1
1

Hayek on Socialism

Forthcoming in Barry, N (ed.) The Elgar Companion to Hayekian Economics (Edward Elgar, 2007)
Mark Pennington

Senior Lecturer in Political Economy

Department of Politics

Queen Mary, University of London

Mile End Road

London

E1 4NS

M.Pennington@qmul.ac.uk

Hayek on Socialism

Introduction

In his Biography of F.A.Hayek, Alan Ebenstein describes the deceased Austrian economist, as the greatest ‘anti-socialist’ theorist of the twentieth century. This epitaph would doubtless have pleased a man who dedicated The Road to Serfdom, to ‘the Socialists of all Parties’, and in his final book, declared an intention to show that ‘… socialist aims and programmes are factually impossible to achieve or execute,’ (Hayek, 1988,p.7). That such words should emanate from a man, praised throughout his career for modesty when dealing with opponents, was testament to the scale of events then about to unfold in Eastern Europe and Hayek’s profound sense of personal vindication after decades of scholarly isolation. 

Notwithstanding the recognition that Hayek has achieved in recent years the significance of his work to contemporary debates continues to be under-appreciated and worse still, misunderstood. In economic theory a raft of arguments justifying all-manner of government interventions continue to be forthcoming under the guise of an equilibrium centred view that Hayek rejected in the 1940s. In political theory and sociology meanwhile, there continues to be a ceaseless stream of assaults against the supposed ‘atomism’ of individualist philosophy, notwithstanding Hayek’s view that the purpose of ‘true’ individualism was to understand the ‘life of man as a social being’. Finally, the determination to put the pursuit of ‘social justice’ at the heart of public policy continues unabated in spite of Hayek’s contention that the term was at best utterly meaningless and at worst representative of a return to primitive conceptions of social order.

This essay explores the elements of Hayek’s anti-socialism and demonstrates its’ continued relevance to contemporary debates. The analysis is structured in three parts. Part one examines Hayek’s economics and in particular his confrontation with socialist economists in the ‘calculation debates’ of the 1930s and 1940s. The latter experience led Hayek to develop a far-reaching appreciation of the conditions necessary to generate social co-ordination and resulted in his sweeping account of societal evolution as an example of ‘complex phenomena’ or spontaneous order. Part 2 of the essay explores the significance of spontaneous order theory in both the economic realm and in Hayek’s application of this notion to political and cultural evolution. Finally, part 3 turns to Hayek’s critique of egalitarianism and the doctrine of social justice. The latter occupied a considerable proportion of Hayek’s work towards the end of his life and in many ways constitutes one of the most radical elements of his anti-socialism. Each of the three sections summarises the essentials of the Hayekian contribution at the time of their writing followed by an assessment of their ongoing relevance in light of contemporary responses from socialists in the fields of economic and political theory.

Anti-Socialist Economics: Markets, Competition and the Use of Knowledge in Society

If Friedrich Hayek was the twentieth centuries’ greatest anti-socialist theorist then nowhere was the prescience of his anti-socialism more evident than in the ‘calculation debates’ of the 1930s and 1940s. In the course of these debates Hayek, following his mentor Von Mises, enunciated a set of principles which demonstrated why a socialist economic system could not possibly hope to achieve an equivalent level of material well being as a market order based on private ownership. 

The Socialist Calculation Debate

Hayek’s contribution to the socialist calculation debates is contained in the edited collection Collectivist Economic Planning and culminated with a series of articles subsequently printed under the title Individualism and Economic Order. The latter contains the essays Economics and Knowledge, The Use of Knowledge in Society, and The Meaning of Competition, which Hayek himself described as his most significant contributions to economic theory (Ebenstein, 2001,p.97). These essays offer the most compelling theoretical explanation for the economic failure of state socialism and continue to throw light on difficulties caused by the milder forms of government interventionism that still prevail today. As will be shown in due course, the full significance of these essays and their radical implications are not properly appreciated or even understood, by some of the most exalted names in contemporary economics.

