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Abstract

This study examines classical market socialism by focusing on Oskar Lange’s model, which aims to
reconcile central planning with market mechanisms, and Jaroslav Vanek’s approach to market
socialism based on workers’ self-management. Market socialism is a hybrid economic model seeking
to combine socialist ownership of the means of production with the efficiency advantages of market
competition. The issues of information scarcity, inadequate incentives, and inefficiency observed in
classical planned economies brought the debate on market socialism to the forefront beginning in the
mid-20th century. While Lange’s model proposes determining prices under public ownership through a
“trial-and-error” adjustment process, Vanek’s model envisions a form of market socialism in which
worker cooperatives are democratically managed and the role of the central authority is minimal. These
two approaches offer different levels of response to the coordination problems of socialism. The study
comparatively analyzes the theoretical frameworks, historical contexts, and implementation outcomes
of these two models.

Keyword: Market socialism, Oskar Lange, Jaroslav Vanek, public ownership, workers’ self-
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1. Introduction

The idea of market socialism emerged in the mid-20th century as an attempt to address the
economic inefficiencies of socialist planning. While the classical socialist planning model
relied on collective ownership of the means of production, it rejected the market mechanism
as an element of the capitalist system. However, beginning in the 1920s, critiques by
Austrian School economists Ludwig von Mises and Friedrich A. Hayek brought forth
debates regarding the inability of socialist systems to achieve rational resource allocation
(Mises, 1920; Hayek, 1945) [18.71,

These debates primarily revolved around the role of market prices as carriers of knowledge.
Hayek (1945) [l emphasized that prices not only represent exchange ratios but also
coordinate dispersed knowledge across society. Mises (1922) I argued that economic
calculation is impossible without a price mechanism. Such criticisms required a thorough
theoretical reassessment of how socialist economies could function.

Within this context, economists such as Oskar Lange and Jaroslav Vanek sought to reconcile
market mechanisms with socialist planning through their models of “market socialism.”
Lange’s (1936) 31 model, based on a “trial-and-error mechanism,” attempts to mimic the
informational function of market prices while maintaining public ownership over the means
of production. Vanek’s (1971) 26l model, based on “workers’ self-management,” combines
democratic ownership and participatory decision-making processes with market
coordination.

The aim of this study is to comparatively analyze the market socialism models of Lange and
Vanek within the framework of their theoretical foundations, implementation forms, and
critical evaluations.

2. Historical Development
The emergence of market socialism is directly related to the evolution of socialist thought,
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which developed as a reaction to the inequalities generated
by capitalism. Although capitalism increased production
capacity and economic growth following the Industrial
Revolution, the inequalities in income distribution and the
exploitation of labor led socialist thinkers to develop
alternative economic models (Dobb, 1946) 1.

Thinkers such as Karl Marx and Friedrich Engels argued
that a socialist system based on collective ownership of the
means of production could eliminate the instabilities
inherent in capitalism. According to Marx, capitalism leads
to crises and social inequality because it prioritizes capital
accumulation and profit-oriented production. However,
early applications of socialism typically relied on central
planning and excluded the market mechanism. This led to
inefficiency problems in socialist systems during the 20th
century and paved the way for the idea of market socialism
(Dobb, 1946) 11,

In the 1920s, scholars from the Austrian School—
particularly Ludwig von Mises and Friedrich Hayek—
claimed that socialist planning was unsustainable due to
economic calculation problems. Mises argued that without
the market mechanism, prices cannot emerge and therefore
efficient allocation of resources is impossible. Hayek drew
attention to the critical role of market prices in the
transmission of knowledge (Adaman & Devine, 1996) 4,

In response to these criticisms, Oskar Lange developed the
concept of market socialism and demonstrated that market
mechanisms could be used within socialist economies.
Lange suggested that while the state retains ownership of
the means of production, prices would be determined
through market-like processes. In this model, the state
would guide investment decisions toward social welfare,
and the price signals obtained from the market would help
optimize resource allocation (Adaman & Devine, 1996) [11,
The central planning model implemented in the Soviet
Union and Eastern European countries created significant
issues in terms of economic efficiency. Central planning
transferred production decisions to bureaucratic mechanisms
and led to resource waste due to the absence of market
signals (Kornai, 1992) [, The information scarcity in
planning, supply-demand mismatches, and the lack of
incentives for innovation restricted economic growth in
socialist countries.

In this sense, market socialism emerged as an attempt to
overcome the rigidity of central planning and benefit from
the flexibility of the market.

