 45.

? See Pecqueur’s criticism of this formula of dxstnbutxon (Theorie nouvelle d’ Economie
sociale et politique, Paris 1842, p. 613 et seg.). Pecqueur shows himself superior to Marx,
who unhesitatingly indulges in the illusion that ‘In a higher stage of the communist
society ... the narrow bourgeois legal horizon could be completely surpassed and
society could write on its banners: From each according to his abilities, to each accord-

ing to his needsl’ Marx, Zur Kritik des soxialdemokratischen Parteiprogramms von
Gotha, p. 17.
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applied within narrow limits. Thesick and suffering can be assighed
special medicine, care, and attendance, better attention and special
treatment for their special needs, without making this consideration
for exceptional cases the general rule.

Similarly it is quite impossible to make the merit of the individual
the general principle of distribution. Who is to decide on merits?
Those in power have often had very strange views on the merits or
demerits of their contemporaries. And the voice of the people is
not the voice of God. Who would the people choose to-day as the
best of their contemporaries? It is not unlikely that the choice would
fall on a film star, or perhaps on a prize-fighter. To-day the English
people would probably be inclined to call Shakespeare the greatest
Englishman. Would his contemporaries have done so? And how
would they esteem a second Shakespeare if he were among them
to-day? Moreover, why should those be penalized in whose lap
Nature has not placed the great gifts of talent and genius? Distribu-
tion according to the merits of the individual would open the door
wide to mere caprice and leave the individual defenceless before the
oppression of the majority. Conditions would be created which
would make life unbearable.

As far as the economics of the problem are concerned it is a
matter of indifference which principle or which combination of
different principles is made a basis for distribution. Whatever
principle is adopted the fact remains that each individual will
receive an allocation from the community. The citizen will receive
a bundle of claims which can be exchanged within a certain time for
a definite amount of different goods. In this way he will procure his
daily meals, fixed shelter, occasional pleasures, and from time to
time new clothing. Whether the satisfaction of needs which he
obtains in this way is great or small will depend upon the productivity
of the efforts of the community.

§4
The process of distribution
It is not necessary that each individual should himself consume

the whole share allotted to him. He can let some go to waste, give
some away, or, as far as the commodity permits, put some aside for
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later consumption. Some, moreover, he can exchange. The beer
drinker will readily forgo his share of non-alcoholic drink to obtain
more beer. The abstainer will be prepared to forgo his claim to
spirits if he can acquire other commodities instead. The aesthete
will surrender a visit to the cinema for the sake of more opportunities
to hear good music; the lowbrow will willingly exchange tickets to
art galleries for more congenial pleasures. Everyone will be ready
to exchange, but the exchange will be confined to consumers’ goods.
Producers’ goods will be res extra commercium.

Such exchange, need not be confined to direct barter: it can also
take place indirectly within certain narrow limits. The same reasons
which have led to indirect exchange in other types of society will
make it advantageous to those exchanging in the socialistic com-
munity. It follows that even here there will be opportunity for the
use of a general medium of exchange — money.

The role of money in the socialist economy will be fundamentally
the same as in a free economic system — that of a general facilitator
of exchange. But the significance of this role will be quite different.
In a society based on the collective ownership of the means of pro-
duction, the significance of the role of money will be incomparably
narrower than in a society based on private property in the means of
production. For in the socialist commonwealth, exchange itself has a
much narrower significance, since it is confined to consumers’ goods
only. There cannot be money prices of producers’ goods since these
do not enter into exchange. The accounting function which money
exercises in production in a free economic order will no longer exist
in a socialist community. Money calculations of value will be
impossible.

Nevertheless the central administration of production and distri-
bution cannot leave out of consideration the exchange relations which
arise in this sort of traffic. Clearly it would have to take them into
account if it desired to make different commodities mutually
substitutable when assessing the distribution of the social dividend.

Thus if in the process of exchange the relation of one cigar to five
cigarettes was established, the administration could not arbitrarily
lay it down that one cigar equalled three cigarettes, so that it might
be able on this basis to give one individual only cigars and another
only cigarettes. If the tobacco allowance has not been equally
distributed, partly in cigars and partly in cigarettes, that is to say, if
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some — cither according to their wishes or by order of the govern-
ment — received only cigars and others only cigarettes, the exchange
relations already established could not be ignored. Otherwise all
those who received cigarettes would be unfairly treated, compared
with those receiving cigars, since the person who had received a
cigar could exchange it for five cigarettes whilst he had obtained it
as the equivalent of three cigarettes.

Alterations of exchange relationships in this traffic among the
citizens would consequently compel the administration to make
corresponding changes in the substitution ratios of the various
commodities. Every such change will indicate that the relations
between the various needs of the citizens and their satisfaction had
altered, that people now wanted some commodities more than
before, others less. The economic administration would presumably
endeavour to adjust production to this change. It would endeavour
to produce more of the more desired commodity and less of the less
desired. But one thing, however, it would not be able to do: it would
not be able to permit the individual citizens to redeem their tobacco
tickets arbitrarily in cigars or cigarettes. Ifindividuals were allowed
free choice of cigars or cigarettes they might demand more cigars or
more cigarettes than had been produced, or, on the other hand
cigars or cigarettes might be left on hand at the distributing centres
because no one demanded them.

The labour theory of value appears to offer a simple solution of
this problem. For an hour of labour a citizen receives a token which
entitles him to the product of one hour of labour, with a deduction to
defray the general obligations of the community, e.g. support of the
disabled, expenditure on cultural purposes. Allowing for this
deduction to cover the expenditure borne by the community as a
whole, every worker who has worked one hour will have the right
to obtain products on which one hour of labour has been expended.
Any one who is ready to pay by giving to the community his own
working time corresponding to the working time used to produce
them can draw from the supply centres consumers’ goods and services
and apply them to his own use.

But such a principle of distribution would not work, since labour
is not uniform or homogeneous. There are qualitative differences
between the different forms of labour which, taken in conjunction
with variations in the supply and demand of the resulting products,
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lead to different values. Ceteris paribus the supply of pictures cannot
be increased without the quality of the work suffering. The worker
who has supplied an hour of simple labour cannot be granted the
right to consume the product of an hour of work of a higher quality:
and it would be impossible in a socialist community to establish any
connection between the importance of work done for the community
and the share in the yield of communal production given for the work.
Payment for work would be quite arbitrary. For the methods of
calculating value used in a free economic society based on private
ownership of the means of production would beinaccessible toitsince,
as we have seen, such imputation is impossible in a socialistic society.
Economic facts would clearly limit the power of society to reward
the labourer arbitrarily; in the long run the wage total can in no
circumstances exceed the income of society. Within this limit,
however, the community is free to act. It can decide to pay all work
equally, regardless of quality; it can just as easily make a distinction
between the various hours of work, according to the quality of the
work rendered. But in both cases it must reserve the right to decide
the particular distribution of the products.

Even if we abstract from differences in the quality of labour and
its product and accept the possibility of determining how much
labour inheres in any product, the community would never allow the
individual who had rendered an hour of labour to consume the
product of an hour’s labour. For all economic goods entail material
costs apart from labour. A product for which more raw material is
required must not be made equivalent to a product requiring less
raw material.

§s5

The costs of distribution

Socialistic criticism of the capitalist system devotes much space
to complaints about the high costs of what can be called the
apparatus of distribution. They include under this the costs of all
national and political institutions, including expenditure on military
purposes and war. They also include the expense to society arising
from free competition. All the expenditure on advertisement and the
activities of persons involved in the competitive struggle such as
agents, commercial travellers, etc., and the costs entailed by the
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efforts of firms to remain independent instead of amalgamating into
larger units or joining cartels which make possible specialization and
thereby the cheapening of production, are debited to the distributive
process of the capitalist system. The socialistic society will, so the
critics think, save enormously by putting an end to this waste.

The expectation that the socialist community will save that
outlay which can properly be termed state expenditure is derived
from the doctrine, peculiar to many anarchists and to Marxian
socialists, that state compulsion would be superfluous in a society
not based on private property in the means of production. They
argue that in the socialist community ‘obedience to the simple
fundamental rules governing any form of social life will very soon
become of necessity a habit’, but this is backed up by a hint that
‘evasion of regulation and control enforced by the whole people will
undoubtedly be enormously difficult’, and will incur ‘swift and
severe punishment’, since ‘the armed workers’ would not be
‘sentimental intellectuals’ nor ‘let themselves be mocked’.r All
this is merely playing with words. Control, Arms, Punishment, are
not these ‘a special repressive authority’, and thus according to
Engel’s own words a ‘State’?® Whether the compulsion is exercised by
armed workers — who cannot work while they bear arms — or by the
workers’ sons clad in police uniforms, will make no difference to the
costs which the compulsion entails.

But the State is a coercive apparatus not only to its own
inhabitants: it applies coercion externally. Only a state comprising
the whole universe would need to exert no external coercion and
then only because in that event there would be no foreign land, no
foreigners and no foreign states. Liberalism, with its fundamental
antagonism to warfare, wants to give the whole world some state form
of organization. If this can be achieved it is inconceivable without a
coercive apparatus. If all the armies of the individual states were
abolished we could not dispense with a world apparatus of coercion,
~a world police to ensure world peace. Whether Socialism unites ali
states into a single one or whether it leaves them independent of
each other, in any case it too will not be able to do without a coercive
apparatus.

The socialist apparatus of coercion too will entail some expense.

1 Lenin, Staat und Revolution, p. 96.
* Engels, Herrn Eugen Diihrings Umudlzung der Wissenschaft, p. 302.
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Whether this will be greater or less than the expense of the state
apparatus of the capitalist society naturally we cannot say. We
merely need to see that the social dividend will be reduced by the
amount involved.

As for the wastes of distribution under Capitalism, little need be
said. Since in capitalist society there is no distribution in the real
sense of the word there are no costs of distribution. Trading expenses
and similar costs cannot be called distribution costs, not only because
they are not the costs of a distribution, which is a special process in
itself, but also because the effects of the services devoted to these
purposes extend far beyond the mere distribution of goods. Competi-
tion is not confined to distribution: that is only a part of its service. It
serves equally the process of production, indeed it is essential for any
organization of production which is to ensure high productivity. It
is not enough therefore to compare these costs with the costs incurred
by the apparatus of distribution and management in a socialist
community. If socialist methods of production reduce productivity
— and we shall speak of this later — it matters little that it saves the
work of commercial travellers, brokers and advertisers.
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CHAPTER 1V

THE SOCIALIST COMMUNITY UNDER
STATIONARY CONDITIONS

§1
Stationary conditions

To assume stationary economic conditionsis a theoretical expedient
and notan attempt to describe reality. We cannot dispense with this
line of thought if we wish to understand the laws of economic change.
In order to study movement we must first imagine a condition where
it does not exist. The stationary condition is that point of equilibrium
to which we conceive all forms of economic activity to be tending
and which would actually be attained if new factors did not, in the
meantime, create a new point of equilibrium. In the imaginary
state of equilibrium all the units of the factors of production are
employed in the most economic way, and there is no reason to
contemplate any changes in their number or their disposition.

Even if it is impossible to imagine a living — that is to say a
changing — socialist economic order, because economic activity
without economic calculation seems inconceivable, it is quite easy to
postulate a socialist economic order under stationary conditions. We
need only avoid asking how this stationary condition is achieved.
If we do this there is no difficulty in examining the statics of a
socialist community. All socialist theories and Utopias have always
had only the stationary condition in mind.

§e
The disutilities and satisfactions of labour

Socialist writers depict the socialist community as a land of
heart’s desire. Fourier’s sickly fantasies go farthest in this direction.
In Fourier’s state of the future all harmful beasts will have dis-
appeared, and in their places will be animals which will assist man in
his labours — or even do his work for him. An anti-beaver will see to
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the fishing; an anti-whale will move sailing ships in a calm; an anti-
hippopotamus will tow the river boats. Instead of the lion there will
be an anti-lion, a steed of wonderful swiftness, upon whose back the
rider will sit as comfortably as in a well-sprung carriage. ‘It will be
a pleasure tolive ina world with such servants.’* Godwin even thought
that men might be immortal after property had been abolished.®
Kautsky tells us that under the socialist society ‘a new type of man
will arise...a superman...an exalted man.” Trotsky provides
even more detailed information: ‘Man will become incomparably
stronger, wiser, finer. His body more harmonious, his movements
more rhythmical, his voice more musical . . . The human average
will rise to the level of an Aristotle, a Goethe, a Marx. Above these
other heights new peaks will arise.* And writers of this sort of stuff
are continually being reprinted and translated into other tongues,
and made the subject of exhaustive historical theses!

Other socialist writers are more circumspect in their pronounce-
ments but they proceed on essentially similar assumptions. Tacitly
underlying Marxian theory is the nebulous idea that the natural
factors of production are such that they need not be economized.
Such a conclusion indeed follows inevitably from a system that
reckons labour as the only element in costs, that does not accept the
law of diminishing returns, rejects the Malthusian law of population
and loses itself in obscure fantasies about the unlimited possibility of
increasing productivity.® We need not go further into these matters.
It is sufficient to recognize that even in a socialist community the
natural factors of production would be limited in quantity and
would therefore have to be economized.

The second element which would have to be economized is
labour. Even if we ignore differences in quality it is obvious that

! Fourier, Oeuvres complétes, Vol. IV, 2nd Edition, Paris 1841, p. 254 ef seq.

* Godwin, Das Figentum (Bahrfeld’s translation of that part of Political Fustice
which deals with the problem of property), Leipzig 1904, p. 73 et seq.

* Kautsky, Die soziale Revolution, 3rd Edition, Berlin 1911, II, p. 48.

4 Trotsky, Literatur und Revolution, Wien 1924, p. 179.

& ‘To-day all enterprises . .. are first and foremost a question of profitability . . .
A socialist society knows no other question than of sufficient labour forces, and if it
has these the work ... is done.” (Bebel, Die Frau und der Sozialismus, p. 308.)
‘Everywhere it is the social institution and the methods of production and distribution
connected with these which produce want and misery, and not the number of people.’
(Ibid., p. 368.) ‘We suffer not from a lack but from a superfluity of foodstuffs, just as we
have 8 superfluity of industrial products.’ (Ibid., p. 368, also Engels, Herrn Fugen
Diihrings Umwdilzung der Wissenschaft, p. 305.) ‘We have . .. not too many but rather
too few people’. (Ibid., p. 370.)
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labour is available only to a limited extent: the individual can only
perform a certain amount of labour. Even if labour were a pure
pleasure it would have to be used economically, since human life is
limited in time, and human energy is not inexhaustible. Even the
man who lives at his leisure, untramelled by monetary considerations,
has to dispose of his time, i.e. choose between different possible ways
of spending it. :

It is clear therefore, that in the world as we know it, human
behaviour must be governed by economic considerations. For while
our wants are unlimited, the goods of the first order bestowed by
nature are scarce; and, with a given productivity of labour, goods of
a higher order can serve to increase the satisfaction of needs only by
increasing labour. Now, quite apart from the fact that labour cannot
be increased beyond a certain point, an increase of labour is accom-
panied by increasing disutility.

Fourier and his school regard the disutility of labour as a result
of perverse social arrangements. These alone in their view are to
blame for the fact that in accepted usage the words ‘labour’ and
‘toil’ are synonymous. Labour in itself is not unpleasant. On the
contrary, all men need to be active. Inactivity entails intolerable
boredom. Iflabour is to be made attractive it must be carried on in
healthy, clean workplaces; the joy of labour must be aroused by a
happy feeling of union among the workers and cheerful competition
between them. The chief cause of the repugnance which labour
arouses is its continuity. Even pleasures pall if they last too long.
Therefore the workers must be allowed to interchange their occupa-
tions at will; work will then be a pleasure and no longer create
aversion.!

It is not difficult to expose the error contained in this argument,
though it is accepted by socialists of all schools. Man feels the impulse
to activity. Even if need did not drive him to work he would not
always be content to roll in the grass and bask in thesun. Even young
animals and children whose nourishment is provided by their
parents kick their limbs, dance, jump and run so as to exercise powers
yet unclaimed by labour. To be stirring is a physical and mental
need. Thus, in general, purposeful labour gives satisfaction. Yet
only up to a certain point; beyond this it is only toil. In the following

! Considerant, Exposition abrégée du Svstéme Phalanstérien de Fourier, 4th Impres-
sion, 3rd Edition, Paris 1846, p. 29 et seq.
165



THE SOCIALIST COMMUNITY

diagram the line o x along which the product of labour is measured,
marks the dividing line between the disutility of labour and the
satisfaction the exercise of our powers affords, which may be called
immediate satisfaction due to labour. The curve, g, b, ¢, p represents
labour disutility and immediate labour satisfaction in relation to the
product. When labour commences it is found disagreeable. After the
first difficulties have been overcome and body and mind are better
adapted, then the disagreeableness declines. At & neither dis-
agreeableness nor satisfaction predominates. Between 4 and ¢ direct
satisfaction prevails. After ¢ disagreeableness recommences. With
other forms of labour the curve may run differently, as in o ¢; p; or

0 p,. That depends on the nature of the work and the personality
of the workers. It is different for navvies and for jockeys: it is different
for dull and for energetic men.*

Why is labour continued when the disutility which its con-
tinuance occasions exceeds the direct satisfaction deriving from it?
Because something else beside direct labour satisfaction comes into
account, namely the satisfaction afforded by the product of the
labour; we call this indirect labour satisfaction. Labour will be
continued so long as the dissatisfaction which it arouses is counter-
balanced by the pleasure derived from its product. Labour will
only be discontinued at the point at which its continuation would
give rise to more disutility than utility.

The methods by which Fourier wished to deprive labour of its
unattractiveness were indeed based upon correct observations, but
he greatly overrated the bearing of his argument. It is clear

! Jevons, The Theory of Political Economy, 3rd Edition, London 1888, pp. 169, 172
et seq.
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that the amount of work which affords direct labour satis-
faction supplies such a small fraction of the needs which men
consider imperative that they readily undergo the hardship of
performing irksome work. But it is a mistake to assume that any
significant change would take place if workers were allowed to change
occupations at short intervals. For in the first place the product of
labour would be reduced because of the diminished skill acquired
by the individual as a result of diminished practice in each of his
various occupations; also because every change over would cause
loss of time, and labour would be expended in the shuffling. And in
the second place only a very slight part of the excess of labour dis-
utility over direct labour satisfaction is due to weariness with the
particular job in hand. Hence the capacity to derive direct satisfac-
tion from another form of labour is not what it would have been if the
first job had not been performed. Clearly the greater part of the
disutility is due to general fatigue of the organism and to a desire to
be released from any further constraint. The man who has worked
for hours at a desk will prefer to chop wood for an hour rather than
spend another hour at the desk. But what made his labour un-
pleasant was not only the need for change but rather the length of
the work. If the product is not to be diminished the length of the
working day can be reduced only by increased productivity. The
widespread opinion that there is labour which only tires the body and
labour which only tires the mind is incorrect, as everyone can prove
for himself. All labour affects the whole organism. We deceive our-
selves on this point because in observing other forms of occupation
we see only the direct labour satisfaction. The clerk envies the
coachman, because he would like a little recreation in driving: but
his envy would last only as long as the satisfaction exceeded the pain.
Similarly hunting and fishing, mountain climbing, riding and
driving are undertaken for sport. But sport is not work in the
economic sense. It is the hard fact that men cannot subsist on the
small amount of labour yielding direct labour satisfaction which
compels them to suffer the irksomeness of toil, not the bad organiza-
tion of labour.