Hayek’s contribution to the socialist calculation debate is best seen as an enrichment of ideas that were implicit in Von Mises famous assertion that is was impossible for a socialist economy to match the productive performance of the market owing to its inability to calculate (Mises, 1920). The Misesian argument was that in the wake of the abolition of private property exchange, government planners would be unable to make calculations of economic value owing to the absence of relative resource prices. Seen in this light, the economic problem is not merely a ‘technical’ issue of discovering which goods can be produced under existing technology. Rather, the problem is primarily one of deciding which goods should be produced and how in light of conflicting individual preferences and multitude alternatives for the use of the same production inputs. Without access to market prices for competing inputs and outputs decision-makers lack the capacity to determine which of all the possible combinations of resource uses should be adopted. According to Von Mises, such information could only be generated through the exchange of private property rights in the means of production and since market exchange relationships and hence relative prices would be abolished under the classical socialist model, rational calculation of economic value would thus become impossible.

Hayek considered Von Mises argument to constitute a decisive objection against socialist theory since it made no assumptions about the motivations of decision-makers. It did not, for example, assume that individuals were insufficiently altruistic and lacking the necessary incentives under socialism but maintained that in the absence of market prices even the most public spirited of planners would lack the information to allocate resources in the appropriate way. Nonetheless, Hayek sought to clarify and extend what has become known as the ‘Austrian’ critique of planning, owing to erroneous implications drawn from the socialist side of the argument.

Initial commentaries on the socialist calculation debate suggested that the proponents of ‘market socialism’ had refuted Von Mises position. Oscar Lange in particular, conceded Mises point about the necessity for economic calculation in any social system, but maintained that if the conditions underlying the orthodox neo-classical model pertained, then planners would be able to allocate resources by arriving at an appropriate set of ‘accounting prices’ (Lange 1936 a and b). Under conditions of perfect information/perfect competition, where knowledge of production possibilities, consumer preferences and hence relative resource scarcities is objectively given, the same information used by market participants would also be available to government planners. Planners therefore, could perform the function of the ‘Walrasian auctioneer’ adjusting prices up or down until equilibrium was achieved. In this manner a socially optimal allocation of resources could be realised by instructing plant managers what to produce and by setting prices so that marginal revenues equalled marginal costs. Indeed, for Lange such procedures would be more efficient than a system based on private property, because ‘real world’ markets do not meet the criterion of perfect competition and require the complex paraphernalia of contract which would not be necessary under a government administered system. 

Lange’s response to Von Mises demonstrated the apparently counter-intuitive conclusion that the neo-classical economic model, often used to justify market resource allocation, was equally, if not more compatible with support for a planned economy. As Caldwell (2003) has argued, it was this realisation that prompted Hayek to recognise how little his own appreciation of the market economy had to do with underlying assumptions that neo-classical economics took for granted. 

Hayek on ‘Given’ Knowledge

Central to Hayek’s critique of the neo-classical framework is the assumption of ‘given’ knowledge underlying the notion of general equilibrium, originally enunciated by Walras and now formally articulated in the so called Arrow-Debreu model.  In making the assumption of objectively ‘given’ knowledge equilibrium theory fails to address how the relevant knowledge of relative resource scarcities is acquired and indeed completely ignores the institutional conditions that are capable of bringing the necessary process of social communication about. Rather than explain how different institutional arrangements facilitate or inhibit the transmission of knowledge, according to Hayek neo-classical equilibrium models amount to little more than an ‘exercise in pure logic’, (Hayek, 1948b,p.44). Thus,

“In the usual presentations of equilibrium analysis it is generally made to appear as if these questions of how the equilibrium comes about were solved. But if we look closer, it soon becomes evident that these apparent demonstrations amount to no more than the apparent proof of what is already assumed,” (Hayek, 1948,p.45).

It was Hayek’s contention that the knowledge needed to determine the content of relative resource prices could not be generated as effectively, if at all, by a socialist system of centrally derived accounting prices as it could by a system of private property exchange. There are several dimensions to his critique of the ‘given’ knowledge assumption in this regard.