The most important applications of market socialism
emerged in China and Vietnam in the late 20th century.
China implemented the market socialism model with the
“Reform and Opening-Up” policies initiated by Deng
Xiaoping in 1978. These reforms introduced market
discipline to state enterprises, allowed the emergence of a
private sector, and liberalized foreign trade (Naughton,
2007) 24, China defined its socialist market economy as
“socialism with Chinese characteristics,” integrating the
market mechanism with planned economic institutions.
Vietnam adopted market socialism through the “Doi Moi”
reforms starting in 1986. These reforms reduced the state’s
direct control over the economy, allowed private ownership,
and liberalized external trade. However, the state retained
strategic control over key sectors, preserving the core
principles of socialism (Fforde & de Vylder, 2018) [,
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Contemporary discussions include criticisms that market
socialism may evolve into a system resembling capitalism
or that state intervention may hinder market dynamics.
Nonetheless, examples from China and Vietnam show that
market socialism can produce successful outcomes in terms

of economic growth and development (Hansen et al., 2020)
6],

3. Theoretical Foundations
Market socialism emerged as an attempt to synthesize the
central planning logic of classical socialism with the price
mechanism of the capitalist market. This approach aims to
maintain collective ownership of the means of production
while benefiting from the informational and coordinating
functions of the market (Nove, 1983) 22,
Classical socialist economic thought is based on Marx’s
(1867) [7) analysis of the “contradictions of the capitalist
mode of production.” Marx argued that the market
mechanism masks exploitative relations and directs
production toward profit rather than social needs. However,
post-Marxist applications of socialist planning, particularly
in the Soviet Union and Eastern Europe, faced significant
efficiency problems. Central planning transferred
production processes to bureaucratic decision-making and
led to resource waste due to the lack of price signals
(Kornai, 1992) [*2,
Market socialism does not compromise the core values of
socialism but accepts the regulatory role of market prices in
resource allocation. Two basic assumptions characterize this
model:
e Social ownership — the means of production are owned
collectively rather than individually.
e Market coordination — the price mechanism functions
as an informational tool guiding production decisions.

Lange (1936) [*¥ described this approach as a type of

“socialist general equilibrium” and argued that market

signals could be used in harmony with central planning.

Vanek (1970) % asserted that such a system should not

only be technically efficient but also democratically

organized.

Market socialism attempts to answer three crucial questions:

e How are prices determined in a socialist economy?

e How does the incentive mechanism ensure individual
motivation?

e How should planning and market coordination be
balanced?

These questions position market socialism not only as an
economic system but also as a knowledge and incentive
system.

4. Models of Market Socialism

Different theoretical approaches have been developed
within the framework of market socialism. In this section,
we examine the two most prominent models: Oskar Lange’s
model, which seeks to harmonize central planning with
market mechanisms, and Jaroslav Vanek’s model based on
worker cooperatives.

Lange’s model argues that a market-like structure can be
created within socialist economies by adjusting prices
through a state-directed trial-and-error process. This model
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claims that the price signals observed in capitalist markets
can be maintained under state control and that economic
calculation problems can thus be solved.

Vanek’s model envisions a form of market socialism based
on worker ownership. According to Vanek, instead of state
ownership of the means of production, collective ownership
should be achieved through cooperatives managed directly
by workers. This model aims to abolish private ownership
while preserving market mechanisms and maintaining
competition in production and pricing.

The differences between these two models create important
theoretical distinctions regarding the role of the state, the
structure of ownership, and mechanisms of resource
allocation.

4.1 Oskar Lange’s Model: Reconciling Central Planning
with the Market

Oskar Lange developed his model of market socialism by
acknowledging the efficiency of capitalist market
mechanisms while arguing that the means of production
should be publicly owned. According to Lange, a socialist
economy can benefit from the price mechanism to eliminate
the inefficiency of central planning and achieve effective
resource allocation (Lange, 1936) [*3],

Lange’s model is essentially a response to Mises’s (1920)
(18 critique of the “economic calculation problem.” Mises
claimed that without the price system, socialist economies
cannot determine the most efficient use of production
factors. Lange proposed a “trial-and-error mechanism” to
address this issue.

According to Lange, the Central Planning Board (CPB)
initially sets tentative prices and then observes market
reactions. If a surplus emerges, prices are lowered; if there
is excess demand, prices are increased. This process
continues until equilibrium is reached (Lange, 1937) [*4l. In
this way, the CPB simulates the informational function of
the market mechanism.

Lange’s model is based on the principle that price should
equal marginal cost. In capitalist economies, this condition
arises through profit maximization; in socialist systems, the
objective is the maximization of social welfare. Since the
means of production are publicly owned, profits return to
society rather than private individuals (Lerner, 1938) [6],

In Lange’s system, the planning board acts not as a “price
setter” but as an “equilibrium seeker.” Hayek (1945) [l
argued that central planners cannot access the dispersed
knowledge present in society; Lange attempted to address
this by allowing price signals to operate in a simulated form.
Reform experiments in Eastern Europe during the 1950s
partially tested Lange’s theory. Although the integration of
market pricing into planning improved efficiency in Poland
and Hungary, bureaucratic delays limited the model’s
effectiveness (Horvat, 1982; Kornai, 1980) [* 11,

In the contemporary era, Hansen, Li, and Wang (2020) [
have interpreted China’s “socialist market economy” as a
digital-age realization of Lange’s theory. The state
maintains ownership in strategic sectors while using market
prices as information tools—a reflection of Lange’s vision
in the 21st century.