It is obvious, that improvements in the conditions under which
labour is performed may increase the product with unchanged
irksomeness or lessen the irksomeness for the same product. But it
would be impossible to improve these conditions more than actually
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occurs under capitalism without rising cost. That labour is less
irksome when performed in company has been known from of old,
and where it seems possible to let workers work together without
reducing output, it is done.

There are, of course, exceptional natures that rise above the
common level. The great creative genius who perpetuates himself in
immortal works and deeds does not when working distinguish the
pain from the pleasure. For such men creation is at once the greatest
joy and the bitterest torment, an inner necessity, What they create
has no value to them as a product: they create for the sake of creation,
not for the result. The product costs them nothing because, when
working, they forego nothing dearer to them than their work. And
their product only costs society what they could have produced by
other labour. In comparison to the value of the service this cost is
nothing. Genius is truly a gift of God.

Now the life history of great men is familiar to all. Thus the
social reformer is easily tempted to regard what he has heard of
them as common attributes. We continually find people inclined to
regard the mode of life of the genius as the typical way of living of a
simple citizen of a socialist community. But not everyone is a
Sophocles or a Shakespeare, and standing behind a lathe is not the
same thing as writing Goethe’s poems or founding the Empire of
Napoleon.

It is therefore easy to see the nature of the illusions entertained by
Marxians with regard to the satisfactions and toil of the inhabitants
of the socialist community. Here, as in everything else it has to say
about the socialist community, Marxism moves along the lines set
out by the Utopians. With express reference to Fourier’s and Owen’s
ideas of restoring to work ‘the attractiveness lost through division of
labour’, by arranging for each form of work to be performed for a
short time only, Engels sees in Socialism an organization of produc-
tion ‘in which productive labour will be not a2 means for enslaving
but for liberating mankind, which will give every individual the
opportunity to develop and to exercise all his capabilities, bodily and
mental, in all directions, and will transform a bane into a boon’.?
And Marx talks of ‘a higher phase of communist society after having
done away with the slavish subjection of the individual under the
division of labour, a society in which the contrast between mental

! Engels, Herrn Eugen Diihrings Umwdlzung der Wissenschaft, p. 317.
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and physical work has disappeared’ and ‘labour has become not only
a means of life but the first need of life itself.’* Max Adler promises
that the socialist society will ‘at the very least’ not assign to anyone
any work ‘which must cause him pain’.? These statements distin-
guish themselves from the utterances of Fourier and his school only
by the fact that there is nowhere any attempt to provide them with a
basis of proof.

Fourier and his school, however, had another device, apart from
changes of occupation, for rendering work more attractive: com-
petition. Men would be capable of the highest achievement if in-
spired by un sentiment de rivalité joyeuse ou de noble émulation.
Here for once they recognize the advantages of competition, which
everywhere else they describe as pernicious. If the workers show a
deficiency in achievement it will be sufficient to divide them into
groups: immediately a fierce competition will blaze up between the
groups, which will double the energy of the individual and suddenly
arouse in all un acharnement passioné au travail.?

The observation that competition makes for greater accomplish-
ment is of course correct enough, but it is superficial. Competition
is not in itself a human passion. The efforts put forth by men in
competition are not made for the sake of the competition but for the
end attained thereby. The fight is waged not for its own sake, but
for the prize which beckons the victor. But what prizes would spur
to emulation the workers in a socialist community? Experience
shows that titles and rewards of honour are not estimated too highly.
Material goods to increase the satisfaction of wants could not be
given as prizes since the principle of distribution would be inde-
pendent of individual performance, and the increase per head
through the increased effort of a single worker would be so insignifi-
cant that it would not count. The simple satisfaction from duty per-
formed would not suffice: it is precisely because this incentive cannot
be trusted that we seek others. And even if it were so, labour
would still be irksome. It would not thereby become attractive in
itself.

The Fourier school, as we have seen, regards it as the main point of
their solution of the social problem that work will be made a joy

! Marx, Zur Kritik des sozialdemokratischen Parteiprogramms von Gotha, p. 17.
? Max Adler, Die Staatsauffassung des Marxismus, Wien 1922, p. 287.
® Considerant, Exposition abrégée du Systéme Phalanstérien de Fourier, p. 33.
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instead of a toil.* But unfortunately the means which it provides
for this are quite impracticable. If Fourier had really been able to
show the way to make work attractive he would have deserved the
divine honours bestowed on him by his followers.* But his much
lauded doctrines are nothing but the fantasies of a man who was
incapable of seeing clearly the world as it really is.

Even in a socialist community work will arouse feelings of pain
and not of pleasure.’

§3
The ‘joy of labour’

If this is recognized, one of the main supports of socialist structure
of thought collapses. It is therefore only too easy to understand why
socialists try stubbornly to maintain that there is in man an innate
impulse and striving to work, that work gives satisfaction per se and
that only the unsatisfactory conditions under which work is per-
formed in capitalist society could restrict this natural joy of labour
and transform it into toil.*

1 Considerant, Studien iber einige Fundamentalprobleme der sozialen Zukunft (con-
tained in Fourier’s System der sozialen Reform, translated by Kaatz, Leipzig 1906),
p. 55 et seq. Fourier has the distinction of having introduced the fairies into social
science. In his future state the children, organized in ‘Petites Hordes’, will perform
what the adults do not do. To them will be entrusted, amongst other things, mainten-
ance of the roads. ‘C’est 4 leur amour propre que I'Harmonie sera redevable d’avoir,
par toute la terre, des chemins plus somptueux que les allées de nos parterres. Ils
seront entretenus d’arbres et d’arbustes, méme de fleurs, et arrosés au trottoir. Les
petites Hordes courent frénétiquement au travail, qui est exécuté comme ceuvre pie,
acte de charité envers la Phalange, service de Dieu et de 'Unité.” By three o’clock in
the morning they are up, cleaning the stables, attending to the cattle and horses, and
working in the slaughter houses, where they take care that no animal is ever treated
cruelly, killing always in the most humane manner. ‘Elles ont la haute police du
régne animal.” When their work is done they wash themselves, dress themselves, and
appear triumphantly at the breakfast table. See Fourier, Oeuvres complétes, Vol. V,
2nd Edition, Paris 1841, pp. 141, 159.

2 B. Fabre des Essarts, Odes Phalansteriennes, Montreuil-Sour-Bois 1900. Béranger
and Victor Hugo also venerated Fourier. The first dedicated to him a poem, re-
printed in Bebel (Charles Fourier, Stuttgart 1890, p. 294 et seq.).

3 Socialist writers are still far from knowing this. Kautsky (Die soziale Revolution,
I1, p. 16 et seq.) considers that the main task of a proletarian regime is ‘to make work,
which to-day is a burden, into a pleasure, so that people will enjoy working and the
workers go joyfully to work’. He admits that ‘this is not such a simple matter’ and
concludes that ‘it will hardly be possible to make work in factories and mines attractive
quickly’, But he cannot naturally bring himself to abandon completely Socialism’s
fundamental illusion.

4 Veblen, The Instinct of Workmanship, New York 1922, p. 31 et seq.; De Man, Zur
Psychologie des Sozialismus, p. 45 et seq.; De Man, Der Kampf um die Arbeitsfreude,
Jena 1927, p. 149 et seg.

170



‘JOY OF LABOUR"

In proof of this assertion they assiduously collect statements made
by workers in modern factories on the pleasurability of the labour.
They ask the workers leading questions and are extraordinarily
satisfied when the answers are of the kind they want to hear. But
because of their prepossession they omit to notice that between the
actions and replies of those whom they cross-examine there is a
contradiction which demands solution. If work gives satisfaction
per se why is the worker paid? Why does he not reward the employer
for the pleasure which the employer gives him by allowing him to
work? Nowhere else are people paid for the pleasure given to them,
and the fact that pleasures are rewarded ought at least to give pause
for reflection. By common definition, labour cannot give satisfaction
directly. We define labour as just that activity which does not give
any direct pleasurable sensations, which is performed only because
the produce of the labour yields indirectly pleasurable sensations
sufficient to counterbalance the primary sensations of pain.?

The so-called ‘joy of labour’ which is generally adduced in
support of the view that labour awakens feelings of satisfaction, not of
pain, is attributable to three quite separate sensations.

There is first the pleasure which can be obtained from the per-
version of work. When the public official abuses his office, often
while performing his function in a manner which is formally quite
correct, so as to satisfy the instincts of power, or to give free rein to
sadistic impulses, or to pander to erotic lusts (and in this one need
not always think merely of things condemned by law or morals), the
pleasures that follow are undoubtedly not pleasures of work but
pleasures derived from certain accompanying circumstances. Similar
considerations apply also to other kinds of work. Psycho-analytic
literature has repeatedly pointed out how extensively matters of this
sort influence the choice of occupation. In so far as these pleasures
counterbalance the pain of labour they are reflected also in the rates
of pay; the larger supply of labour in the occupations offering the
greatest scope for this kind of perversion tending to lower the rate
of pay. The worker pays for the ‘pleasure’ with an income lower
than he otherwise could have earned.

By ‘joy of labour’ people mean also the satisfaction of completing
a task. But this is pleasure in being free of work rather than pleasure

1 We here disregard the above-mentioned pleasure in beginning work, in practice
unimportant. See p. 166.
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in the work itself. Here we have a special kind of pleasure, which
can be shown to exist everywhere, in having got rid of something
difficult, unpleasant, painful, the pleasure of ‘I’ve done it’. Socialist
Romanticism and romantic socialists praise the Middle Ages as a
time when joy of labour was unrestricted. As a matter of fact we have
no reliable information from medieval artisans, peasants, and their
assistants about the ‘joy ot labour’, but we may presume that their
joy was in having performed their work and begun the hours of
pleasure and repose. Medieval monks, who in the contemplative
peace of their monasteries copied manuscripts, have bequeathed us
remarks which are certainly more genuine and reliable than the
assertions of our romantics. At the end of many a fine manuscript
we read: Laus tibi sit Christe, quoniam liber explicit iste.* Thus:
Praise the Lord because the work is completed. Not because the work
itself has given pleasure.

But we must not forget the third and most important source of
the joy of labour — the satisfaction the worker feels because his work
goes so well that through it he can earn a living for himself and his
family. This joy of labour is clearly rooted in the pleasure of what we
have called the indirect enjoyment of labour. The worker rejoices
because in his ability to work and in his skill he sees the basis of his
existence and of his social position. He rejoices because he has
attained a position better than that of others. He rejoices because he
sees in his ability to work the guarantee of future economic success.
He is proud because he can do something ‘good’, that is, something
society values and consequently pays for on the labour market.
Nothing raises self-respect higher than this feeling, which indeed is
often exaggerated to the ridiculous belief that one is indispensable.
To the healthy man, however, it gives the strength to console himself
for the unalterable fact that he is able to satisfy his wants only by
toil and pain. As people say: he makes the best of a bad job.

Of the three sources of that which we may call the ‘joy of labour’
the first, arising from perversion of the true ends of the work, will
undoubtedly exist in the socialist community. As under capitalist
society it will naturally be restricted to a narrow circle. The other
two sources of the joy of labour will presumably dry up completely.
If the connection between the yield of labour and the income of the

1 Wattenbach, Das Schriftwesen in Mittelalter, 3rd Edition, Leipzig 1896, p. 500.
Amongst the many similar sayings and verses quoted by Wattenbach is the still more
drastic: Libro completo saltat scriptor pede leto.
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labourer is dissolved, as it must be in socialist society, the individual
will always labour under the impression that proportionately too
much work has been piled on him. The over-heated, neurasthenic
dislike of work will develop which nowadays we can observe in
practically all government offices and public enterprises. In such
concerns where the pay depends upon rigid schedules, everyone
thinks he is overburdened, that just A¢ is being given too much to
do and things which are too unpleasant — that his achievements are
not duly appreciated and rewarded. Out of these feelings grows a
sullen hate of work which stifies even the pleasure in completing it.
The socialist community cannot count on the ‘joy of labour’.

§4

The stimulus to labour

It is the duty of the citizen of the socialist commonwealth to work
for the community according to his powers and his ability: in return
he has a claim against the community for a share in the social
dividend. He who unjustifiably omits to perform his duty will be
recalled to obedience by the usual methods of state coercion. The
economic administration would exercise so great a power over
individual citizens that it is inconceivable that anyone could
permanently withstand it.

It is not sufficient however that citizens should arrive at their
tasks punctually and spend the prescribed number of hours at their
posts. They must really work while they are there.

In the capitalist system the worker receives the value of the pro-
duct of his labour. The static or natural wage-rate tends to such a
level that the worker receives the value of the product of his labour:
i.e. all that is attributable to his work.? The worker himself is there-
fore concerned that his productivity should be as great as possible.
"This does not apply to work done for piece rates only. The level of
time rates is also dependent upon the marginal productivity of the
particular kind of work concerned. The technical form of wage pay-
ment which is customary does not alter the level of wages in the long
run. The wage rate has always a tendency to return to its static level,
and time rates are no exception.

But even so work done for time wages gives us an opportunity of

1 Clark, Distribution of Wealth, New York 1907, p. 157 et seq.
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observing how work is carried on when the worker feels that he is not
working for himself, because there is no connection between his out-
put and his remuneration. Under time wages the more skilful worker
has no inducement to do more than the minimum expected from
every worker. Piece wages are an incentive to the maximum activity,
time wages to the minimum. Under Capitalism the graduation of
time wages for different kinds of work greatly mitigates these social
effects of the system of payment by time. The worker has a motive
in finding a position where the minimum work required is as great as
he can perform, because the wage increases with the rise in the
minimum requirements.

Only when we depart from the principle of graduating time wages
according to the work required does the time wage begin to affect
production adversely. This is particularly noticeable in the case of
state and municipal employment. Here, in the last few decades, not
only has the minimum required from the individual workers been
continually reduced, but every incentive to better work — for ex-
ample, different treatment of the various grades and rapid promotion
of industrious and capable workers to better-paid posts — has been
removed. The result of this policy has clearly vindicated the principle
that the worker only puts forth his best efforts when he knows that
he stands to gain by it.

Under Socialism the usual connection between work performed
and its remuneration cannot exist. All attempts to ascertain what the
work of the individual has produced and thereby to determine the
wage rate, must fail because of the impossibility of calculating the
productive contributions of the different factors of production. The
socialist community could probably make distribution dependent
upon certain external aspects of the work performed. But any such
differentiation would be arbitrary. Let us suppose that the minimum
requirement is determined for each branch of production. Let us
suppose this is done on the basis of Robdertus’ proposal for a ‘normal
working day’. For each industry there is laid down the time which a
worker with average strength and effort can continue to work and
the amount of work which an average worker of average skill and
industry can perform in this time.! We will completely ignore the

1 Rodbertus-Jagetzow, Briefe und sozialpolitische Aufsitze, edited by R. Meyer,
Berlin (1881), p. 553 et seg. We shall not enter here into Rodbertus’ other proposals
for the normal working day. They are throughout based on the untenable view
Rodbertus has formed about the problem of value.
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technical difficulties in the way of deciding, in any particular con-
crete example the question whether this minimum has been achieved
or not. Nevertheless it is obvious that any such general determina-
tion can only be quite arbitrary. The workers of the different
industries would never be made to agree on this point. Everyone
would maintain that he had been overtasked and would strive for a
reduction of the amount set to him. Average quality of the worker,
average skill, average strength, average effort, average industry —
these are all vague conceptions that cannot be exactly determined.

Now it is evident that the minimum performance calculated for
the worker of average quality, skill, and strength will be achieved
only by a part — say one-half — of the workers. The others will do
less. How can the authorities ascertain whether a performance be-
low the minimum is due to laziness or incapacity? Either the un-
fettered decision of the administration must be allowed free play, or
certain general criteria must be established. Doubtless, as a result,
the amount of work performed would be continually reduced.

Under Capitalism everybody who takes an active part in business
life is concerned that labour should be paid the whole product. The
employer who dismisses a worker who is worth his wage harms him-
self. The foreman who discharges a good worker and retains a bad
one, adversely affects the business results of the department under
his charge, and thereby indirectly himself. Here we do not need
formal criteria to limit the decisions of those who have to judge the
work performed. Under Socialism such criteria would have to be
established, because otherwise the powers entrusted to persons in
charge could be arbitrarily misused. And so then the worker
would have no further interest in the actual performance of
work. He would only be concerned to do as much as is pre-
scribed by the formal criteria in order to avoid punishment.

What kind of results will be achieved by workers who are not
directly interested in the product of the work, can be learnt from the
experience of a thousand years of slave labour. Officials and em-
ployees of state and municipal undertakings provide new examples.
An attempt may be made to weaken the argumentative force of the
first example by contending that these workers had no interest in the
result of their labour because they did not share in the distribution;
in the socialist community everyone would realize that he was work-
ing for himself and that would spur him on to the highest activity.
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But this is just the problem. If the worker exerts himself more at the
work then he has so much the more labour disutility to overcome.
But he will receive only an infinitesimal fraction of the result of his
increased effort. The prospect of receiving a two thousand millionth
part of the result of his increased effort will scarcely stimulate him to
exert his powers any more than he needs.!

Socialist writers generally pass over these ticklish questions in
silence or with a few inconsequential remarks. They only bring
forward a few sententious phrases and nothing else.? The new man
of Socialism will be free from base self-seeking; he will be morally
infinitely above the man of the frightful age of private property and
from a profound knowledge of the coherency of things and from a
noble perception of duty he will devote all his powers to the general
welfare.