First, knowledge of the various facts that contribute to the formation of prices in a free market is not ‘given’ to any one agency or group in its totality, but is divided between the various actors that make up the market concerned. Individuals and organisations make bids on the basis of knowledge of ‘circumstances of time and place’, including personal preferences, the availability of substitutes and entrepreneurial innovations, known only to themselves. As they do so, however, they contribute incrementally to the formation of prices, transmitting in coded form their personal ‘bit’ of information to actors with whom they exchange. The latter may then adapt their own behaviour in light of their own preferences and knowledge, which will inform subsequent market transactions with still other agents, and so on in a network of ever increasing complexity. What matters, is that in order to adjust their production or consumption patterns (substituting more for less expensive alternatives, for example) in response to changes in the relative scarcity of goods, market actors need not know anything about the complex network of events that contributes to a rise or fall in price –all they need to know is that the price has changed. As Hayek (1948b p.86) put it,  

“The whole acts as one market, not because any of its members survey the whole field, but because their limited individual fields of vision sufficiently overlap so that through many intermediaries the relevant information is communicated to all.”

In Hayek’s view, the advantage of market exchange is that it utilises a complex ‘division of knowledge’, or what Von Mises had earlier described as a ‘mental division of labour’ in the co-ordination of economic affairs. For a socialist system to achieve an equivalent level of co-ordination would require that an organised group be aware of all the relevant conditions that affect the changing behaviour of dispersed social actors. The latter is, however, a cognitive impossibility. Government determined prices, will therefore, fail to reflect the economic conditions facing individuals and organisations and will result in a massive misallocation of resources.

It must be emphasised that the adjustment process that Hayek has in mind is not, as some critics have implied, a mechanical or instantaneous one (for example O’Neill ch.10). Market prices do not act as ‘marching orders’, telling people how to respond to changing conditions. Rather, they provide an invaluable prompt to ‘economising’ behaviour. The information provided by shifting relative prices, constitutes a necessary, though by no means a sufficient condition for economic coordination. The specific response of producers and consumers in re-arranging their production and consumption bundles will be dependent on other factors, such as gossip with neighbouring actors about new techniques, prices and production processes and the ingenuity of the entrepreneurs concerned in creating alternative resource combinations. 
The latter point leads to the second aspect of Hayek’s challenge to the notion of ‘given’ knowledge - the assumption that the ‘bits’ of information possessed by market agents concerning the plans of those with whom they intend to exchange are necessarily accurate. This assumption is apparent in the notions of perfect information and the idea of a perfect market, which pervade neo-classical models and that frequently lead to demands to ‘correct’ so called ‘market failures’ under conditions where information is deemed not to be perfect. From a Hayekian perspective, such models simply assume away the processes by which individuals and organisations are able to improve the accuracy of their expectations over time. 

For Hayek, the primary economic problem is not the one examined by the general equilibrium model. On the contrary, the task of attaining economic co-ordination occurs under conditions of uncertainty, where information is highly imperfect and often contradictory (Hayek, 1948a b c). It is the subjective and contradictory nature of the relevant ‘data’ dispersed amongst different market agents that precludes any central attempt (by computer simulation, for example) to replicate the results of private property exchange. Government planners (democratically elected or otherwise) could never set prices reflecting the subjective perceptions of economic opportunities dispersed amongst a myriad of actors who have the freedom to exchange property titles in the market. Only under private ownership can individuals and firms make bids for resources reflective of their own subjective interpretations and only via the generation of profits and losses can these expectations be tested against the objective facts of other peoples’ behaviour. It is the signals of profit and loss generated by the clash of competing ideas of dispersed market agents that enables trial and error learning, as participants imitate the behaviour of the successful and learn not to make the same errors as the unsuccessful. 