4.2 Jaroslav Vanek’s Model: Workers’ Self-
Management and Democratic Market Socialism
Jaroslav Vanek (1970) ! developed a distinct interpretation
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of market socialism based on workers’ self-management and
democratic cooperative ownership. In The General Theory
of Labor-Managed Market Economies, Vanek proposed that
market socialism should be organized not by central
planning but by participatory production units.

In Vanek’s model, the means of production are not owned
by the state but collectively by the workers. Firms are
governed according to the principle of “maximizing income
per member” (Vanek, 1975) ?71, This increases both income
equality and worker motivation. Each worker holds equal
voting rights in decision-making, and profits are distributed
according to labor contribution (Devine, 1988) [,

The most notable real-world example of this model is the
Yugoslav self-management system, implemented beginning
in the 1950s. Production units made decisions through their
own workers’ councils, while the state provided only
macroeconomic coordination (Horvat, 1982) 1. Although
the system initially achieved productivity gains, it later
faced issues such as investment coordination and price
discipline.

One of Vanek’s major theoretical contributions concerns the
knowledge problem. While Hayek (1945) [ argued that
knowledge cannot be centralized, Vanek (1971) [
proposed that decentralizing decisions to production units
helps resolve this issue, as knowledge remains where it is
produced.

The Mondragon Cooperatives in Spain, founded in 1956,
represent one of the most successful modern examples of
Vanek’s model (Hansen et al., 2020) ©1. In the 21st century,
Vanek’s ideas have reemerged in discussions on “platform
cooperativism” (Scholz, 2016) 24 and digital labor-sharing
systems. Artificial intelligence and big-data technologies
increasingly provide tools to coordinate worker-managed
systems globally (Lee, 2021) [*5],

Overall, Vanek’s model adds a humanistic and democratic
dimension to market socialism, redefining it not only as an
economic system but also as a participatory social structure.

5. Comparative Analysis and Critiques

The debates on market socialism represent one of the most
productive intellectual confrontations of the 20th century.
The models proposed by Oskar Lange and Jaroslav Vanek
are the most systematic attempts to preserve the market
mechanism within socialist economic thought. However,
both approaches were fundamentally criticized by Austrian
School economists Ludwig von Mises and Friedrich A.
Hayek. This section analyzes two main critiques of market
socialism—the ‘“‘economic calculation problem” and the
“knowledge problem.”

5.1 Mises’s Economic Calculation Problem

Mises’s (1920) 18 critique argues that socialist economies
cannot achieve rational resource allocation because they
lack market prices. In capitalist economies, the price system
ensures efficient allocation of scarce resources among
alternative uses. In socialist planning, however, the means
of production are publicly owned, preventing the emergence
of market prices. As a result, planners cannot determine
which production combinations are most efficient because
the concepts of “cost” and “return” become abstract.
According to Mises (1922) 1, the price system reflects not
only exchange value but also the relative scarcity of
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production factors. Without prices, economic calculation
collapses because production decisions can no longer reflect
socially efficient alternatives. Mises (1935) [ further
argued that socialist planning fails to reproduce the
entrepreneurial dynamism and risk-taking behavior inherent
in market systems.

Thus, Mises’s argument is both theoretical and ontological:
central planning replaces subjective individual preferences
with bureaucratic allocation, restricting economic freedom
and producing what he called the “socialist calculation
paradox.”

5.2 Hayek’s Knowledge Problem

Hayek (1945) [l extended Mises’s critique by developing
the concept of the “knowledge problem.” Economic activity
depends on millions of pieces of localized information—
costs, preferences, changes in supply and demand, and
technological innovations. This knowledge is dispersed
across society in time and place, and no central authority
can ever possess all of it.

As Hayek’s (1945) U1 renowned article The Use of
Knowledge in Society argues, prices coordinate this
dispersed knowledge. Price changes guide individuals
toward socially coordinated outcomes. A planning authority
cannot replicate this process due to information delays and
limited local knowledge.

Hayek (1948) [ criticized Lange’s “trial-and-error method”
as a static equilibrium approach that ignores the dynamic
knowledge-generation processes inherent in real markets. In
real economies, knowledge emerges not only through prices
but also through entrepreneurship,  competition,
expectations, and innovation (Kirzner, 1973) [9. Central
planning suppresses these dynamics.