But closer examination shows that these arguments lead to only
two conceivable alternatives: free obedience to the moral law with
no compulsion save that of the individual conscience, or enforced
service under a system of reward and punishment. Neither will
achieve the end. The former supplies no sufficient incentive to per-
sist in overcoming the disutility of labour even though it is publicly
extolled on every possible occasion and proclaimed in all schools and
churches; the latter can only lead to a formal performance of duty,
never to performance with the expenditure of all one’s powers.

‘The writer who has occupied himself most thoroughly with this
problem is John Stuart Mill. All subsequent arguments are derived
from his. His ideas are to be encountered everywhere in the litera-
ture of the subject and in everyday political discussion; they have
even become popular catchwords. Everyone is familiar with them
even if he is totally unacquainted with the author.® They have pro-
vided for decades one of the main props of the socialist idea, and have
contributed more to its popularity than the hate-inspired and
frequently contradictory arguments of socialist agitators.

One of the main objections, says Mill, that could be urged against
the practicability of the socialist idea, is that each person would be

* Schiffle, Die Quintessenz des Sozialismus, 18th Edition, Gotha 1919, p. 30 et seq.

? Degenfeld-Schonburg, Die Motive des wvolkswirtschaftlichen Handelns und der
deutsche Marxismus, Tiibingen 1920, p. 8o. .

? J. S. Mill, Principles, p. 126 et seq. We cannot here examine how far Mill took over
these ideas from others. Their wide diffusion they owe to the brilliant exposition in
which Mill has presented them in his much read work.
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incessantly occupied in evading his fair share of work. But those
who urge this objection forget to how great an extent the same diffi-
culty exists under the system under which nine-tenths of the business
of society is now conducted. The objection supposes that honest and
efficient labour is only to be had from those who are themselves
individually to reap the benefit of their own exertions. But under the
present system only a small fraction of all labour can do this. Time
rates or fixed salaries are the prevailing forms of remuneration. Work
is performed by people who have less personal interest in the execu-
tion of the task than the members of a socialist community, since,
unlike the latter, they are not working for an enterprise in which they
are partners. In the majority of cases they are not personally super-
intended and directed by people whose own interests are bound up
with the results of the enterprise. For employees paid by time carry
out even the supervisory, managing and technical work. It may be
admitted that labour would be more productive in a system in which
the whole or a large share of the product of extra exertion belongs to
the labourer, but under the present system it is precisely this incentive
which is lacking. Even if communistic labour might be less vigorous
than that of a peasant proprietor, or a workman labouring on his
own account, it would probably be more energetic than that of a
labourer for hire, who has no personal interest in the matter at all.

One can easily see the cause of Mill’s mistake. The last repre-
sentative of the classical school of economists, he did not survive to see
the transformation of economics by the subjective theory of value,
and he did not know the connection between wage rates and the
marginal productivity of labour. He does not perceive that the
worker has an interest in doing his utmost because his income de-
pends upon the value of the work which he performs. Without the
light of modern economic thought he sees only on the surface and
not into the heart of things. Doubtless the individual working for a
time wage has no interest in doing more than will keep his job. But
if he can do more, if his knowledge, capability and strength permit,
he seeks for a post where more is wanted and where he can thus
increase his income. It may be that he fails to do this out of laziness,
but this is not the fault of the system. The system does all that it can
to incite everyone to the utmost diligence, since it ensures to everyone
the fruits of his labour. That Socialism cannot do this is the great
difference between Socialism and Capitalism.
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In the extreme case of obstinate perseverance in not performing
a due share of work, the socialist community, Mill thinks, would have
reserve powers which society now has at its disposal: it could submit
the workers to the rules of a coercive institution. Dismissal, the only
remedy at present, is no remedy when no other labourer who can be
engaged does any better than his predecessor. The power to dismiss
only enables an employer to obtain from his workman the customary
amount of labour; but that customary labour may be of any degree
of inefficiency.

The fallacy of this argument is plain. Mill does not realize that
the wage rate is adjusted according to this customary amount of
labour, and that the workers who wishes to earn more must do more.
It may be admitted straight away that wherever the time wage pre-
vails the individual worker is obliged to seek elsewhere for a job in
which the customary amount of labour is greater because he has no
chance of increasing his income by doing more work if he remains
where he is. In the circumstances he must change over to piece
work, take up another occupation, or even emigrate. In this way
millions have emigrated from those European countries, where the
customary amount of labour is low, to Western Europe or to the
United States, where they have to work more but earn more. The
inferior workers remain behind, and are content to work less for
less wages.

If this is kept in mind it is also easy to understand the case of
supervisory and managerial work performed by employees. Their
activities, too, are paid according to the value of the service: they, too,
must do as much as they can if they wish to obtain the highest
possible income. They can and must be given authority in the name
of the entrepreneur to take on and dismiss workers without any fear
that they will abuse the power. They perform the social task incum-
bent upon them of securing that the worker obtains only as much
wages as his work is worth, apart from any other consideration what-
ever.! The system of economic calculation supplies a sufficient test
of the efficacy of their work. This distinguishes their work from the
kind of control which could be exercised under Socialism. They
harm themselves if from revengeful motives they treat a worker
worse than he deserves. (Naturally ‘deserves’ is not used here in any

1 Competition between the entrepreneurs sees to it that wages do not fall below this
level,
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ethical sense.) This authority to dismiss workers and fix their wages
which the employer possesses and deputes to subordinates, is con-
sidered by socialists to be dangerous in the hands of private indi-
viduals. But the socialists overlook the fact that the employer’s
ability to exercise this power is limited, that he cannot dismiss and
mistreat arbitrarily because the result would be harmful to himself.
In endeavouring to purchase labour as cheaply as possible the em-
ployer is fulfilling one of his most important social tasks.

Mill admits that in the present state of society the neglect by the
uneducated classes of labourers for hire of the duties which they
engage to perform is flagrant. This, he thinks, can only be attributed
to a low level of education. Under Socialism, with universal educa-
tion, all citizens would undoubtedly fulfil their duty towards society
as zealously as the majority of those members of the upper and
middle classes who are in receipt of salaries, perform it to-day. Itis
clear that Mill’s thought repeatedly involves the same error. He does
not see that in this case too, there is a correspondence between pay-
ment and performance. Finally he is compelled to admit that, there
can be no doubt that remuneration by fixed salaries does not produce
the maximum of zeal in any class of functionaries. To this extent,
Mill says, objection could reasonably be made against the socialist
organization of labour. Itis, however, according to Mill, by no means
certain that this inferiority will continue in a socialist community
as is assumed by those whose imaginations are little used to range
beyond the state of things with which they are familiar. It is not
impossible that under Socialism the public spirit will be so general
that disinterested devotion to the common welfare will take the
place of self seeking. Here Mill lapses into the dreams of the Utopians
and conceives it possible that public opinion will be powerful enough
to incite the individual to increased zeal for labour, that ambition
and self-conceit will be effective motives, and so on.

It need only be said that unfortunately we have no reason to
assume that human nature will be any different under Socialism from
what it is now. And nothing goes to prove that rewards in the shape
of distinctions, material gifts, or even the honourable recognition of
fellow citizens, will induce the workers to do more than the formal
execution of the tasks allotted to them. Nothing can completely
replace the motive to overcome the irksomeness of labour which is
given by the opportunity to obtain the full value of that labour.
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Many socialists of course think that this argument can be refuted
by appeal to the labour which in the past has been performed without
theincentive of a wage payment. They instance the case of the labours
of scientists and artists, of the doctor who exhausts himself at the sick-
bed, the soldier who dies the death of a hero, the statesman who
sacrifices all for his idea. But the artist and the scientist find their
satisfaction in the work itself, and in the recognition which they hope
to gain at some time, if only from posterity, even though material
gains are not forthcoming. The doctor and the professional soldier
are in the same position as many other workers whose work is
associated with danger. The supply of workers for these professions
reflects their lesser attractiveness, and the wage is adapted corre-
spondingly. But if, in spite of the danger, a man enters the profession
for sake of the higher remuneration and other advantages and
honours, he cannot evade the dangers without the greatest prejudice
to himself. The professional soldier who turned tail, the doctor who
refused to treat an infectious case, would endanger their future
careers to such an extent that they have virtually no choice in the
matter. It cannot be denied that there are doctors who are con-
cerned to do their utmost in cases where no one would detect remiss-
ness, and that there are professional soldiers who incur danger when
no one would reproach them for avoiding it. But in these exceptional
cases, as in the case of the staunch statesman who is ready to die for
his principles, man raises himself, as is given to few to do, to the
highest peak of manhood, to complete union of will and deed. In
his exclusive devotion to a single purpose which sets aside all other
desires, thoughts and feelings, removes the instinct of self-preserva- -
tion and makes him indifferent to pain and suffering, such a man
forgets the world, and nothing remains except the one thing to which
he sacrifices himself and his life. Of such men it used to be said,
according to the estimate set on their aims, that the spirit of the
Lord moved them, or that they were possessed of the devil —so
incomprehensible were their motives to the ordinary run of mankind.

It is certain that mankind would not have risen above the beasts
if it had not had such leaders; but it is certain that mankind does not
in the main consist of such men. The essential social problem is to
make useful members of society out of the general masses.

Socialist writers have for a long time ceased to exercise their
ingenuity on this insoluble problem. Kautsky can tell us nothing
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more than that habit and discipline will provide incentives to work
in the future. ‘Capital has so accustomed the modern labourer to
work day in and day out that he cannot endure to be without his
work. There are even people who are so accustomed to work that
they do not know what to do with their leisure time and are unhappy
when they cannot work.’ Kautsky does not seem to fear that this
habit could be shaken off more easily than other habits such as
eating and sleeping but he is not prepared to rely on this incentive
alone, and freely admits that ‘it is the weakest’. He therefore recom-
mends discipline. Naturally not ‘military discipline’ nor ‘blind
obedience to an authority imposed from above’, but ‘democratic
discipline — the free subjection to elected leadership’. But then
doubts arise and he endeavours to dispel them with the idea that
under Socialism labour will be so attractive ‘that it will be a pleasure
to work’, but finally admits that this will not be sufficient at first,
and at last arrives at the conclusion that besides the attractiveness of
the work some other incentive must be brought to bear, ‘that of the
wages of labour’.?

Thus even Kautsky, after many limitations and considerations,
arrives at this result, that the irksomeness of labour will only be
overcome if the product of labour, and only the product of his own
labour, accrues to the worker, in so far as he is not also an owner
or an employer. But this is to deny the feasibility of socialistic
organization of labour, since private property in the means of pro-
duction cannot be abolished without abolishing at the same time
the possibility of remunerating the labourer according to the product
of his labour.

§5

The productivity of labour

The old ‘distributivist’ theories were based on the assumption that
it only needed equal distribution for everyone to have if not riches,
at least a comfortable existence. This seemed so obvious, that hardly
any trouble was taken to prove it. At the beginning Socialism took
over this assumption in its entirety, and expected that comfort for
all would be achieved by an equal distribution of the social income.

! Kautsky, Die soziale Revolution, 11, p. 15 et seq.
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Only when the criticisms of their opponents drew their attention to
the fact that equal distribution of the income obtained by the whole
economic society would scarcely improve the conditions of the masses
at all, did they set up the proposition that capitalist methods of pro-
duction restrict the productivity of labour, and that Socialism would
remove these limitations and multiply production to ensure for
everyone a life in comfortable circumstances. Without troubling
about the fact that they had not succeeded in disproving the assertion
of the liberal school that productivity under Socialism would sink
so low that want and poverty would be general, socialist writers
began to promulgate fantastic assertions about the increase in pro-
ductivity to be expected under Socialism.

Kautsky mentions two ways of achieving increased production
by a transition from capitalistic to socialistic methods of production.
One is the concentration of all production in the best concerns and
the closing down of the less efficient.* That this is a means of
increasing production cannot be denied, but it is a means which
operates most effectively under the regime of an exchange-economy.
Competition ruthlessly eliminates all inferior productive under-
takings and concerns. That it does so is a constant source of com-
plaint from those involved, and because of it the weaker undertakings
demand State subsidies, special consideration in public contracts,
and in general restriction of freedom of competition in every possible
way. Kautsky is forced to admit that trusts formed by private enter-
prise exploit these means to the utmost, so as to obtain higher pro-
ductivity, and in fact he frankly regards them as the forerunners of
the social revolution. It is more than questionable whether the
socialist State would feel the same necessity to carry out similar
improvements in production. Would it not continue an unprofitable
undertaking rather than provoke local prejudice by its discontinu-
ance? The private entrepreneur closes down without much ado
undertakings that no longer pay; and in this way he compels the
worker to change his locality and sometimes even his occupation.
Undoubtedly this involves initial hardships for the people concerned,
but it is to the general advantage, since it makes possible a cheaper
and better provisioning of the market. Would the Socialist State do
likewise? Would it not, on the contrary, be constrained for political
reasons to avoid local discontent? On most state railways all reforms

1 Kautsky, Die soziale Revolution, 11, p. 21 et seq.
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of this kind are frustrated by the attempt to avoid the harm to par-
ticular districts which would result from the elimination of super-
fluous branch offices, workshops, and power stations. Even the
army administration has encountered parliamentary opposition
when for military reasons it has been desired to withdraw a garrison
from a particular place.

His second method of achieving increased production, viz.,
‘economies of every description’, on his own admission, Kautsky
already finds operating under the trust of to-day. He particularly
mentions economies of materials, transport charges, advertisements
and publicity costs.? As far as economies in materials and transport
are concerned, experience shows that nothing is operated with less
economy and with more waste of labour and material of every kind
than public services and undertakings. Private enterprise on the
other hand naturally induces the owner to work with the greatest
economy in his own interest.

Of course the Socialist state would save all advertising expenses,
all the costs of commercial travellers and agents. But it is more than
probable that it would employ many more persons in the service of
the apparatus of distribution. Wartime experience has taught us
how cumbrous and expensive the social apparatus of distribution
can be. Were the costs of bread, flour, meat, sugar, and other cards
really less than the costs of advertisement? Has the enormous per-
sonnel required to run a rationing system been cheaper than the
expenditure on commercial travellers and agents?

Socialism would eliminate the small retailers. But in their place
it must set up distributive centres which would not be cheaper.
Co-operative stores do not employ less hands than the retail stores
organized on modern lines, and many of them, because of their
large expenses, could not compete with the latter if they were not
granted privileges of exemption from taxation.

Speaking generally, it must be said that it is inadmissible to pick
out special costs in capitalist society, and then at once to infer from
the fact that they would disappear in a socialist society, that the
productivity of the latter would surpass that of the former. It is
necessary to compare the tolal costs and the total yields of both systems.
The fact that the electromobile needs no petrol is no proof that it is
cheaper to run than the petrol-driven car.

* Kautsky, Die soziale Revolution, 11, p. 26.
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The weakness of Kautsky’s argument is evident, when he asserts
that ‘by the application of these two methods a proletarian regime
could raise production to such a high level that it would be possible
to increase wages considerably and at the same time reduce the hours
of labour’. Here he is making an assertion for which he offers no
proof whatever.? ;

And it is no better with the other arguments that are often brought
forward to prove the supposed higher productivity of a socialistic
society. When for example people argue that under Socialism
everyone capable of work will have to work, they are sadly mistaken
as to the number of idlers under Capitalism.

So far as can be judged there is no convincing reason for sup-
posing that labour under Socialism would be more productive than
under Capitalism. On the contrary it can be asserted that under a
system which provides no incentive to the worker to overcome the
irksomeness of labour and to strive his utmost, the productivity of
labour must inevitably decline. But the problem of productivity
cannot be dealt with only within the limits of a study of static con-
ditions. Incomparably more important than the question whether
the transition to Socialism would increase productivity is the question
whether, given the existence of a socialistic order, it would be able
further to increase production and to achieve economic progress.
This leads us to the problem of dynamics.

1 In the years of controlled economy we heard quite often of frozen potatoes, rotten
fruit, spoiled vegetables. Did such things not happen formerly? Certainly. But they
happened less often. The merchant whose fruit spoiled suffered monetary loss, and
that made him careful in the future. If he did not take better care he was ruined at
last. He ceased to direct production and was removed to a place in economic life
where he could do no more harm. But it is otherwise with the goods which the state
deals in. Here there is no individual interest behind the commodities. Here officials
trade, whose responsibility is so divided that no one gets particularly excited about a
small misfortune.
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CHAPTER V

THE POSITION OF THE
INDIVIDUAL UNDER SOCIALISM

§1
Selection of personnel and choice of occupation

HE Socialist Community is a great authoritarian association in

which orders are issued and obeyed. This is what is implied
by the words ‘planned economy’ and the ‘abolition of the anarchy
of production’. The inner structure of a socialist community is best
understood if we compare it with the inner structure of an army.
Many socialists indeed prefer to speak of the ‘army of labour’. As
in an army, so under Socialism, everything depends on the orders
of the supreme authority. Everyone has a place to which he is ap-
pointed. Everyone has to remain in his place until he is moved to
another. It follows that men become the mere pawns of official
action. They rise only when they are promoted. They sink only
when they are degraded. It would be waste of time to describe such
conditions. They are the common knowledge of every citizen of a
bureaucratic state.

It is obvious that, in a state of this sort, all appointments should
be based upon personal capacity. Each position should be held by
the individual best fitted to hold it — always provided that he is not
required for more important work elsewhere. Such is the funda-
mental principle of all systematically ordered authoritarian organiza-
tions — of the Chinese Mandarinate equally with modern bureau-
cracies.

In giving effect to this principle the first problem that arises is the
appointment of the supreme authority. There are two ways to the
solution of this problem, the oligarchical-monarchical and the demo-
cratic, but there can be only one solution — the charismatic solution.
The supreme rulers (or ruler) are chosen in virtue of the grace with
which they are endowed by divine dispensation. They have super-
human powers and capacities lifting them above the other mortals.
To resist them is not only to resist the powers that be; it is to defy
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the commandments of the Deity. Such is the basis of theocracies —
of clerical aristocracies or realms of ‘the Lord’s anointed’. But it is
equally the basis of the Bolshevist dictatorship in Russia. Summoned
by history to the performance of their sublime task, the Bolsheviks
pose as the representatives of humanity, as the tools of necessity, as
the consummators of the great scheme of things. Resistance to them
is the greatest of all crimes. But against their adversaries they may
resort to any expedients. It is the old aristocratic-theocratic idea in
a new form.