The third and final element of the Hayekian challenge to neo-classical theory, which is the most radical in its implications, turns to the preferences of market participants.  For Hayek, the notion of  ‘given’ knowledge is inappropriate not only because of the possibility of entrepreneurial errors in interpreting the demand for different goods, but also because the content of peoples preferences whether for consumption or for capital goods is itself subject to dynamic change. Consumers are alerted to and acquire previously unforeseen tastes and organisational practices by the process of market competition itself. The market process, therefore, facilitates learning under conditions of ‘radical ignorance’ where actors on both the demand and supply sides become aware of information which they previously did not know was in existence. The latter notion is captured in Hayek’s claim that participation in markets is akin to a ‘voyage of exploration into the unknown,’ (Hayek, 1948 c, p.101) Static notions of equilibrium are, therefore, utterly inappropriate to understanding what is fundamentally an open-ended process of dynamic evolutionary change. For Hayek, what matters is that markets and private property exchange facilitate a more thorough-going process of innovation and evolutionary learning than a socialist system could ever hope to achieve. The decentralised decision-rights provided by private property allow a variety of ideas dispersed across individuals and firms to be tested against one another without the need for approval by any one authority or majority. The most that a hierarchical or majoritarian system can do, by contrast, is to conduct consecutive experiments where there is only one or a very few options being tried out at any time. The scope for evolutionary discovery will, therefore, necessarily be less than in a context of private property exchange.  

Hayek’s evolutionary view of the market economy also suggests a much wider understanding of what is meant by competition than envisaged in neo-classical models. Competition in the Hayekian sense is a process that facilitates the ongoing discovery of solutions to unfolding social problems and may occur on multiple different levels. This may include competition between different organisational forms and between different sets of rules to cope with potential externalities and collective goods problems. Most tellingly, the process of competition is itself the best mechanism for determining how much ‘planning’ in society there should actually be. As Coase (1937) pointed out, corporate firms are ‘planning organisations’ that arise when the transaction costs of relying purely on decentralised pricing systems are too high. There comes a point, however, where the cognitive limits of large organisations are breached and where more flexible competitors stand at an advantage. As Coase (1992, p.716) writing in a distinctly Hayekian vein, subsequently put it, “To have an efficient economic system it is necessary not only to have markets, but also areas of planning within organisations of the appropriate size. What this mix should be we find as a result of competition.”

The Hayekian contribution to the socialist calculation debate provides the most convincing explanation for the relative failure of planned economies in the twentieth century and constitutes the decisive objection to the claim made by neo-classical economists that a socialist system could, even in principle, match the performance of private markets. By equating the case for markets with equilibrium conditions, Oscar Lange and subsequent supporters of ‘neo-classical socialism’ did not even begin to address the ‘Austrian’ argument against planning because Hayek rejected the underlying assumptions on which the neo-classical model is based. 

Hayekian Economics versus ‘New’ Market Failure Socialism

The Hayekian critique of the ‘given’ knowledge postulate highlights the need for a fundamental recasting of the standard against which the success of market institutions should be judged. Specifically, it is mistaken to cite examples of ‘market failure’ owing to imperfect information or the absence of ‘perfect competition’, since a world of perfect foresight and equally distributed knowledge cannot exist under any institutional setting. The key question for political economy is to ascertain which institutions are best suited to operate in a world where the assumptions that underlie the neo-classical model simply cannot exist. It is here that the comparative strengths of a market system are revealed. This does not exclude the possibility of genuine ‘market failures’ that limit the possibility of private property solutions, but at the very least Hayek suggests that the burden of proof should be shifted decisively in the direction of those who favour government intervention. 

Notwithstanding the belated credit that Hayek received for his contribution to the socialist calculation debate, the full implications of rejecting the ‘given’ knowledge assumption continue to be ignored or misunderstood. Some of the most exalted names in the economics profession persist in judging the success of market institutions against a variant of the general equilibrium framework in an attempt to justify new forms of state planning and control. One of the most significant attempts to resurrect the case for  ‘market socialism’ is evident in the rise of the so-called ‘new public economics’ and the ‘new economics of information’, as pioneered by the Nobel Laureate Josef Stiglitz. 