5.3 Applied Critiques of Market Socialism

The theoretical warnings of Mises and Hayek were
empirically confirmed in socialist reform attempts in
Eastern Europe. In Poland and Hungary, coordination
problems arose when market signals were integrated into
planning (Kornai, 1980) 4. Politically determined prices
failed to reflect real costs, resulting in chronic shortages and
excess inventories.

Kornai (1980) [ famously conceptualized this as the
“economics of shortage.” Central planning systems
consistently misinterpreted demand signals, leading to
persistent disequilibrium.

These findings demonstrate that Mises’s “calculation
problem” is not merely theoretical but structural.

5.4 Counterarguments and Defenses

Oskar Lange (1936, 1937) [*3 14 directly responded to the
critiques of Mises and Hayek, arguing that a socialist
planning authority could use the price system as a rational
tool rather than suppress it. The planning board adjusts
prices through trial and error, as markets do. By updating
prices based on supply-demand imbalances, planners learn
from market signals.

Lange (1937) M framed this as a “search for social
equilibrium.” In this framework, the planning authority
listens to the market rather than replacing it.

Devine (1988) [l and Nove (1983) 22 proposed “democratic
planning” as a response to Hayek’s knowledge critique. By
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decentralizing decision-making to local production units,
they argued that the knowledge problem could be addressed.
More recent literature—including Cockshott and Cottrell
(1993) [Pl —argues that digital computation and data
technologies have largely overcome the technical basis of
Mises’s critique. Big-data systems and artificial intelligence
can now process millions of production variables within
seconds, making the type of planning once envisioned by
Lange technologically feasible (Lee, 2021) 113,

Thus, while the critiques of Mises and Hayek revealed the
theoretical limits of market socialism, they also stimulated
the evolution of socialist economic thought.

6. Contemporary Debates

Although discussions on market socialism declined
following the collapse of the Soviet system in the 1990s,
they reemerged in the 21st century due to digitalization,
artificial intelligence, and big-data analytics (Cockshott &
Cottrell, 1993; Lee, 2021) > 81 The following themes
summarize modern debates.

6.1 Reinterpreting Market Socialism in the Digital Age
Lange’s  “trial-and-error  mechanism” has  become
increasingly relevant in today’s digital economies,
particularly through automated feedback algorithms.
China’s “socialist market economy” is considered a hybrid
model that blends state planning capacity with market
signals (Hansen, Li & Wang, 2020) (1,

Digital technologies have transformed Mises’s (1920) [8l
“economic calculation problem” by enabling planners to
process vast datasets in real time (Cockshott & Cottrell,
1993) [2. This has reopened debates on Hayek’s (1945) ["]
knowledge problem in the context of new digital
coordination mechanisms.

6.2 Democratic Planning and the Participatory Economy
Vanek’s (1975) 7] ideas on workers’ self-management have
inspired modern concepts such as “participatory planning”
and “platform cooperativism.” Platform cooperatives place
the ownership and governance of digital platforms under the
democratic control of their users (Scholz, 2016) (241,

Devine (1988) ¥l formalized this approach under the concept
of “democratic planning,” emphasizing local knowledge and
decentralized decision-making.

Modern examples such as Spain’s Mondragon Cooperative
System and China’s hybrid public-private enterprises
represent contemporary variations of market socialism
(Hansen et al., 2020) 61,

6.3 The Contemporary Relevance of Market Socialism
Global financial crises, environmental sustainability
concerns, and rising income inequality have renewed
interest in market socialism. The failures of the neo-liberal
era have strengthened arguments for a more interventionist
and planning-oriented state (Savran, 1991) 231,

Under new technological conditions, planning concerns not
only production but also data governance, environmental
policy, and digital ownership. Therefore, market socialism
is increasingly viewed not merely as an “economic system”

but also as a “knowledge-management model” (Lee, 2021)
[15]
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7. Conclusion

Classical (liberal) market socialism debates represent an
intellectual trajectory enriched by the critiques of Mises and
Hayek and the original solutions proposed by Lange and
Vanek. Lange’s trial-and-error model aims to reconcile the
knowledge-carrying function of market prices with socialist
planning, while Vanek’s self-management model adds a
democratic dimension by socializing decision-making
processes.

Today, digital planning capacities offer opportunities to
reinterpret these two approaches. Artificial intelligence, data
economies, and algorithmic pricing mechanisms make
market socialism not only theoretically conceivable but also
technically feasible. However, realizing this potential
requires addressing the incentive issues raised by Mises, the
knowledge asymmetry emphasized by Hayek, and the
question of democratic legitimacy highlighted by Vanek.
Thus, market socialism remains a relevant field of inquiry in
the complex economic systems of the 21st century. It
presents not only an ideological alternative to capitalism but
also a technologically and socially viable “third way.”
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