Democracy is the other method of solving the problem. Demo-
cracy places everything in the hands of the majority. At its head is
a ruler, or rulers, chosen by a majority decision. But the basis of this
is as charismatic as any other. Only in this case grace is regarded as
being granted in equal proportions to all and sundry. Everyone is
endowed with it. The voice of the people is the voice of God. This
is to be seen especially clearly in Tommaso Campanella’s City of the
Sun. The Regent chosen by the national assembly is also priest and
his name is ‘Hoh’, that means: metaphysics.? In authoritarian
ideology, democracy is valued not for its social functions, but only
as a means for the ascertainment of the absolute.*

According to charismatic theory, in appointing officials the
supreme authority transmits to them the grace it possesses itself. An
official appointment raises ordinary mortals above the level of the
masses. They count for more than others. When on duty their
status is especially enhanced. No doubt of their capacity, or of their
fitness for office, is permissible. Office makes the man.

Apart from their polemical value, all these theories are purely
formal. They do not tell us anything about how such appointments
actually work. They are indifferent to origins. They do not inquire
whether the dynasties and the aristocracies concerned attained to
power by the chance of war. They give no idea of the mechanism
of the party system which brings the leaders of a democracy to the
helm. They tell nothing of the actual machinery for selecting officials.

But since only an omniscient ruler could do without them, special
arrangements for the appointment of the officials must be made.
Since the supreme authority cannot do everything, appointment to

! Georg Adler, Geschichte des Sozialismus und Kommunismus, Leipzig 1899, p. 185
et seq.
# On the social-dynamic functions of democracy see p. 72 of this work,
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lesser positions at least must be left to subordinate authorities. To
prevent this power from degenerating into mere licence, it must be
hedged about by regulations. In this way selection comes to be
based not on genuine capacity but on compliance with certain forms,
the passing of certain examinations, attendance at certain schools,
having spent a certain number of years in a subordinate position,
and so on. Of the shortcomings of such methods there can be only
one opinion. The successful conduct of business demands qualities
quite other than those necessary for passing examinations — even if
the examinations deal with subjects bearing on the work of the posi-
tion in question. A man who has spent a certain time in a subordi-
nate capacity is far from being, for that reason, fitted for a higher
post. It is not true that one learns to command by first learning to
obey. Age is no substitute for personal capacity. In short, the system
is deficient. Its only justification is that nothing better is known to
put in its place.

Attempts have recently been made to invoke the aid of experi-
mental psychology and physiology, and many promise therefrom
results of the highest importance to Socialism. There can be no
doubt that under Socialism, something corresponding to medical
examination for military service would have to be employed on a
larger scale and with more refined methods. Those who feigned
bodily deformities to escape difficult and uncongenial work would
have to be examined, as would those who attempted work for which
they were not properly developed. But the warmest advocates of
such methods could scarcely pretend that they could do more than
impose a very loose curb upon the grossest abuses of officialdom.
For all those kinds of work demanding something more than mere
muscular strength and a good development of particular senses they
are not applicable at all.

§2
Art and Literature, Science and Journalism

Socialist society is a society of officials. The way of living pre-
vailing in it, and the mode of thinking of its members, are determined
by this fact. People who are always expecting promotion, people
who had always a ‘chief’ on whom they depend, people who, because
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they receive a fixed salary, never understand the connection between
production and their own consumption — the last ten years has wit-
nessed the rise of this type everywhere in Europe. Itis in Germany,
however, where it is especially at home. The whole psychology of
our time derives from it.

Socialism knows no freedom of choice in occupation. Everyone
has to do what he is told to do and to go where he is sent. Anything
else is unthinkable. We shall discuss later and in another connection
how this will affect the productivity of labour. Here we have to
discuss the position of art and science, literature and the press under
such conditions.

Under Bolshevism in Russia and Hungary, the artists, scientists
and writers, who were recognized as such by the selectors appointed
for this purpose, were exempted from the general obligation to work
and given a definite salary. All such as were not recognized remained
subject to the general obligation to work and received no support
for other activity. The press was nationalized.

This is the simplest solution of the problem, and one which
harmonizes completely with the general structure of socialist society.
Officialdom is extended to the sphere of the spirit. Those who do not
please the holders of power are not allowed to paint or to sculpt or
to conduct an orchestra. Their works are not printed or performed.
And if the decision does not depend directly upon the free judgment
of the economic administration but is referred to the advice of an
expert council the case is not materially altered. On the contrary,
expert councils, which are inevitably composed of the old and the
established, must be admitted to be even less competent than laymen
to assist the rise of young talent with different views and perhaps
greater mastery than their own. Even if the choice were referred to
the whole nation the rise of independent spirits setting themselves
against traditional technique and accepted opinions would not be
facilitated. Such methods can only foster a race of epigoni.

In Cabet’s learia, only such books which please the republic are
to be printed (les ouvrages préférés). Writings of pre-socialistic times
are to be examined by the Republic. Those which are partially
useful are to be revised. Those which are regarded as dangerous or
useless are to be burnt. The objection, that this would be to do what
Omar did by burning the Alexandrian Library, Cabet held to be
quite untenable. For, said he, ‘nous faisons en faveur de ’humanité
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ce que ces oppresseurs faisaient contre elle. Nous avons fait du feu
pour briler les méchants livres, tandis que des brigands ou des
fanatiques allumaient les bichers pour briler d’innocents hérétiques’. *
Feom a point of view such as this, solution of the problem of tolera-
tion is impossible. Mere opportunists excepted, everyone is con-
vinced of the rightness of his opinions. But, if such a conviction by
itself were a justification for intolerance, then everyone would have a
right to coerce and persecute everyone else of another way of think-
ing.? In these circumstances, the demand for toleration can only be
a prerogative of the weak. With power comes the exercise of
intolerance. In such a case there must always be war and enmity
between men. Peaceful co-operation is out of the question. It is
because it desires peace that Liberalism demands toleration for
all opinions.

Under Capitalism the artist and the scientist have many alterna-
tives open to them. If they are rich they can follow their own
inclinations. They can seek out rich patrons. They can work as
public officials. They can attempt to live on the sale of their creative
work. Each of these alternatives has its dangers, in particular the
two latter. It may well be that he who gives new values to mankind,
or who is capable of so giving, suffers want and poverty. But there
is no way to prevent this effectively. The creative spirit innovates
necessarily. It must press forward. It must destroy the old and set
the new in its place. It could not conceivably be relieved of this
burden. Ifit were it would cease to be a pioneer. Progress cannot be
organized.® It is not difficult to ensure that the genius who has com-
pleted his work shall be crowned with laurel; that his mortal remains
shall be laid in a grave of honour and monuments erected to his

1 Cabet, Voyage en Icarie, Paris 1848, p. 127.

3 Luther urged the Princes of his party not to tolerate the monastic system and the
Mass., According to him it would be irrelevant to answer that, as the Emperor Charles
was convinced that the Papist doctrine was true, he would act justly, from his point of
view, in destroying the Lutheran teachings as heresy. For we know ‘that he is not
certain of this, nor can he be certain, because we know that he etrs and fights against
the Gospels. For it is not our duty to believe that he is certain, because he goes with-
out God’s Word and we go with God’s Word ; rather it is his duty to recognize God’s
Word and to advance it, like us, with all his power.” Dr. Martin Luther’s Briefe,
Sendsschreiben und Bedenken, edited by de Wette, Part 1V, Berlin 1827, p. 93 et seq.;
Paulus, Protestantismus und Toleranz im 16 Fahrhundert, Freiburg 1911, p. 23.

3 ‘It is misleading to say: Progress should be organized. What is really productive
cannot be put into forms made in advance; it flourishes only in unrestricted freedom.
The followers may then organize themselves, which is also called “forming a school”.’

(Spranger, Begabung und Studium, Leipzig 1917, p. 8.) See also Mill, On Liberty,
3rd Edstion, London 1864, p. 114 et seq.
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memory. But it is impossible to smooth the way that he must tread
if he is to fulfil his destiny. Society can do nothing to aid progress.
If it does not load the individual with quite unbreakable chains, if it
does not surround the prison in which it encloses him with quite un-
surmountable walls, it has done all that can be expected of it. Genius
will soon find a way to win its own freedom.

The nationalization of intellectual life, which must be attempted
under Socialism, must make all intellectual progress impossible. It
is possible to deceive oneself about this because, in Russia, new kinds
of art have become the fashion. But the authors of these innovations
were already working, when the Soviet came into power. They sided
with it because, not having been recognized hitherto, they enter-
tained hopes of recognition from the new regime. The great ques-
tion, however, is whether later innovators will be able to oust them
from the position they have now gained.

In Bebel’s Utopia only physical labour is recognized by society.
Art and science are relegated to leisure hours. In this way, thinks
Bebel, the society of the future ‘will possess scientists and artists of all
kinds in countless numbers’. These, according to their several in-
clinations, will pursue their studies and their arts in their spare time. !
Thus Bebel allows himself to be swayed by the manual labourer’s
philistine resentment against all those who are not hewers of wood
and drawers of water. All mental work he regards as mere dilettant-
ism, as can be seen from the fact that he groups it with ‘social inter-
course’.’ But nevertheless we must inquire whether under these
conditions the mind would be able to create that freedom without
which it cannot exist.

Obviously all artistic and scientific work which demands time,
travel, technical education and great material expenditure, would
be quite out of the question. But we will assume that it is possible
to devote oneself to writing or to music, after the day’s work is done.
We will assume further that such activities will not be hindered by

! Bebel, Die Frau und der Sozialismus, p. 284.

2 How Bebel pictured to himself life in a socialist community is shown by the
following: ‘Here she (Woman) is active under the same conditions as the man. At one
moment a practical worker in some industry she is in the next hour educator, teacher,
nurse; in the third part of the day she exercises some art or cultivates a science; and
in the fourth part she fulfils some administrative function. She enjoys studies, pleasures
and amusement with her like or with men, just as she wishes and as the opportunity
offers. In love choice she is free and unfettered like the man. She woos or lets herself
be wooed, etc.’ (Bebel, op. cit., p. 243).
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malicious intervention on the part of the economic administration —
by transferring unpopular authors to remote localities, for instance —
so that with the aid perhaps of devoted friends, an author or a com-
poser is able to save enough to pay the fee demanded by the state
printing works for the publication of a small edition. In this way he
may even succeed in bringing out a little independent periodical —
perhaps even in procuring a theatrical production.* But all this
would have to overcome the overwhelming competition of the
officially supported arts, and the economic administration could at
any time suppress it. For we must not forget that as one could not
ascertain the cost of printing, the economic administration would be
free to decide the business conditions under which publication
could take place. No censor, no emperor, no pope, has ever possessed
the power to suppress intellectual freedom which would be possessed
by a socialist community.

§3

Personal liberty

- It is customary to describe the position of the individual under
Socialism by saying that he would be unfree, that the socialist com-
munity would be a ‘prison state’. This expression contains a judg-
ment of value which, as such, lies outside the sphere of scientific
thought. Science cannot decide whether freedom is a good or an
evil or a mere matter of indifference. It can only inquire wherein
freedom consists and where freedom resides.

Freedom is a sociological concept. It is meaningless to apply it
to conditions outside society: as can be well seen from the confusions
prevailing everywhere in the celebrated free-will controversy. The
life of man depends upon natural conditions that he has no power to
alter. He lives and dies under these conditions and, because they
are not subject to his will, he must subordinate himself to them.
Everything he does is subject to them. If he throws a stone it follows
a course conditioned by nature. If he eats and drinks the processes
within his body are similarly determined. We attempt to exhibit this
dependence of the process of events upon definite and permanent

1 'This corresponds to Bellamy’s ideas. (Ein Riickblick, translated by Hoops in
Meyers Volksbiicher, p. 130 ef seq.)
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functional relationship, by the idea of the conformity of all natural
occurrences to unerring and unchangeable laws. These laws
dominate man’s life; he is completely circumscribed by them. His
will and his actions are only conceivable as taking place within their
limits. Against nature and within nature there is no freedom.

Social life, too, is a part of nature and, within it, unalterable laws
of nature hold their sway. Action, and the results of action, are con-
ditioned by these laws. If, with the origin of action in will, and its
working out in societies, we associate an idea of freedom, this is not
because we conceive that such action takes place independently of
natural laws: the meaning of this concept of freedom is quite different.

It is not here a question of the problem of internal freedom. Itis
the problem of external freedom with which we are concerned. The
former is a problem of the origin of willing, the latter of the working
out of action. Every man is dependent upon the attitude of his fellow
men. He is affected by their actions in a multitude of ways. If he
has to suffer them to treat him as if he had no will of his own, if he
cannot prevent them from riding rough-shod over his wishes, he
must feel a one-sided dependence upon them and will say that he is
unfree. If he is weaker, he must accommodate himself to coercion
by them.

Under the social relations that arise from co-operation in common
work this one-sided dependence becomes reciprocal. In so far as
each individual acts as a member of society he is obliged to adapt
himself to the will of his fellows. In this way no one depends more
upon others than others depend upon him. Thisis what we understand
by externalfreedom. Itisadisposition of individuals within the frame-
work of social necessity involving, on the one side, limitation of the
freedom of the individual in relation to others, and, on the other,
limitation of the freedom of others in relation to him.

An example should make this clear. Under Capitalism the
employer appears to have great power over the employee. Whether
he engages a man, how he employs him, what wages he gives him,
whether he dismisses him — all depend upon his decision. But this
freedom on his part and the corresponding unfreedom of the other
are only apparent. The conduct of the employer to the employee is
part of a social process. If he does not deal with the employee in a
manner appropriate to the social valuation of the employee’s service,
then there arise consequences which he himself has to bear. He can,
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indeed, deal badly with the employee, but he himself must pay the
costs of his arbitrary behaviour. To this extent therefore the
employee is dependent upon him. But this dependence is not greater
that the dependence of each one of us upon our neighbonr. For even
in a state where the laws are enforced everybody of course who is
willing to bear the consequences of his action, is free to break our
windows or do us bodily harm.

Strictly speaking, of course, on this view there can be no social
action which is entirely arbitrary. Even the oriental despot, who to
all appearances is free to do what he likes with the life of the enemy
he captures, must consider the results of his action. But there are
differences of degree in the way in which the costs of arbitrary action
are related to the satisfactions arising therefrom. No laws can afford
us protection against the assaults of men whose enmity is such that
they are willing to bear all the consequences of their action. But if
the laws are sufficiently severe to ensure that, as a general rule, our
peace is not disturbed, then we feel ourselves independent of the
evil intentions of our fellows, at any rate to a certain extent. The
historical relaxation of the penal laws is to be attributed, not to an
amelioration of morals, or to decadence on the part of legislators,
but simply to the fact that so far as men have learnt to check resent-
ment by considering the consequences of action it has been possible
to abate the severity of punishments without weakening their
deterrent power. To-day the menace of a short term of imprison-
ment is more effective protection against crimes against the person
than the gallows were at one time.

There is no place for the arbitrary, where exact money reckoning
enables us completely to calculate action. If we allow ourselves to
be carried away by the current laments over the stony-heartedness
of an age which reckons everything in terms of shillings and pence,
we overlook that it is precisely this linking up of action with con-
siderations of money profit which is society’s most effective means
of limiting arbitrary action. It is precisely arrangements of this
kind which makes the consumer on the one hand, the employer, the
capitalist, the landowner and the worker on the other — in short,
all concerned in producing for demands other than their own —
dependent upon social co-operation. Only complete failure to
understand this reciprocity of relationship can lead anyone to ask
whether the debtor is dependent on the creditor, or the creditor on
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the debtor. In fact, each is dependent on the other, and the relation-
ship between buyer and seller, employer and employee, is of the
same nature. It is customary to complain that, nowadays, personal
considerations are banished from business life and that money rules
everything. But what really is here complained of is simply that, in
that department of activity which we call purely economic, whims
and favours are banished and only those considerations are valid
which social co-operation demands.

This, then, is freedom in the external life of man — that he is
independent of the arbitrary power of his fellows. Such freedom is no
natural right. It did not exist under primitive conditions. It arose in
the process of social development and its final completion is the work
of mature Capitalism. The man of pre-capitalistic days was subject
to a ‘gracious lord’ whose favour he had to acquire. Capitalism
recognizes no such relation. It no longer divides society into despotic
rulers and rightless serfs. All relations are material and impersonal,
calculable and capable of substitution. With capitalistic money
calculations freedom descends from the sphere of dreams to reality.

When men have gained freedom in purely economic relationships
they begin to desire it elsewhere. Hand in hand with the develop-
ment of Capitalism, therefore, go attempts to expel from the State
all arbitrariness and all personal dependence. To obtain legal
recognition of the subjective rights of citizens, to limit the arbitrary
action of officials to the narrowest possible field — this is the aim and
object of the liberal movement. It demands not grace but rights.
And it recognizes from the outset that there is no other way of
realizing this demand than by the most rigid suppressing of the
powers of the State over the individual. Freedom, in its view, is
freedom from the State.

For the State — the coercive apparatus worked by the persons
forming the government —is scathless to freedom only when
its actions have to conform to certain clear, unequivocal, universal
norms, or when they obey the principles governing all work for
profit. The former is the case when it functions judicially; for the
judge is bound by laws allowing small play for personal opinion. The
latter is the case when under Capitalism the State functions as an
entrepreneur working under the same conditions and subject to the
same principles as other entrepreneurs working for a profit. What it
does beyond this can neither be determined by law or in any other
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way limited sufficiently to guard against arbitrary action. The
individual then has no defence against the decision of officials. He
cannot calculate what consequences his actions will have because he
cannot tell how they will be regarded by those on whom he depends.
This is the negation of freedom.

It is customary to regard the problem of external freedom as a
problem of the greater or less dependence of the individual upon
society.? But political freedom is not the whole of freedom. In order
that a man may be free it is not sufficient that he may do anything
unharmful to others without hindrance from the government or
from the repressive power of custom. He must also be in the position
to act without fearing unforeseen social consequences. Only
Capitalism guarantees this freedom by explicitly referring all
reciprocal relations to the cold impersonal principle of exchange
do ut des.

Socialists usually attempt to refute the argument for freedom by
contending that under Capitalism only the possessor is free. The
proletarian is unfree because he must work for his livelihood. It is
impossible to imagine a cruder conception of freedom. That man
must work, because his desire to consume is greater than that of the
beasts of the field, is part of the nature of things. That the possessor
is able to live without conforming to this rule is a gain derived from
the existence of society which injures no one — not even the possession-
less. And the possessionless themselves benefit from the existence of
society, in that co-operation makes labour more productive.
Socialism could only lessen the dependence of the individual upon
natural conditions by increasing this productivity. If it cannot do
that, if on the contrary it diminishes productivity, then it will
diminish freedom.