Whilst offering lip service to Hayek’s work on the informational role of prices, Stiglitz and various collaborators contend that left to their own devices, market processes are informationally ‘inefficient’ and can be improved upon by an economy-wide programme of government action. Grossman and Stiglitz (1980,1986), for example, use ‘information search models’ to contend that private markets lead to the ‘underproduction’ of information in situations where information is costly to obtain. According to this view, if the market price system works as effectively at distributing information as Hayek maintains, then private actors will lack sufficient incentives to acquire information themselves. Hayekian market prices have collective goods/prisoners dilemma attributes, which allow individuals to ‘free ride’ on the efforts of other participants by observing prices and obtaining for nothing what would otherwise be costly to acquire. From this Grossman and Stiglitz conclude that markets cannot attain an efficient equilibrium in the absence of supplementary government action.

Stiglitz’s contributions to the economics of information earned him a Nobel Prize and yet they completely misconstrue the Hayekian position. According to Stiglitz, the Hayekian account of markets suggests that freely determined prices perform the function posited to them in the general equilibrium framework where price information is equally and instantly accessible to all other participants in the relevant market. At no point in his writings on the ‘knowledge problem’, however, does Hayek suggest that the price system conveys information in such a manner. Indeed, the core of the Hayekian critique is that by assuming all information is already known equilibrium models fail to explain the process by which the dispersed ‘bits’ of information divided amongst market participants are actually brought together. 

For Hayek, private markets do their job under conditions that are inevitably characterised by an element of dis-equilibrium owing to the cognitive limits of the human mind. Competition, therefore, can never be perfect. Knowledge of market discrepancies is dispersed between competitors in a lumpy or uneven manner and is not instantly accessible to all. It is by responding to private knowledge of market disco-ordination that creative entrepreneurial action prompts a learning process as knowledge of profit opportunities and changes in price data ripples out across the overlapping perspectives of neighbouring market actors. The very essence of the Hayekian argument is that such processes occur incrementally, as reaction takes time and as each entrepreneur/firm in the relevant chain of events differs in assessing and reacting to the new situation and changing data. Stiglitz’s claim that all other market actors are able to ‘free-ride’ on acts of private entrepreneurship is, therefore, completely misplaced. Under conditions of dispersed knowledge and where learning must occur over time there are always, ‘first mover’ advantages from acting on private information and hence obtaining larger gains (profits) before competitors are alerted to the newly revealed data. It is precisely this sort of learning procedure that accounts for the greater capacity of private markets to facilitate economic co-ordination than centrally planned alternatives.  

Moreover, as Kirzner (1997) has argued the notion of ‘information search’ deployed by Grossman and Stiglitz is not even relevant to the type of ‘knowledge problem’ that forms the core of the Hayekian argument (see also Boettke, 1997). For Grossman and Stiglitz, profit is conceived merely as a reward for searching out costly information, with problems of ‘imperfect’ information attributed to a lack of incentives to acquire additional knowledge which is nonetheless ‘known’ to be available- a problem of ‘rational ignorance’. For Hayek, however, the primary function of profit and loss signals is to alert market participants to instances of previously ‘unknown’ ignorance and to ensure effective adjustment to unforeseen circumstances - a problem of ‘radical ignorance’, which manifestly cannot be analysed in terms of a model of rational search.

Setting aside these theoretical mistakes, the policy conclusions derived from the Stiglitz framework are even more difficult to sustain. The notion that governments can correct for ‘market failures’ owing to imperfect information by, for example, setting an optimal set of taxes and subsidies, completely avoids the question of how government agencies are to acquire the information necessary to adjust prices in the appropriate direction. Stiglitz and his followers assume that the relevant data are somehow ‘given’ to planners and are, therefore, guilty of precisely the charges levelled by Hayek against more orthodox versions of neo-classical theory. In short, the case for Stiglitz’s version of ‘market socialism’ fares little better in the face of the Hayekian knowledge problem than the original contribution of Oscar Lange in the socialist calculation debates.

Anti-Socialist Politics: Spontaneous Order and the Limits to Reason

The failure of contemporary economists to recognise the limited applicability of the general equilibrium framework as an institutional benchmark mirrors the reluctance of economists in the 1940s to recognise the significance of the ‘knowledge problem’. It was this very reluctance by the mainstream of economic theory that prompted Hayek to effectively abandon the discipline and to turn instead to the development of a much wider social theory which could account for the discovery and communication of knowledge. The result was his sweeping account of the role of ‘spontaneous order’, not only in the economic realm, but also as the driving force behind moral, cultural and political evolution.