1 Similarly formulated by J. S. Mill, On Liberty, p. 7.
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CHAPTER VI

SOCIALISM UNDER DYNAMIC
CONDITIONS

§1
The nature of the dynamic forces

THE idea of a stationary state is an aid to theoretical speculation.
In the world of reality there isnostationary state, for the conditions
under which economic activity takes place are subject to perpetual
alterations which it is beyond human capacity to limit.

The influences which maintain this perpetual change in the
economic system can be grouped into six great classes. First and
foremost come changes in external Nature. Under this heading must
be classified not only all those changes in climate and other specifically
natural conditions which take place independent of human actions,
but also changes arising from operations carried out within these
conditions, such as exhaustion of the soil, or consumption of standing
timber, or mineral deposits. Secondly come changes in the quantity
and quality of the population, then changes in the quantity and
quality of capital goods, then changes in the technique of production,
then changes in the organization of labour, and finally changes in
demand.?

Of all these causes of change (he first is the most fundamentally
important. For the sake of argument let us assume that a socialist
community might be able so to regulate the growth of population and
demand for commodities as to avert danger to the economic equi-
librium from these factors. Were that so there are other causes of
change that could be avoided. But the socialist community would
never be able to influence the natural conditions of economic
activity. Nature does not adapt itself to man. Man must adapt
himself to Nature. Even the socialist community will have to reckon
with changes in external nature; it will have to take account of the
consequences of elemental disturbances. It will have to take account
of the fact that the natural powers and resources at its disposal are

1 See also Clark, Essentials of Economic Theory, New York 1907, p. 131 et seq.
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not inexhaustible. Disturbances from without will intrude on its
peaceful running. No more than Capitalism will it be able to remain
stationary.

§2
Changes in population

For the naive socialist there ic quite enough in the world to make
everybody happy and contented. The dearth of goods is only the
result of a perverse social order which, on the one hand limits the
extension of productive powers, and on the other, by unequal
distribution, lets too much go to the rich and thus too little to the
poor.*

The Malthusian Law of Population and the Law of Diminishing
Returns put an end to these illusions. Ceteris Paribus the increase of
population beyond a certain point is not accompanied by a pro-
portional increase of wealth: if this point is passed, production per
head diminishes. The question whether at any given time production
has reached this point is a question of fact which must not be confused
with the question of general principle.

In the light of this knowledge, socialists have adopted various
attitudes. Some have simply rejected it. During the whole of the
nineteenth century scarcely any author was so vigorously attacked as
Malthus. The writings of Marx, Engels, Diihring, and many others,
bristle with abuse of ‘parson’ Malthus.* But they do not refute him.
To-day, discussion of the Laws of Population may be regarded as
closed. The Law of Diminishing Returns is not contested nowadays;
it is therefore not necessary to deal with those authors who either
deny the doctrine or ignore it.

Other socialists imagine that it is possible to undermine such
considerations by pointing to the unprecedented increase in pro-
ductivity which will take place once the means of production are
socialized. It is not necessary at this point to discuss whether in fact
such an increase would take place; for even granted that it would,
this would not alter the fact that at any given time there is a definite
optimal size of population beyond which any increase in numbers

1 Bebel, Die Frau und der Sozialismus, p. 340. Bebel quotes therewith the well-
known verse of Heine.

? Heinrich Soetbeer, Die Stellung der Sozialisten zur Malthusschen Bevélkerungs-
lehre, Berlin 1886, p. 33 et seq.; 52 et seq.; 85 et seq.
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must diminish production per head. If it is desired to deny the
effectiveness of the Laws of Population and Diminishing Returns
under Socialism, then it must be proved that every child born into
the world beyond the existing optimum will at the same time bring
with it so great an increase of productivity that production per head
will not be diminished by its coming.

A third group of writers content themselves with the reflection
that with the spread of civilization and rational living, with the
increase of wealth and the desire for a higher standard of life, the
growth of population is slackening. But this is to overlook the fact
that the birth-rate does not fall because the standard of life is higher
but only because of ‘moral restraint’, and that the incentive to the
individual to refrain from procreation disappears the moment it is
possible to have a family without economic sacrifice because the
children are maintained by society. This is fundamentally the same
error that entrapped Godwin when he thought that there was ‘a
principle in human society’ which kept the population permanently
within the limits set by the means of subsistence. Malthus exhibited
the nature of this mysterious ‘principle’.?

Without coercive regulation of the growth of population, a
socialist community is inconceivable. A socialist community must
be in a position to prevent the size of the population from mounting
above or falling below certain definite limits. It must attempt to
maintain the population always at that optimal number which
allows the maximum production per head. Equally with any other
order of society it must regard both under- and over-population as
an evil. And since in it those motives, which in a society based on
private ownership of the means of production harmonize the
number of births with the limitations of the means of subsistence,
would not exist, it will be obliged to regulate the matter itself. How
it will accomplish this need not be here discussed. Nor is it relevant
to our purpose to inquire whether its measures will serve eugenic or
ethnological ideas. But it is certain that even if a socialist community
may bring ‘free love’, it can in no way bring free birth. The right to
existence of every person born can be said to exist only when
undesirable births can be prevented. In the socialist community as
in any other, there will be those for whom ‘at the great banquet of

! Maithus, An Essay on the Principle of Population, sth Edition, Vol. 1I, p. 245 et
seq.
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Nature no place has been laid’ and to whom the order must be given
to withdraw themselves as soon as may be. No indignation that these
words of Malthus may arouse can alter this fact.

§3

Changes in demand

It follows from the principles which the socialist community must
necessarily observe in the distribution of consumption goods, that
alterations of demand cannot be allowed free play. If economic
calculation and therewith even an approximate ascertainment of the
costs of production were possible, then within the limits of the total
consumption-units assigned to him, each individual citizen could be
allowed to demand what he liked, each would choose what was
agreeable to him. It would indeed be possible that as a result of
malicious intent on the part of the directors of production certain
commodities might be priced higher than they need be. Either they
might be made to bear too high a proportion of overhead costs, or
they might be made dearer by uneconomic methods of production,
and the citizens who suffered would have no defence, except political
agitation, against the government. So long as they remained in a
minority they themselves would not be able either to rectify the
accounts or to improve the methods of production. But at any rate
the fact that at least the greater number of the factors concerned
could be measured and that, as a result of this, the whole question
could be relatively clearly put, would be some support for their point
of view.

Since, under Socialism, no such calculations are possible, all such
questions of demand must necessarily be left to the government. The
citizens as a whole will have the same influence on them as on other
acts of government. The individual will exercise this influence only
in so far as he contributes to the general will. The minority will have
to bow to the will of the majority. The system of proportional
representation, which by its very nature is suitable only for elections
and can never be used for decisions with regard to particular acts,
will not protect them.

The general will, i.e. the will of those who happen to be in
power, will take over those functions which in a free economic system
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are discharged by demand. Not individuals but the government
would decide which needs are the most urgent and must therefore
be satisfied first.

For this reason demand will be much more uniform, much less
changeable than under Capitalism. The forces which under
Capitalism are continually bringing about alterations in demand
will be lacking under Socialism. How will innovations, ideas
deviating from those traditionally accepted, obtain recognition? How
will innovators succeed in getting inert masses out of the rut? Will
the majority be willing to forsake the well beloved customs of their
forefathers for something better, which is yet unknown to them?
Under Capitalism where each individual within the limits of his
means can decide what he is to consume, it is sufficient for one
individual, or a few, to be brought to recognize that the new methods
satisfy their needs better than the old. Others will gradually follow
their example and this progressive adoption of new modes of satis-
faction is especially facilitated by the fact that incomes are not
equal. The rich adopt novelties and become accustomed to their use.
This sets a fashion which others imitate. Once the richer classes have
adopted a certain way of living, producers have an incentive to
improve the methods of manufacture so that soon it is possible for the
poorer classes to follow suit. Thus luxury furthers progress. Innova-
tion ‘is the whim of an élite before it becomes a need of the public.
The luxury of to-day is the necessity of to-morrow’.* Luxury is the
roadmaker of progress: it develops latent needs and makes people
discontented. In so far as they think consistently, moralists who
condemn luxury must recommend the comparatively desireless
existence of the wild life roaming in the woods as the ultimate ideal of
civilized life.

§4

Changes in the amount of capital

The capital goods employed in production are sooner or later
used up. This is true, not only of those goods which constitute
circulating capital, but also of those which constitute fixed capital.

! Tarde, Die Sozialen Gesetze, German translation by Jammer, Leipzig 1908, p. 99.
Also the numerous examples in Roscher, Ansichten der Volkswirtschaft vom geschicht-
lichen Standpunkt, 3rd Edition, Leipzig 1878, Vol. I, p. 112 et seq.
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Those, too, sooner or later are consumed in production. In order that
capital may be maintained in the same proportions, or that it may
be increased, constant effort is necessary on the part of those
who supervise production. Care must be taken that the capital
goods used up in the process of production are replaced; and,
beyond that, that new capital is created. Capital does not reproduce
itself.

In a completely stationary economic system, this operation
demands no particular foresight. Where everything remains
unchanged, it is not very difficult to ascertain what becomes used up,
and what must therefore be put aside to replace it. Under changing
conditions, it is quite otherwise. Here the direction of production
and the different processes involved are continually changing. Here
it is not enough to replace the used-up plant and the semi-manu-
factured products consumed in similar qualities and quantities:
others — better or at least better corresponding to the new conditions
of demand — have to take their place; or the replacement of capital
goods used in one branch of production has to be restricted in order
that another branch of production may be extended or commenced.
In order to carry out such complicated operations, it is necessary to
calculate. Without economic calculations capital calculations are
impossible. Thus in the face of one of the most fundamental problems
of economic activity, the socialist community — which has no means
of economic calculation — must be quite helpless. With the best will
in the world it will be quite unable to carry out the operations
necessary to bring production and consumption into such a balance,
that value of capital is at least maintained and only what is obtained
over and above this is consumed.

But apart from this, in itself, quite unsurmountable difficulty, the
carrying out of a rational economic policy in a socialist community
would encounter other difficulties.

To maintain and accumulate capital involves costs. It involves
sacrificing present satisfactions in order that greater satisfactions may
be obtained in the future. Under Capitalism the sacrifice that has to
be made is made by the possessors of the means of production, and
those, who, by limiting consumption, are on the way to being
possessors of the means of production. The advantage which they
thereby procure for the future does indeed not entirely accrue to
them. They are obliged to share it with those whose incomes are
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derived from work, since other things being equal, the accumulation
of capital increases the marginal productivity of labour and therewith
wages. But the fact that in the main, the gain of not living beyond
their means (i.e. not consuming capital), and saving (i.e. increasing
capital) does pay them, is a sufficient stimulus to incite them to
maintain and extend it. And this stimulus is the stronger the more
completely their immediate needs are satisfied. For the less urgent
are those present needs, which are not satisfied when provision is
made for the future, the easier it is to make the sacrifice. Under
Capitalism the maintenance and accumulation of capital is one of the
functions of the unequal distribution of property and income. Under
Socialism the maintenance and accumulation of capital are tasks for
the organized community — the State. The utility of a rational
policy is the same here as under Capitalism. The advantages will
be the same for all members of the community: the costs will be the
same also. Decisions upon matters of capital policy will be made by
the community — immediately by the economic administration,
ultimately by all the citizens. They will have to decide whether more
production goods or more consumption goods, shall be produced —
whether methods of production which are shorter but which yield
a smaller product, or whether methods of production which are
longer but which yield a greater product shall be employed. It is
impossible to say how these majority decisions will work out.
It would be senseless to conjecture. The conditions under which
decisions will have to be made are different from what they are under
Capitalism. Under Capitalism the decision whether saving shall
take place is the concern of the thrifty and the well-to-do. Under
Socialism it is the concern of everybody, without distinction —
therefore also of the idler and the spendthrift. Moreover, it must be
remembered that here the incentive which provides a higher standard
of life in return for saving will not be present. The door would
therefore be open to demagogues. The opposition will always be
ready to prove that more could be assigne® to immediate satisfactions,
and the government will not be disinclined to maintain itself longer
in power by lavish spending. Aprés nous le déluge is an old maxim of
government.

Experience of the capital policy of public bodies does not inspire
much hope of the thriftiness of future socialist governments. In
general, new capital is created only when the necessary sums have
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been raised by loans — that is from the savings of private citizens.
It is very seldom that capital is accumulated out of taxes or special
public income. On the other hand, numerous examples can be
adduced of cases in which the means of production owned by public
bodies have depreciated in value, because in order that present costs
may be relieved as much as possible, insufficient care has been taken
for the maintenance of capital.

It is true that the governments of the socialist or half-socialist
communities existing to-day are anxious to restrict consumption
for the sake of an expenditure which is generally considered as
investment and formation of new capital. Both the Soviet Govern-
ment in Russia and the Nazi Government in Germany are spending
great sums for the construction of works of a military character
and for the construction of industrial plants whose purpose it is to
make the country independent of foreign imports. A part of the
capital wanted for this purpose has been provided by foreign loans;
but the greater part has been provided by a restriction both of
home consumption and of investment of such a type which could
serve for the production of consumption goods wanted by the
people. Whether we may consider this policy as a policy of saving
and forming new capital, or not, depends on the way in which we
judge a policy whose aim it is to increase a country’s military
equipment and to make its economic system independent of foreign
imports. The fact alone that consumption is restricted for the sake
of constructing big plants of different kinds is not evidence that
new capital is created. These plants will have to prove in the future
whether they will contribute to the better supply of commodities
wanted for the improvement of the economic situation of the
country.

§5

The element of change in the socialist economy

It should be already sufficiently clear from what has been said,
that under Socialism, as under any other system, there could be no
perfectly stationary state. Not only incessant changes in the natural
conditions of production would make this impossible; quite apart
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from these, incessant dynamic forces would be at work, in changes
in the size of the population, in the demand for commodities, and in
the quantity of capital goods. One cannot conceive these factors
eliminated from the economic system. It is thus unnecessary to
inquire whether these changes would also involve changes in the
organization of labour and the technical processes of production.
For, once the economic system ceases to be in perfect equilibrium it
is a matter of indifference whether actual innovations are thought of
and put into practice. Once everything is in a state of flux, every-
thing which happens is an innovation. Even when the old is repeated,
it is an innovation because, under new conditions, it will have
different effects. It is an innovation in its consequences.

But this is not in the least to say that the socialist system will be a
progressive system. Economic change and economic progress are by
no means one and the same thing. That an economic system is not
stationary is no proof that it is progressing. Economic change is
necessitated by the fact of changes in the conditions under which
economic activity takes place. When conditions change the economic
system must change also. Economic progress, however, consists only
in change which takes place in a quite definite direction, towards the
goal of all economic activity, e.g. the greatest possible wealth. (This
conception of progress is quite free from implications of subjective
judgment.) When more, or the same number of people are better
provided for, then the economic system is progressive. That the
difficulties of measuring value make it impossible to measure progress
exactly, and that it is by no means certain that it makes men
‘happier’, are matters which do not concern us here.

Progress can take place in many ways. Organization can be
improved. The technique of production can be made more
efficient, the quantity of capital can be increased. In short, many
paths lead to this goal. Would socialist society be able to follow
them?

We may assume that it would entrust the most suitable people to
direct production. But, however talented they were, how would
they be able to act rationally if they were unable to reckon, to make
calculations? On this difficulty alone Socialism must surely
founder.

1 On the difficulties a socialist economy must put in the way of the invention and,
even more, of the realization of technical improvements, see Dietzel, Technischer Fort-
schritt und Freiheit der Wirtschaft, Bonn and Leipzig 1922, p. 47 et seq.
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§6
Speculation

In any economic system which is in process of change all economic
activity is based upon an uncertain future. It is therefore bound up
with risk. It is essentially speculation.

The great majority of people, not knowing how to speculate
successfully, and socialist writers of all shades of opinion, speak very
ill of speculation. The literateur and the bureaucrat, both alien to an
atmosphere of business activity, are filled with envy and rage when
they think of fortunate speculators and successful entrepreneurs. To
their resentment we owe the efforts of many writers on economics to
discover subtle distinctions between speculation on the one hand
and ‘legitimate trade’, ‘value creating production’, etc., on the other.?
In reality all economic activity outside the stationary state is specula-
tion. Between the work of the humble artisan who promises to
deliver a pair of shoes within a week at a fixed price, and the sinking
of a coal mine based upon conjectures with regard to the disposal of
its products years hence, there is only a difference of degree. Even
those who invest in gilt-edged fixed-interest-bearing securities
speculate — quite apart from the risk of the debtor’s inability to pay.
They buy money for future delivery — just as speculators in cotton
buy cotton for future delivery. Economic activity is necessarily
speculative because it is based upon an uncertain future. Speculation
is the link that binds isolated economic action to the economic
activity of society as a whole.

It is customary to attribute the notoriously low productivity of
government undertakings to the fact that the persons employed are
not sufficiently interested in the success of their labours. If once it
were possible to lift each citizen to such a plane that he could

! See the pertinent criticism of these efforts which are evidence of good intentions
rather than of scientific sharpness of thought, in Michaelis, Volkswirtschaftliche
Schriften, Berlin 1873, p. 3 et seq., and by Petritsch, Zur Lehre von der Uberwdilzung der
Steuern mit besonderer Beziehung auf den Bérsenverkehr, Graz 1903, p. 28 et seq. Of
Adolf Wagner, Petritsch says that ‘although he likes to call economic life an “organism’’
and wants to have it considered as such, and although he always stresses the interest of
the community against that of individuals, yet in concrete economic problems he does
not get beyond the individuals and their more or less moral aims, and wilfully over-
looks the organic connection between these and other economic phenomena. Thus
he ends where, strictly speaking, should be the starting point, not the end, of every
economic investigation’ (p. 59). The same is true of all writers who have thundered
against speculation.
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realize the connection between his own efforts and the social income,
part of which belongs to him, if once his character could be so
strengthened that he would remain steadfast in the face of all
temptations to idle, then government undertakings would not be
less productive than those of the private entrepreneur. The problem
of socialization appears thus to be a problem of ethics. To make
Socialism possible it is only necessary to raise men sufficiently above
the state of ignorance and immorality to which they have been
degraded during the terrible epoch of Capitalism. Until this plane
has been reached bonuses and so on must be employed to make men
more diligent.

It has already been shown that, under Socialism, the lack of an
adequate stimulus to the individual to overcome the disutility of
labour must have the effect of lowering productivity. This difficulty
would arise even in a stationary state. Under dynamic conditions
there arises another, the difficulty of speculation.

In an economic system based upon private ownership of the
means of production, the speculator is interested in the result of his
speculation in the highest possible degree. Ifit succeeds, then, in the
first instance, it is kis gain. If it fails, then, ke is the first to feel the
loss. The speculator works for the community, but he himself feels
the success or failure of his action proportionately more than the
community. As profit or loss, they appear much greater in proportion
to his means than to the total resources of society. The more success-
fully he speculates the more means of production are at his disposal,
the greater becomes his influence on the business of society. The less
successfully he speculates the smaller becomes his property, the less
becomes his influence in business. If he loses everything by specula-
tion he disappears from the ranks of those who are called to the
direction of economic affairs.

Under Socialism it is quite different. Here the leader of industry
is interested in profit and loss only in so far as he participates in them
as a citizen — one among millions. On his actions depends the fate of
all. He can lead the nation to riches. He can just as well lead it to
poverty and want. His genius can bring prosperity to the race. His
incapacity, or his indifference, can bring it to destruction and decay.
In his hands lie happiness and misery as in the hands of a god. And
he must indeed be god-like to accomplish what he has to do. His
vision must include everything which is of significance to the
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community. His judgment must be unfailing; he must be able
rightly to weigh the conditions of distant parts and future centuries.

That Socialism would be immediately practicable if an omni-
potent and omniscient Deity were personally to descend to take in
hand the government of human affairs, is incontestable. But so long
as this event cannot definitely be counted upon, it is not to be
expected that men will be ready freely to grant such a position to any
one out of their midst. One of the fundamental facts of all social life,
which all reformers must take into account, is that men have their
own thoughts and their own wills. It is not to be supposed that they
would suddenly, of their own free will, make themselves for all time
the passive tools of anyone out of their midst — even though he were
the wisest and best of them all.

But so long as the possibility of a single individual permanently
planning the direction of affairs is excluded, it is necessary to fall
back upon the majority decisions of committees, general assemblies
and, in the last resort, the whole enfranchised population. But there-
with arises the danger on which all collectivist undertakings inevit-
ably come to grief — the crippling of initiative and the sense of
responsibility. Innovations are not introduced because the majority
of the members of the governing body cannot be induced to consent
to them.

Things would not be made any better by the fact that the
impossibility of leaving all decisions to a single man, or a single
committee, would lead to the creation of innumerable sub-committees
by which decisions would be taken. All such sub-committees would
only be delegates of the one supreme authority which, as an economic
system working according to a unitary plan, is implied by the very
nature of Socialism. They would necessarily be bound by the
instructions of the supreme authority and this, in itself, would
breed irresponsibility.

We all know the appearance of the apparatus of socialist ad-
ministration: a countless multitude of office holders, each zealously
bent on preserving his position and preventing anybody from
intruding on his sphere of activity — yet at the same time anxiously
endeavouring to throw all responsibility of action on to somebody else.

For all its officiousness, such a bureaucracy offers a classic
example of human indolence. Nothing stirs when no external
stimulus is present. In the nationalized concerns, existing within a
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society based for the most part on private ownership of the means of
production, all stimulus to improvements in process comes from those
entrepreneurs who as contractors for semi-manufactured articles and
machines hope to make a profit by them. The heads of the concern
itself seldom, if ever, make innovations. They content themselves
with imitating what goes on in similar privately-owned under-
takings. But where all concerns are socialized there will be hardly
any talk of reforms and improvements.

§7

Joint stock companies and the socialist economy

One of the current fallacies of socialism is that joint stock
companies are a preliminary stage of the socialist undertaking. The
heads of joint stock companies — it is argued — are not owners of the
means of production, and yet the undertakings flourish under their
direction. If, in place of the shareholders, society should assume the
function of ownership, things would not be altered. The directors
would not work worse for society than they would for the share-
holders.

This notion that in the joint stock company the entrepreneur-
function is solely the shareholder’s, and that all the organs of the
company are active only as the shareholders’ employees, pervades
also legal theory, and it has been attempted to make it the basis of
Company Law. It is responsible for the fact that the business idea,
which underlies the creation of the joint stock company, has been
falsified, and that up to to-day people have been unable to find for
the joint stock company a legal form which would enable it to
work without friction, and that the company system everywhere
suffers from grave abuses.

In fact there have never and nowhere been prosperous joint stock
companies corresponding to the ideal etatistic jurists have created.
Success has always been attained only by those companies whose
directors have predominant personal interest in the prosperity of the
company. The vital force and the effectiveness of the joint stock
company lie in a partnership between the company’s real managers
— who generally have power to dispose over part, if not the majority
of the share-capital —and the other shareholders. Only where
these directors have the same interest in the prosperity of the under-
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taking as every owner, only where their interests coincide with the
shareholder’s interests, is the business carried on in the interests of the
Jjoint stock company. Where the directors have interests other than
those of a part, or of the majority, or of all of the shareholders,
business is carried on against the company’s interests. For in all
Jjoint stock companies that do not wither in bureaucracy, those who
really are in power always manage business in their own interests,
whether this coincides with the shareholders’ interests or not. It is
an unavoidable presupposition of the prosperity of the companies,
that those in power shall receive a large part of the profits of the
enterprise and that they shall be primarily affected by the mis-
fortunes of the enterprise. In all flourishing joint stock companies,
such men, immaterial of what their legal status is, wield the decisive
influence. The type of man to whom joint stock companies owe their
success is not the type of general manager who resembles the public
official in his ways of thought, himself often an ex-public servant
whose most important qualification is good connection with those in
political power. It is the manager who is interested himself through
his shares, it is the promoter and the founder — these are responsible
for prosperity.

Socialist-etatistic theory of course will not admit this. It en-
deavours to force the joint stock company into a legal form in which
it must languish. It refuses to see in those who guide the company
anything except officials, for the etatist wants to think of the whole
world as inhabited only by officials. It is allied with the organized
employees and workers in their resentment-ridden fight against the
high sums paid to the management, believing that the profits of the
business arise of themselves and are reduced by whatever is paid to
the men in charge. Finally, it turns also against the share-
holder. The latest German doctrine does not want, ‘in view of the
evolution of the concept of fair play’, to let the shareholder’s
self-interest decide, but rather ‘the interest and well-being of the
enterprise, itself, namely its own economic, legal and sociological
value, independent of transient majorities of transient shareholders’.
It wants to create for the administration of the companies a position
of power, which should make them independent of the will of those
who have put up the majority of the share-capital.*

1 See the criticism of these theories and movements in Passow, Der Strukturwandel
der Aktiengesellschaft im Lichte der Wirtschaftsenquete, Jena 1930, p. 1 et seq.
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That ‘altruistic motives’ or the like are ever decisive in the
administration of successful joint stock companies is a fable. Such
attempts to model Company Law after the illusory ideal of etatistic
politicians, have not succeeded in making the joint stock company
a piece of the illusory ‘functional economy’; they have however
damaged the joint stock company form of enterprise.
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THE IMPRACTICABILITY OF
SOCIALISM

§r
The fundamental problems of a socialist economy under conditions of change

THE preceding investigations have shown the difficulties confront-
ing the establishment of a socialist order of society. In a socialist
community the possibility of economic calculations is lacking: it is
therefore impossible to ascertain the cost and result of an economic
operation or to make the result of the calculation the test of the
operation. This in itself would be sufficient to make Socialism
impracticable. But, quite apart from that, another insurmountable
obstacle stands in its way. It is impossible to find a form of organiza-
tion which makes the economic action of the individual independent
of the co-operation of other citizens without leaving it open to all the
risks of mere gambling. These are the two problems, and without
their solution the realization of Socialism appears impracticable
unless in a completely stationary state.

Too little attention has hitherto been given to these fundamental
questions. The first has generally been almost ignored. The reason
for this is that people have not been able to get rid of the idea that
labour time can afford an efficient measure of value. But even many
of those who recognize that the labour theory of value is untenable
continue to believe that value can be measured. The frequent
attempts which have been made to discover a standard of value
prove this. To understand the problem of economic calculation it
was necessary to recognize the true character of the exchange
relations expressed in the prices of the market.

The existence of this important problem could be revealed only
by the methods of the modern subjective theory of value. In actual
practice although the tendency has been all in the direction of
Socialism, the problem has not become so urgent as to attract general
attention.

It is quite otherwise with the second problem. The more
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communal enterprise extends, the more attention is drawn to the
bad business results of nationalized and municipalized undertakings.
It is impossible to miss the cause of the difficulty: a child could see
where something was lacking. So that it cannot be said that this
problem has not been tackled. But the way in which it has been
tackled has been deplorably inadequate. Its organic connection
with the essential nature of socialist enterprise has been regarded as
merely a question of better selection of persons. It has not been
realized that even exceptionally gifted men of high character cannot
solve the problems created by socialist control of industry.

§e
Attempted solutions

As far as most socialists are concerned, recognition of these
problems is obstructed, not only by their rigid adherence to the
labour theory of value but also by their whole conception of economic
activity. They fail to realize that industry must be constantly
changing: their conception of the socialist community is always
static. As long as they are criticizing the capitalist order they deal
throughout with the phenomena of a progressive economy and they
paint in glaring colours the friction caused by economic change. But
they seem to regard all change and not only the friction caused by
it, as a peculiar attribute of the capitalist order. In the happy
kingdom of the future everything will develop without movement or
friction.

We can see this best if we think of the picture of the entrepreneur
which is generally drawn by socialists. In such a picture the entre-
preneur is characterized only by the special way he derives his
income. Clearly any analysis of the capitalist order must take as its
central point not capital nor the capitalists but the entrepreneur.
But Socialism, including Marxian Socialism, sees in the entre-
preneur someone alien to the process of production, someone whose
whole work consists in the appropriation of surplus value. It will be
sufficient to expropriate these parasites to bring about a socialist
society. The recollection of the liberation of the peasants and the
abolition of slavery hovers vaguely in Marx’s mind and even more so
in the minds of many other socialists. But they fail to see that the
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position of the feudal lord was quite different from that of the
entrepreneur. The feudal lord had no influence on production. He
stood outside the process of production: only when it was finished did
he step in with a claim to a share in the yield. But in so far as the
lord of the manor and the slave owner were also leaders of production
they retained their position even after the abolition of serfdom and
slavery. The fact that henceforward they had to give the workers the
value of their labour did not change their economic function. But
the entrepreneur fulfils a task which must be performed even in a
socialist community. This the Socialist does not see; or at least
refuses to see.

Socialism’s misunderstanding of the entrepreneur degenerates
into idiosyncrasy whenever the word speculator is mentioned. Even
Marx, unmindful of the good resolutions which animated him,
proceeds entirely along ‘petty bourgeois’ lines in this connection and
his school has even surpassed him. All socialists overlook the fact
that even in a socialist community every economic operation must
be based on an uncertain future, and that its economic consequence
remains uncertain even if it is technically successful. They see in the
uncertainty which leads to speculation a consequence of the anarchy
of production, whilst in fact it is a necessary result of changing
economic conditions.

The great mass of people are incapable of realizing that in
economic life nothing is permanent except change. They regard the
existing state of affairs as eternal; as it has been so shall it always be.
But even if they were in a position to envision the nivra ‘pel they
would be baffled by the problems to be solved. To see and to act
in advance, to follow new ways, is always the concern only of the
few, the leaders. Socialism is the economic policy of the crowd, of
the masses, remote from insight into the nature of economic activity.
Socialist theory is the precipitate of their views on economic matters
— it is created and supported by those who find economic life alien,
and do not comprehend it.

Among socialists only Saint Simon realized to some extent the
position of the entrepreneurs in the capitalistic economy. As a result
he is often denied the name of Socialist. The others completely fail to
realize that the functions of entrepreneurs in the capitalist order
must be performed in a socialist community also. This is reflected
most clearly in the writings of Lenin. According to him the work
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performed in a capitalist order by those whom he refused to designate
as ‘working’ can be boiled down to ‘Auditing of Production and
Distribution’ and ‘keeping the records of labour and products’.
This could easily be attended to by the armed workers, ‘by the whole
of the armed people’.! Lenin quite rightly separates these functions
of the ‘capitalists and clerks’ from the work of the technically trained
higher personnel, not however missing the opportunity to take a side
thrust at scientifically trained people by giving expression to that
contempt for all highly skilled work which is characteristic of Marxian
proletarian snobbishness. ‘This recording, this exercise of audit,’
he says, ‘Capitalism has simplified to the utmost and has reduced to
extremely simple operations of superintendence and book-entry
within the grasp of anyone able to read and write. To control these
operations a knowledge of elementary arithmetic and the drawing of
correct receipts is sufficient.” It is therefore possible straightway to
enable all members of society to do these things for themselves.®* This
is all, absolutely all that Lenin had to say on this problem; and no
socialist has a word more to say. They have no greater perception of
the essentials of economic life than the errand boy, whose only idea of
the work of the entrepreneur is that he covers pieces of paper with
letters and figures.

It was for this reason that it was quite impossible for Lenin to
realize the causes of the failure of his policy. In his life and his
reading he remained so far removed from the facts of economic life
that he was as great a stranger to the work of the bourgeoisie as a
Hottentot to the work of an explorer taking geographical measure-
ments. When he saw that his work could proceed no further on the
original lines he decided to rely no longer on references to ‘armed
workers’ in order to compel the ‘bourgeois’ experts to co-operate:
instead they were to receive ‘high remuneration’ for ‘a short transition
period’ so that they could set the socialist order going and thus render
themselves superfiuous. He even thought it possible that this would
take place within a year.*

Those socialists who do not think of the socialist community as
the strongly centralized organization conceived by their more clear-
headed brethren and which alone is logically conceivable, believe

t Lenin, Staat und Revolution, p. 94
? Ibid., p. 95. 3 Ibid., p. 96.
¢ Lenm, Die ndchsten Aufgaben der Sowjetmacht Berlin 1918, p. 16 et seq.
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that the difficulties confronting the management of industry can be
solved by democratic institutions inside undertakings. They believe
that individual industries could be allowed to conduct their opera-
tions with a certain degree of independence without endangering the
uniformity and the correct co-ordination of industry. If every
enterprise were placed under the control of a workers’ committee, no
further difficulties could exist. In all this there is a whole crop of
fallacies and errors. The problem of economic management with
which we are here concerned lies much less in the work of individual
industries than in harmonizing the work of individual concerns in
the whole economic system. It deals with such questions as dissolving,
extending, transforming and limiting existing undertakings and
establishing new undertakings — matters which can never be decided
by the workers of one industry. The problems of conducting an
industry stretch far beyond the individual concern.

State and municipal Socialism havesupplied enough unfavourable
experience to compel the closest attention to the problem of economic
control. But etatists in general have treated this problem no less
inadequately than those who have dealt with it in Bolshevik Russia.
General opinion seems to regard the main evil of communal under-
takings to be due to the fact that they are not run on ‘business’ lines.
Now rightly understood this catchword could lead to a correct view
on the problem. Communal enterprise does indeed lack the spirit
of the business man, and the very problem for Socialism here is to
create something to put in its place. But the catchword is not under-
stood in this way at all. It is an offspring of the bureaucratic mind:
that is to say it comes from people for whom all human activity
represents the fulfilment of formal official and professional duties.
Officialdom classifies activity according to the capacity for under-
taking it formally acquired by means of examinations and a certain
period of service. ‘Training’ and ‘length of service’ are the only
things which the official brings to the ‘job’. If the work of a body of
officials appears unsatisfactory, there can be only one explanation:
the officials have not had the right training, and future appointments
must be made differently. It is therefore proposed that a different
training should be required of future candidates. If only the officials
of the communal undertaking came with a business training, the
undertaking would be more business-like. But for the official who
cannot enter into the spirit of capitalist industry this means nothing

215



THE IMPRACTICABILITY OF SOCIALISM

more than certain external manifestations of business technique:
prompter replies to inquiries, the adoption of certain technical office
appliances, which have not yet been sufficiently introduced into the
departments, such as typewriters, copying machines, etc., the reduc-
tion of unnecessary duplication, and other things. In this way ‘the
business spirit’ penetrates into the offices of communal enterprise.
And people are greatly surprised when these men trained on these
lines, also fail, fail even worse than the much-maligned civil servants,
who in fact, show themselves superior at least in formal schooling.

It is not difficult to expose the fallacies inherent in such notions.
The attributes of the business man cannot be divorced from the
position of the entrepreneur in the capitalist order. ‘Business’ is not
in itself a quality innate in a person; only the qualities of mind and
character essential to a business man can be inborn. Still less is it an
accomplishment which can be acquired by study, though the
knowledge and the accomplishments needed by a business man can
be taught and learned. A man does not become a business man by
passing some years in commercial training or in a commercial insti-
tute, nor by a knowledge of book-keeping and the jargon of
commerce, nor by a skill in languages and typing and shorthand.
These are things which the clerk requires. But the clerk is not a
business man, even though in ordinary speech he may be called a
‘trained business man’.

When these obvious truths became clear in the end the experiment
was tried of making entrepreneurs, who had worked successfully for
many years, the managers of public enterprises. The result was
lamentable. They did no better than the others; furthermore they
lacked the sense for formal routine which distinguishes the life-long
official. The reason was obvious. 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 only be an official in it.

It is just as useless to attempt to solve the problem by new
methods of remuneration. It is thought that if the managers of
public enterprises were better paid, competition for these posts would
arise and make it possible to select the best men. Many go even
further and believe that the difficulties will be overcome by granting
the managers a share in the profits. It is significant that these
proposals have hardly ever been put in practice, although they
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appear quite practicable as long as public undertakings exist along-
side private enterprises, and as long as the possibility of economic
calculation permits the ascertainment of the result achieved by the
public enterprise which is not the case under pure Socialism. But
the problem is not nearly so much the question of the manager’s
share in the profit, as of his share in the losses which arise through his
conduct of business. Except in a purely moral sense the property-less
manager of a public undertaking can be made answerable only for a
comparatively small part of the losses. To make a man materially
interested in profits and hardly concerned in losses simply encourages
a lack of seriousness. This is the experience, not only of public under-
takings but also of all private enterprises, which have granted to
comparatively poor employees in managerial posts rights to a
percentage of the profits.

It is an evasion of the problem to put one’s faith in the hope that
the moral purification of mankind, which the socialists expect to
occur when their aims are realized, will of itself make everything
perfectly right. Whether Socialism will or will not-have the moral
effect expected from it may here be conveniently left undecided. But
the problems with which we are concerned do not arise from the
moral shortcomings of humanity. They are problems of the logic of
will and action which must arise at all times and in all places.

§3

Capitalism the only solution

But let us disregard the fact that up to now all socialist efforts have
been baffled by these problems, and let us attempt to trace out the
lines on which the solution ought to be sought. Only by making
such an attempt can we throw any light on the question whether such
a solution is possible in the framework of a socialist order of society.

The first step which would be necessary would be to form sections
inside the socialist community to which the management of definite
branches of business would be entrusted. As long as the industry of a
socialist community is directed by one single authority which makes
- all arrangements and bears all the responsibility, a solution of the
problems is inconceivable, because all the other workers are only
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acting instruments without independent delimited spheres of opera-
tion and consequently without any special responsibility. What we
must aim at is precisely the possibility not only of supervising and
controlling the whole process, but of considering and judging
separately the subsidiary processes which take place within a
narrower sphere.

In this respect at least, our procedure runs parallel to all past
attempts to solve our problem. It is clear to everyone that the desired
aim can be achieved only if responsibility is built up from below. We
must therefore start from a single industry or from a single branch of
industry, It is quite immaterial which unit is taken as a convenient
basis. It makes no difference whether the unit with which we start
is large or small since the same principle which we have once used
for our division can be again used when it is necessary to divide too
large a unit. Much more important than the question where and how
often the division shall be made is the question how in spite of the
division of industry into parts we can preserve that unity of co-
operation without which a social economy is impossible.

We imagine then the economic order of the socialist community
to be divided into any number of parts each of which is put in the
charge of a particular manager. Every manager of a section is
charged with the full responsibility for his operations. This means
that the profit or a very considerable part of the profit accrues to
him; on the other hand the burden of losses falls upon him, insomuch
as the means of production which he squanders through bad measures
will not be replaced by society. If he squanders all the means of
production under his care he ceases to be manager of a section and is
reduced to the ranks of the masses.

If this personal responsibility of the section manager is not to be
a mere sham, then his operations must be clearly marked off from
that of other managers. Everything he receives from other section
managers in the form of raw materials or partly manufactured goods
for further working or for use as instruments in his section and all
the work which he gets performed in his section will be debited to
him; everything he delivers to other sections or for consumption will
be credited to him. It is necessary, however, that he should be left
free choice to decide what machines, raw materials, partly manufac-
tured goods, and labour forces he will employ in his section and what
he will produce in it. If he is not given this freedom he cannot be
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burdened with any responsibility. For it would not be his fault if at
the command of the supreme controlling authority he had produced
something for which, under existing conditions, there was no
corresponding demand, or if his section was handicapped because it
received its material from other sections in an unsuitable condition,
or, what comes to the same thing, at too high a charge. In the first
event, the failure of his section would be attributable to the disposi-
tions of the supreme control, in the latter to the failures of the sections
which produced the material. But on the other hand the community
must also be free to claim the same rights which it allows to the
section manager. This means that it takes the products which he has
produced only according to its requirements, and only if it can obtain
them at the lowest rate of charge, and it charges him with the labour,
which it supplies to him at the highest rate it is in a position to
obtain: that is to say it supplies the labour to the highest bidder.

Society as a production community now falls into three groups.
The supreme direction forms one. Its function is merely to supervise
the orderly course of the process of production as a whole, the
execution of which is completely detailed to the section managers.
The third group is the citizens who are not in the service of the
supreme administration and are not section managers. Between the
two groups stand the section managers as a special group: they have
received from the community once and for all at the beginning of the
regime an allotment of the means of production for which they have
had to pay nothing, and they continue to receive from it the labour
force of the members of the third group, who are assigned to the
highest bidders amongst them. The central administration which
has to credit each member of the third group with everything it has
received from the section managers for his labour power, or, in case
it employs him directly in its own sphere of operation, with every-
thing which it might have received from the section managers for his
labour power, will then distribute the consumption goods to the
highest bidders amongst the citizens of all three groups. The pro-
ceeds will be credited to the section managers who have delivered the
products.

By such an arrangement of the community, the section manager
can be made fully responsible for his doings. The sphere for which
he bears responsibility is sharply delimited from that for which others
bear the responsibility. Here we are no longer faced with the total
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result of the economic activity of the whole industrial community in
which the contribution of one individual cannot be distinguished
from that of another. The ‘productive contribution’ of each indi-
vidual section manager is open to separate judgment, as is also that
of each individual citizen in the three groups.

It is clear that the section managers must be permitted to change,
extend or contract their section according to the prevailing course of
demand on the part of the citizens as indicated in the market for
consumption goods. They must therefore be in a position to sell
those means of production in their section which are more urgently
required in other sections, to these other sections: and they ought to
demand as much for them as they can obtain under the existing
conditions. . . .

But we need not carry the analysis further. For what are we
confronted with but the capitalist order of society — the only form of
economy in which strict application of the principle of the personal
responsibility of every individual citizen is possible. Capitalism is
that form of social economy in which all the deficiencies of the
socialist system described above are made good. Capitalism is the
only conceivable form of social economy which is appropriate to the
fulfilment of the demands which society makes of any economic
organization.
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CHAPTER 1

NATIONAL SOCIALISM AND WORLD
SOCIALISM

§1
The spatial extent of the socialist community

EARLY Socialism is marked by its predilection for a return to the
simpler modes of production of primitive times. Its ideal is the
self-sufficing village, or, at most, the self-sufficing province —a town
around which a number of villages are grouped. Being averse to all
trade and commerce, its protagonists regard foreign trade as some-
thing entirely evil which must be abolished. Foreign Trade intro-
duces superfluous commodities into the country. Since it was once
possible to do without them, it is obvious that they are unnecessary,
and that only the extreme ease with which they can be procured is
responsible for the unnecessary expenditure upon them. Foreign
Trade undermines morality and introduces foreign ideas and customs.
In Utopia the stoic ideal of self-mastery was transmuted into the
economic ideal of self-sufficiency. Plutarch found it an admirable
thing in Lycurgusan Sparta — as romantically conceived in his day
— that no merchant ship ever entered her harbours.*

This attachment to the ideal of economic self-sufficiency, and their
complete incapacity to understand the nature of trade and com-
merce, led the Utopians to overlook the problem of the territorial
limits of the ideal state. Whether the borders of fairyland are to be
wider or narrower in extent does not enter into their considerations.
In the tiniest village there is space enough to realize their plans. In
this way it was possible to think of realizing Utopia tentatively in
small instalments. Owen founded the New Harmony community
in Indiana. Cabet founded a small Icaria in Texas. Considerant
founded a model phalanstery in the same state. ‘Duodecimo editions
of the New Jerusalem,’ jeers the communist manifesto.

It was only gradually that socialists came to perceive that the self-

1 Poehlmann, Geschichte der sozialen Frage und des Sozialismus in der antiken Welt,
Vol. I, p. 110 et seq.; 123 et seq.
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sufficiency of a small area could provide no foundation for Socialism.
Thompson, a disciple of Owen, remarked that the realization of
equality among the members of one community was far from
signifying the realization of equality between the members of dif-
ferent communities. Under the influence of this discovery, he turned
to centralized Socialism.! St. Simon and his school were thorough
centralizers. Pecqueur’s schemes of reform claimed to be national
and universal.*

Thus emerges a problem pecyliar to Socialism. Can Socialism
exist within limited areas of the earth’s surface? Or is it necessary
that the entire inhabited world should constitute a unitary socialistic
community?

§2
Marxian treatment of this problem

For the marxian, there can be only one solution of this problem —
the cecumenical solution.

Marxism, indeed, proceeds from the assumption that by an inner
necessity, Capitalism has already set its mark upon the whole world.
Even to-day Capitalism is not limited to a single nation or to a small
group of nations. Even to-day it is international and cosmopolitan.
‘Instead of the old local and national isolation and self-sufficiency,
world trade has developed and the interdependence of nations.’
The cheapness of their commodities is the ‘heavy artillery’ of the
bourgeoisie. With the aid of this it compels all nations, on pain of
extinction, to adopt bourgeois methods of production. ‘It forces
them to adopt so-called civilization, i.e. to become bourgeois. In a
word, it creates a world after its own image.” And this is true not
only of material but also of intellectual production. ‘The intellectual
productions of one nation become the common property of all.
National narrowness and exclusiveness become daily more impossible,
and out of the many national and local literatures a world literature
arises.”

It follows, therefore, from the logic of the materialist interpreta-
tion of history that Socialism too can be no national, but only an

1 Tugan-Baranowsky, Der moderne Sozialismus in seiner geschichtlichen Entwicklung,
Dresden 1908, p. 136.

t Pecqueur, Théorie nouvelle d’Economie sociale et politique, p. 699.

% Marx-Engels, Das Kommunistische Manifest, p. 26.
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international phenomenon. It is a phase not merely in the history
of a single nation, but in the history of the whole human race. In
the logic of Marxism the question whether this or that nation is
‘ripe’ for Socialism cannot even be asked. Capitalism makes the
world ripe for Socialism, not a single nation or a single industry. The
expropriators, through whose expropriation the last step towards
Socialism must be taken, must not be conceived save as major
capitalists whose capital is invested throughout the whole world. -
For the marxian, therefore, the socialistic experiments of the
‘Utopians’ are just as senseless as Bismarck’s facetious proposal to
introduce Socialism experimentally into one of the Polish districts of
the Prussian State.* Socialism is an historical process. It cannot be
tested in a retort or anticipated in miniature. For the marxian,
therefore, the problem of the autarky of a socialist community cannot
even arise. The only socialist community he can conceive compre-
hends the entire human race and the entire surface of the globe. For
him the economic administration of the world must be unitary.

Later marxians have, indeed, recognized that, at any rate for a
time, the existence of many independent socialist communities side
by side must be anticipated.® But, once this is conceded one must
go further and also take into account the possibility of one or more
socialist communities existing within a world which, for the most
part, is still capitalistic.

§3

Liberalism and the problem of the frontiers

When Marx and, with him, the majority of recent writers on
Socialism consider Socialism only as realized in a unitary world
state, they overlook powerful forces that work against economic
unification.

The levity with which they dispose of all these problems may not
unreasonably be attributed to what, as we shall see, was an entirely
unjustifiable acceptance of an attitude with regard to the future
political organization of the world, which was prevalent at the time

! Bismark’s speech in the German Reichstag, on February 19, 1878 (First Bismarcks
Reden, edited by Stein, Vol. I1I, p. 34).
* Bauer, Die Nationalititenfrage und die Sozialdemokratie, Wien 1907, p. 519.
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when Marxism was taking form. At that time, liberals heid that all
regional and national divisions could be regarded as political
atavisms. The liberal doctrine of free trade and protection had been
propounded — irrefutable for all time. It had been shown that all
limitations on trade were to the disadvantage of all concerned: and,
arguing from this, it had been attempted with success to limit the
functions of the state to the production of security. For Liberalism
the problem of the frontiers of the state does not arise. If the func-
tions of the state are limited to the protection of life and property
against murder and theft, it is no longer of any account to whom this
or that land belongs. Whether the state extended over a wider ora
narrower territory, seemed a matter of indifference to an age which
was shattering tariff barriers and assimilating the legal and
administrative systems of single states to a common form. In the
middle of the nineteenth century, optimistic liberals could regard
the idea of a League of Nations, a true world-state, as practicable in
the not too far distant future.

The liberals did not sufficiently consider that greatest of
hindrances to the development of universal free trade — the problem
of races and nationalities. But the socialists overlooked completely
that this constituted an infinitely greater hindrance to the develop-
ment of a socialistic society. Their incapacity to go beyond Ricardo
in all matters of economics, and their complete failure to understand
all questions of nationalism, made it impossible for them even to
conceive this problem.
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CHAPTUER II

THE PROBLEM OF MIGRATION UNDER
SOCIALISM

§r1
Migration and differences in national conditions

IF trade were completely frce, production would only take place
under the most suitable conditions. Raw materials would be pro-
duced in those parts which, taking everything into account, would
yield the highest product. Manufacture would be localized where
the transport charges, including those necessary to place the com-
modities in the hands of the ultimate consumer, were at a minimum.
As labour settles around the centres of production, the geographical
distribution of population would necessarily adapt itself to the
natural conditions of production.

Natural conditions, however, are unchanging only in a stationary
economic system. The forces of change are continually transforming
them. In a changing economy men migrate continually from the
places where conditions are less favourable to places where they are
more favourable for production. Under Capitalism the stress of
competition tends to direct labour and capital to the most suitable
places. In a closed socialist community the same result would have
to be achieved by administrative decree. In both cases the principle
would be the same: men would have to go where the conditions of
life were most favourable.*

These migrations have the closest bearing upon the condition of
the different nations. They cause citizens of one nation, the natural
conditions of which are less favourable, to move into the territory of
other nations more favourably endowed. If the conditions under
which migration takes place are such that the immigrants are
assimilated to their new surroundings then the nation from which
they came is, to that extent, weakened in numbers. If they are such

1 See my Nation, Staat und Wirtschaft, Wien 1919, p. 45 et seq., and Liberalismus,
Jena 1927, p. 93 et seg.
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that the immigrants preserve their nationality in their new home —
still more if they assimilate the original inhabitants — then the nation
receiving them will find immigration a menace to its national
position.

To be a member of a national minority involves multitudinous
political disadvantages.! The wider the functions of the political
authority the more burdensome are these disadvantages. They are
smallest in the state which is founded upon purely liberal principles.
They are greatest in the state which is founded upon Socialism. The
more they are felt, the greater become the efforts of each nation to
protect its members from the fate of belonging to a national minority.
To wax in numbers, to be a majority in rich and extensive territories
these become highly desirable political aims. But this is nothing but
Imperialism.* In the last decades of the nineteenth century, and the
first decades of the twentieth, the favourite weapons of Imperialism
were commercial weapons— protective tariffs, prohibitions of imports,
premiums on exports, freight discriminations, and the like. Less
attention was paid to the use of another powerful imperialistic
weapon — limitations on emigration and immigration. This is
becoming more significant now. The ultima ratio of imperialism is,
however, war. Beside war, all other weapons that it may use appear
merely insufficient auxiliaries.

Nothing justifies us in assuming that under Socialism the dis-
advantages of belonging to a national minority would be diminished.
On the contrary. The more the individual depended on the State —
the more importance political decisions had for the life of the
individual — the more would the national minority feel the political
impotence to which it was condemned.

But when we are considering migration under Socialism we need
not give special attention to the friction which would arise there-
from between nations. For under Socialism there must arise, even
between members of one and the same nation, points of difference
which make the division of the surface of the earth — which is a
matter of indifference to Liberalism —a problem of cardinal
importance.

1 Nation, Staat und Wirtschaft, p. 37 et seq.
2 Ibid, p. 63 et seq.; Liberalismus, p. 107 et seq.
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§2
The tendency towards decentralization under Socialism

Under Capitalism, capital and labour move until marginal
utilities are everywhere equal. Equilibrium is attained when the
marginal productivity of all capital and labour is the same.

Let us leave the movement of capital on one side and consider
first the movement of labour. The migrating workers depress the
marginal productivity of labour wherever they betake themselves.
The fact that wages, their income, sink, directly damages the workers
who were employed in centres of migration before the incursion of
new workers took place. They regard the ‘immigrants’ as the
enemy of high wages. Their particular interest would be served by a
prohibition of ‘immigration’. It becomes a cardinal point of the
particularist policy of all such particular groups of workers to keep
newcomers out.

It has been the task of Liberalism to show who bear the costs of
such a policy. The first to be injured are the workers in the less
favourably situated centres of production, who, on account of the
lower marginal productivity of their labour in those centres, have to
content themselves with lower wages. At the same time, the owners of
the more favourably situated means of production suffer through not
being able to obtain the product which they might obtain could they
employ a larger number of workers. But this is not the end of the
matter. A system which protects the immediate interests of particular
groups limits productivity in general and, in the end, injures every-
body — even those whom it began by favouring, How protection
finally affects the individual, whether he gains or loses, compared
with what he would have got under complete freedom of trade,
depends on the degrees of protection to him and to others. Although,
under protection, the total produce is lower than it would have been
under free trade, so that the average income is necessarily lower, it is
still quite possible that certain individuals may do better than they
would under free trade. The greater the protection afforded to
particular interests, the greater the damage to the community as a
whole, and to that extent the smaller the probability that single
individuals gain thereby more than they lose.

As soon as it is possible to forward private interests in this way and
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to obtain special privileges, a struggle for pre-eminence breaks out
among those interested. Each tries to get the better of the other.
Each tries to get more privileges so as to reap the greater private gain.
The idea of perfectly equal protection for all is the fantasy of an ill-
thought out theory. For, if all particular interests were equally
protected, nobody would reap any advantage: the only result would
be that all would feel the disadvantage of the curtailment of pro-
ductivity equally. Only the hope of obtaining for himself a degree of
protection, which will benefit him as compared with the less pro-
tected, makes protection attractive to the individual. It is always
demanded by those who have the power to acquire and preserve
especial privileges for themselves.

In exposing the effects of protection, Liberalism broke the
aggressive power of particular interests. It now became obvious that,
at best, only a few could gain absolutely by protection and privileges
and that the great majority must inevitably lose. This demonstra-
tion deprived such systems of the support of the masses. Privilege
fell because it lost popularity.

In order to rehabilitate protection, it was necessary to destroy
Liberalism. This was attempted by a double attack : an attack from
the point of view of nationalism, and an attack from the point of
view of those special interests of the middle and working classes
which were menaced by Capitalism. The one served to mature the
movement towards territorial exclusiveness, the other the growth
of special privileges for such employers and workmen as are not
equal to the stress of competition. Once Liberalism has been com-
pletely vanquished, however, and no longer menaces the protective
system, there remains nothing to oppose the extension of particular
privilege. It was long thought that territorial protection was
limited to national areas, that the re-imposition of internal tariffs,
limitation of internal migration, and so on, was no longer con-
ceivable. And this is certainly true so long as any regard at all is
preserved for Liberalism. But, during the war, even this was
abandoned in Germany and Austria, and there sprang up overnight
all kinds of regional barriers. In order to secure a lower cost of
living for their own population, the districts producing a surplus of
agricultural produce cut themselves off from the districts that could
support their population only by importing foodstuffs. The cities
and industrial areas limited immigration in order to counteract the
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rise in the price of foodstuffs and rents. Regional particularism
broke up that unity of economic area on which national neo-
merchantilism had based all its plans.

Even granting that Socialism is at all practicable, the develop-
ment of a unitary world socialism would encounter grave difficulties.
It is quite possible that the workers in particular districts, or parti-
cular concerns, or particular factories, would take the view that the
instruments of production which happened to lie within their area
were their own property, and that no outsider was entitled to profit
by them. In such a case World Socialism would split up into numer-
ous self-independent socialist communities — if, indeed, it did not
become completely syndicalized. For Syndicalism is nothing less
than the principle of decentralization consistently applied.
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CHAPTER III

FOREIGN TRADE UNDER SOCIALISM
§1

Autarky and Socialism

SOCIALIST community, which did not include the whole of man-
kind, would have no reason to remain isolated from the rest of the
world. It is true, that it might be disquieting for the rulers of such a
state that foreign ideas would come over the frontiers with foreign
products. They might fear for the permanence of their system, if their
subjects were able to compare their position with that of foreigners
who were not citizens of a socialist community. But these are political
considerations, and do not apply if the foreign states are also
socialistic. Moreover, a statesman who is convinced of the desir-
ability of Socialism must expect that intercourse with foreigners will
make them also socialists: he will not fear lest it undermine the
socialism of his own compatriots.
The theory of Free Trade shows how the closing of the frontiers of
a socialist community against the import of foreign commodities
would injure its inhabitants. Capital and labour would have to be
applied under relatively unfavourable conditions yielding a lower
product than otherwise would have been obtained. An extreme
example will make this clear. At the expense of an enormous outlay
of capital and labour a socialist Germany could grow coffee in
greenhouses. But it would obviously be more advantageous to pro-
cure it from Brazil in exchange for products for whose production
conditions in Germany were more favourable.?

§e

Foreign trade under Socialism

Such considerations indicate the principles on which a socialist
community would have to base its commercial policy. In so far as
1 It is superfluous to dispute with the autarky plans, which have been most zealously
argued by the naive litterateurs of the “Tat’ circle (Fried, Das Ende des Kapitalismus,

Jena 1931). Autarky would probably depress the standard of life of the German people
incomparably more than could the Reparations burden multiplied a hundred-fold.
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it aspired to let its actions be guided purely by economic considerations
it would have to aim at securing just what under complete freedom of
trade would be secured by the unrestricted play of economic forces.
The socialist community would limit its activities to the production
of those commodities it could produce under comparatively more
favourable conditions than existed abroad, and it would exploit each
single line of production only so far as this relative advantage
justified. It would procure all other commodities from abroad by
way of exchange.

This fundamental principle holds good whether or not trade
with abroad is carried out by recourse to a general medium of
exchange — by recourse to money — or not. In foreign trade, just
as in internal trade — there is no difference between them —no
rational production could proceed without money reckoning and the
formation of prices for the means of production. On this point, we
have nothing to add to what we have said already. But here we wish
to consider a socialist community, existing in a world not otherwise
socialistic. This community could estimate and compute in money
in exactly the same way as a state railway, or a city waterworks,
existing in a society otherwise based upon private ownership of the
means of production.

§3

Foreign investment

No one can regard what his neighbour does as 2 matter of mere
indifference. Everyone is interested in raising the productivity of
labour by the widest division of labour possible under given circum-
stances. I too am injured if some people maintain a state of economic
self-sufficiency: for, if they were to relax their isolation, the division
of labour could be made even more comprehensive. If the means of
production are in the hands of relatively inefficient agents, the
damage is universal.

Under Capitalism the profit-seeking of individual entrepreneurs
harmonizes the interests of the individual with those of the com-
munity. On the one hand, the entrepreneur is always seeking for
new markets, and underselling with cheaper and better wares the
dearer and inferior products of less rationally organized production.

233


George Reisman


FOREIGN TRADE UNDER SOCIALISM

On the other, he is always seeking cheaper and more productive
sources of raw materials and opening up more favourable sites for
production. This is the true nature of that expansive tendency of
Capitalism, which neo-marxian propaganda so completely misrepre-
sents as the ‘Verwertungsstreben des Kapitals’, and so amazingly
involves into an explanation of modern Imperialism.

The old colonial policy of Europe was mercantilistic, militaristic,
and imperialistic. With the defeat of mercantilism by liberal ideas,
the character of colonial policy completely changed. Of the old
colonial powers, Spain, Portugal and France had lost the greater part
of their former possessions. England, who had become the greatest
of the colonial powers, managed her possessions according to the
principles of free trade theory. It was not cant for English free traders
to speak of England’s vocation to elevate backward people to a state
of civilization. England has shown by acts that she has regarded her
position in India, in the Crown Colonies, and in the Protectorates,
as a general mandatory of European civilization. It is not hypocrisy
when English liberals speak of England’s rule in the colonies as
being not less useful for the inhabitants and for the rest of the world
than it is for England. The mere fact that England preserved Free
Trade in India shows that she conceived her colonial policy in a
spirit quite different from that of the states who entered, or re-entered
the sphere of colonial policy in the last decades of the nineteenth
century — France, Germany, the United States, Japan, Belgium and
Italy. The wars waged by England during the era of Liberalism to
extend her colonial empire and to open up territories which refused
to admit foreign trade, laid the foundations of the modern world
economy.! To measure the true significance of these wars one has
only to imagine what would have happened if India and China and
their hinterland had remained closed to world commerce. Not only
each Chinese and each Hindu, but also each European and each

! In judging the English policy for opening up China, people constantly put in the
foreground the fact that it was the opium trade which gave the direct, immediate
occasion for the outbreak of war complications. But in the wars which the English and
French waged against China between 1839 and 1860 the stake was the general freedom
of trade and not only the freedom of the opium trade. That from the Free Trade point
of view no barriers ought to be put in the way even of the trade in poisons, and that
everyone should abstain by his own impulse from enjoyments harmful to his organism,
is not so base and mean as socialist and anglophobe writers tend to represent. Rosa
Luxemburg (Die Akkumulation des Kapitals, Berlin 1913, p. 363 et seq.) reproaches the
English and French that it was no heroic act to defeat with European weapons the
Chinese, who were provided only with out of date arms. Ought the French and
English also to have taken the field only with ancient guns and spears?
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American, would be considerably worse off. Were England to lose
India to-day, and were that great land, so richly endowed by nature,
to sink into anarchy, so that it no longer offered a market for inter-
national trade — or no longer offered so large a market — it would be
an economic catastrophe of the first order.

Liberalism aims to open all doors closed to trade. But it no way
desires to compel people to buy or to sell. Its antagonism is confined
to those governments which, by imposing prohibition and other
limitations on trade, exclude their subjects from the advantages of
taking part in world commerce, and thereby impair the standard of
life of all mankind. The Liberal policy has nothing in common with
Imperialism. On the contrary, it is designed to overthrow
Imperialism and expel it from the sphere of international trade.

A socialist community would have to do the same. It, too, would
not be able to allow areas lavishly endowed by nature to be per-
manently shut off from international trade, nor whole nations to
refrain from exchange. But here Socialism would encounter a
problem which can only be solved under Capitalism — the problem
of ownership of capital abroad.

Under Capitalism, as Free Traders would have it, frontiers
would be without significance. Trade would flow over them
unhindered. They would prohibit neither the movement of the
most suitable producers towards immobile means of production,
nor the investment of mobile means of production in the most
suitable places. Ownership of the means of production would be
independent of citizenship. Foreign investment would be as easy
as investment at home.

Under Socialism the situation would be different. It would be
impossible for a socialist community to possess means of production
lying outside its own borders. It could not invest capital abroad even
if it would yield a higher product there. A socialist Europe must
remain helpless, while a socialist India exploits its resources ineffi-
ciently, and thereby brings fewer goods to the world market than it
would otherwise have done. New supplies of capital must be utilized
under less favourable conditions in Europe, while in India, for want
of new capital, more favourable conditions of production are not fully
exploited. Thus independent socialist communities existing side by
side and exchanging commodities only, would achieve a nonsensical
position. Quite apart from other considerations the very fact of
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their independence would lead to a state of affairs under which
productivity would necessarily diminish.

These difficulties could not be overcome so long as independent
socialist communities existed side by side. They could only be
surmounted by the amalgamation of the separate communities into
a unitary socialist state comprehending the whole world.
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CHAPTER 1

PARTICULAR FORMS OF SOCIALISM

§1
The Nature of Socialism

HE essence of Socialism is this: All the means of production are

in the exclusive control of the organized community. This and
this alone is Socialism. All other definitions are misleading.

It is possible to believe that Socialism can only be brought about
under quite definite political and cultural conditions. Such a belief
however is no justification for confining the term to one particular
form of Socialism and withholding it from all other conceivable ways
of realizing the socialist ideal. Marxian socialists have been very
zealous in commending their own particular brand of Socialism as
the only true Socialism and in insisting that all other socialist ideals
and methods of realizing Socialism have nothing to do with genuine
Socialism. Politically this attitude of the socialists has been extremely
astute. It would have greatly increased the difficulties of their
campaign if they had been prepared to admit that their ideal had
anything in common with the ideals advocated by the leaders of other
parties. They would never have rallied millions of discontented
Germans to their banners if they had openly admitted that their
aims were not fundamentally different from those of the governing
classes of the Prussian state. If a marxian had been asked before
October 1917 in what way his Socialism differed from the Socialism
of other movements, especially from that of the Conservatives, he
would have replied that under Marxian Socialism, Democracy and
Socialism were indissolubly united, and moreover that Marxian
Socialism was a stateless Socialism because it intended to abolish the
State.

We have seen already how much these arguments are worth, and
as a matter of fact, since the victory of the Bolsheviks, they have
rapidly disappeared from the list of Marxian commonplaces. At
any rate the conceptions of democracy and statelessness which the
Marxians hold to-day are quite different from those which they held
previously.
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But the Marxians might have answered the question another
way. They might have said that their Socialism was revolutionary,
as opposed to the reactionary and conservative Socialism of others.
Such an answer leads much sooner to a recognition of the difference
between Marxian social democracy and other socialist movements.
For to a Marxian, revolution does not merely signify a forcible
alteration of the existing state of affairs, but, as befits his peculiar
fatalism, a process which brings mankind nearer the fulfilment of its
destiny.? For him the impending social revolution which will bring
about Socialism is the last step to eternal salvation. Revolutionaries
are those whom history has chosen to be the instruments for the
realization of its plan. The revolutionary spirit is the sacred fire
which has descended upon them and enables them to accomplish
this great work. In this sense the Marxian socialist regards it as the
most notable characteristic of his party that it is a revolutionary
party. In this sense he regards all other parties as a single, uniform,
reactionary mass because they are opposed to his methods of achiev-
ing ultimate bliss.

It is obvious that all this has nothing to do with the sociological
concept of the socialist community. 1t is certainly a remarkable
thing that a group of persons should claim to be the only people
elected to bring us to salvation; but when these persons know of no
other road to salvation than one which many others have believed in,
the assertion that they exclusively are ordained for the task is not
sufficient to differentiate their aim fundamentally from that of others.

§2
State Socialism

To understand the concept of State Socialism it is not sufficient to
explain the term etymologically. The history of the word reflects
only the fact that State Socialism was the Socialism professed by the
authorities of the Prussian and other German states. Because they
identified themselves with the State and with the form taken by the
State and with the idea of the State generally, it suggested calling the
Socialism which they adopted State Socialism. The more Marxian

! On the other meanings which the term Revolution has for the Marxists see
above, p. 81 et seq.
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teaching about the class character of the State and the decay of the
State obscured the fundamental idea of the State, the easier it became
to use the term.

Marxian Socialism was vitally concerned in making a distinction
between nationalization and socialization of the means of production.
The slogans of the social democratic party would never have become
popular if they had represented nationalization of the means of
production as the ultimate aim of socialist change. For the state
known to the people among whom Marxism found its widest
acceptance was not such as to inspire much hope from its incursions
into economic activity. The German, Austrian and Russian disciples
of Marxism lived in open feud with the powers which to them
represented the State. In addition they had the opportunity of
gauging the results of nationalization and municipalization; and,
with the best will in the world, they could not overlook the great
shortcomings of state and municipal enterprise. It was quite
impossible to arouse enthusiasm for a programme aiming at national-
ization. A party of opposition was bound above all things to attack
the hated authoritarian state; only in this way could it win over the
discontented. From this need of political agitation arose the marxian
doctrine of the withering away of the state. The liberals had de-
manded the limitation of the authority of the state and the transfer
of government to the representatives of the people; they had
demanded the free state. Marx and Engels tried to outbid them by
unscrupulously adopting the anarchistic doctrine of the abolition of
all state authority regardless of the fact that Socialism would not
mean the abolition, but rather the unrestricted expansion of the
power of the state.

Equally untenable and absurd as the doctrine cf the withering
away of the state under Socialism is the academic distinction
between nationalization and socialization which is closely bound up
with it. The Marxians themselves are so conscious of the weakness of
their line of argument that they usually avoid discussing this point
and confine themselves to talking of the socialization of the means of
production, without any further elaboration of the idea, so as to
create the impression that socialization is something different from
the nationalization with which everybody is acquainted. When they
cannot avoid discussing this ticklish point they are obliged to admit
that. the nationalization of undertakings is a ‘preliminary stage in the
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acquisition of all productive powers by society itself’ or ‘the natural
jumping-off point in the process leading to the socialist community’.?

Thus Engels finally contents himself with entering a caveat
against accepting without further ado ‘every’ form of nationalization
as socialistic. He would not in the first place describe as ‘steps
towards Socialism’, nationalization carried out for purposes of state
finance, such as might be adopted ‘chiefly to provide new sources of
revenue independent of Parliamentary sanction’. Nevertheless for
these reasons nationalization would also mean, in the marxian
language, that in one branch of production, the appropriation of
surplus value by the capitalist was abolished. The same is true of
nationalization carried out for political or military reasons which
Engels also refused to accept as socialistic. He regards it as the cri-
terion of socialistic nationalization that the means of production
and trade taken over ‘should have actually out-grown the direction
by joint stock companies, so that nationalization has become
economically inevitable’. This necessity arises first in the case of
‘the large scale communications: posts, telegraphs and railways’.’
But it is precisely the largest railways in the world — the North
American — and the most important telegraphs lines — the deep sea
cables — that have not been nationalized, whilst small unimportant
lines in the etatistic countries have long been nationalized. The
nationalization of the postal service moreover was primarily for
political reasons and that of the railways for military ones. Can it
be said that these nationalizations were ‘economically inevitable?’
And what on earth does ‘economically inevitable’ mean?

Kautsky, too, contents himself with rejecting the view ‘that
every nationalization of an economic function or of an economic
enterprise is a step towards Socialism and that this can be brought
about by a general nationalization of the whole economic machine
without the need for a fundamental change in the nature of the
State’. But no one has ever disputed that the fundamental nature
of the State would be greatly changed if it were transformed into a
socialist community through the nationalization of the whole
economic apparatus. Thus Kautsky is unable to say anything more
than that ‘as long as the possessing classes are the governing classes’

1 Engels, Herrn Eugen Diihrings Umwdlzung der Wissenschaft, p. 299.

2 Kautsky, Das Erfurter Programm, 12th Edition, Stuttgart 1914, p. 129.
3 Engels, Herrn Eugen Diihrings Umwdlzung der Wissenschaft, p. 298 et seq.
¢ Kautsky, Das Erfurter Programm, p. 129.
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complete nationalization is impossible. It will be achieved when
‘the workers become the governing classes in the state’. Only when
the proletariat has seized political power will it ‘transform the state
into a great fundamentally self-sufficient economic society’.* The
main question — the question which alone needs an answer —
whether complete nationalization carried out by another party than
the socialist one would also constitute Socialism, Kautsky carefully
avoids.

There is, of course, a fundamental distinction of the highest
importance between the nationalization or municipalization of
individual undertakings which are publicly or communally run in a
society otherwise maintaining the principle of private property in the
means of production, and the complete socialization which tolerates
no private ownerships by individuals in the means of production
alongside that of the socialist community. As long as only a few
undertakings are run by the State, prices for the means of production
will be established in the market, and it is thus still possible for State
undertakings to make calculations. How far the conduct of the
undertakings would be based on the results of these calculations is
another question; but the very fact that to a certain extent the results
of operations can be quantitatively ascertained provides the business
administration of such undertakings with a gauge which would not
be available to the administration of a purely socialist community.
The way in which State undertakings are run may justifiably be
called bad business but it is still business. In a socialist community,
as we have seen, economy in the strict sense of the word, cannot
exist.*

Nationalization of all the means of production involves complete
Socialism. Nationalization of some of the means of production is a
step towards complete Socialism. Whether we are to remain satisfied
with the first step or whether we desire to proceed further does not
alter its fundamental character. In the same way, if we wish to
transfer all undertakings to the ownership of the organized com-
munity we cannot do otherwise than nationalize every single under-
taking, simultaneously or successively.

The obscurity thrown by Marxism on the idea of socialization
was strikingly illustrated in Germany and Austria when the social-
1 Kautsky, Das Erfurter Programm, p. 130.

* See above p. 119 et seq.
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democrats came into power in November 1918. A new and hitherto
almost unheard slogan became popular overnight: Socialization
(Sozialisierung) was the solution. This was merely the paraphrasing
of the German word Vergesellschafiung into a fine-sounding foreign
word. The idea that Sozialisierung was nothing more than
nationalization or municipalization could not occur to anybody;
anyone who maintained this was simply believed to know nothing
about it, since it was thought that between the two things yawned an
abysmal gap. The Socialization Commissions set up soon after the
social-democrats acquircd power were set the problem of defining
Sozialisierung in such a way that, ostensibly at least, it could be
distinguished from the nationalization and municipalization of the
previous regime.

The first report issued by the German commission dealt with the
socialization of the coal industry, and in rejecting the idea of achiev-
ing this by the nationalization of the coal mines and the coal trade
it emphasized in a striking manner the shortcomings of a national
coal industry. But nothing was said as to how socialization differed
actually from nationalization. The report professed the opinion
that ‘an isolated nationalization of the coal industry cannot be
considered as socialization while capitalist enterprise continues in
other branches of production: it would only mean the replacement
of one employer by another’. But it left open the question whether
an isolated ‘socialization’ such as it intended and proposed could
mean anything else under the same conditions.? It would have been
understandable if the commission had gone on to say that in order to
fulfil the happy results of a socialist order of society it was not
sufficient to nationalize one branch of production, and had recom-
mended that the State should take over all undertakings at one
blow, as the Bolsheviks in Russia and Hungary had done and as the
Spartacists in Germany wanted to do. But it did not do this. On
the contrary, it elaborated proposals for socialization which
advocated the isolated nationalization of various branches of pro-
duction, beginning with coal production and distribution. That the
commission avoided using the term nationalization makes no
difference. It was mere juristic hair-splitting when the commission

1 Bericht der Sozialisterungskommission iiber die Frage der Sozialisierung des Kohlen-
bergbaues vom 31 Fuli 1920, with appendix: Vorldufiger Bericht vom 15 Februar 1919,
2nd Edition, Berlin 1920, p. 32 ef seq.
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