The emphasis on the significance of spontaneous order was already apparent in the 1940s, most notably in the essay Individualism: True and False, where Hayek noted that, “the spontaneous collaboration of free men often creates things greater than their individual minds can fully comprehend,” (1948a, p.7). It was not, however, until the The Constitution of Liberty in 1960 and in a variety of essays written during the 1950s and 1960s that Hayek began to refer explicitly to the term spontaneous order per se. The three volume treatise Law, Legislation and Liberty and Hayek’s last work The Fatal Conceit, see the implications of spontaneous order and the related notion of cultural evolution set out in their most comprehensive form. In developing these ideas Hayek sets out a systematic assault on the foundations not only of socialist economics, but also on the methodological and epistemological mindset that characterised socialist political economy in the twentieth century and which are still evident in contemporary mutations of leftist social theory. 

True Individualism, Spontaneous Order and Social Evolution

Central to Hayek’s concern with spontaneous order is the notion that social evolution is able to achieve a more complex and advanced form if it is not subject to the conscious control of a designing mind or group. ‘True’ individualism recognises that human beings are inherently social creatures that acquire many of their values and practices via the cultural environment and must be distinguished from the ‘false’, Cartesian individualism which conceives of society as the rational creation of individuals seeking to design optimal social institutions.

For Hayek, the defining feature that distinguishes the individual as a ‘social being’, is her incapacity to comprehend more than a tiny fragment of the society of which she is a part, owing to the constitutional limits of human intelligence (Hayek, 1948a ,p.14). Recognition that people are a product of their social and cultural environment does not, therefore, imply (as socialists do), that society is itself the result of deliberate human creation. On the contrary, the defining feature of social life is that there are always unintended consequences that flow from purposeful human action. Thus, the primary goal of social theory is to account for those regularities or patterns of order that emerge as the unintended consequence of interacting individual plans. Individuals and organisations are situated within much larger ‘spontaneous ordering’ processes the results, of which are far greater than, and hence beyond the comprehension of, their constituent parts. 

An epistemological concern with spontaneous order stems from the view that given conditions of complexity and the cognitive limits of the human mind, individuals and organisations must to a large extent, operate in a world of institutions that they have not sought consciously to create. Phenomena such as language, money, respect for possessions and other social traditions are not ‘natural’ processes but neither are they the result of deliberate ‘invention’ by a group. Such practices may subsequently be codified (as in a dictionary) or in cases such as property law enforced by an organisation such as the state, but the rules and practices themselves are not the deliberate creation, of any particular organisation. In the case of language, for example, as new words and phrases spread via a process of imitation and adaptation, their initiators are not consciously aware of how such practices will be used and adapted by others. Similarly, the users of language are typically unaware of the multiple individual nodes that have initiated the words and phrases in common usage and the ‘reasons’ why such symbols have been adopted. 

Spontaneous traditions and practices offer signposts to individual action and facilitate co-ordination under conditions of complexity. They are not however static phenomena, but are subject to experimental modification. Since people ‘voluntarily’ observe the rules of the spontaneous orders into which they are ‘born’ rather than have them imposed coercively by an external organisation, they are better conceived as flexible rules, which can be ‘broken’ incrementally. The primary mechanism through which society is able to draw upon the dispersed knowledge necessary for continued evolution in light of changing circumstances is that of competition. Within a market economy it is the ‘winnowing and sifting’ of competition that encourages the emulation of profitable ventures, and discourages the spread of erroneous ideas in the supply of goods. The process of competitive emulation however also applies to many of the morals, informal manners and traditions that provide a degree of regularity in peoples’ lives. Just as economic innovators are those willing to break from the conventional wisdom, so in the wider social sphere acts of moral entrepreneurship involve the breaking of traditional practices by minorities willing to face disapproval in order to experiment with new practices that may subsequently be adopted by the majority. For Hayek, incremental change via competitive testing of alternate practices is able to draw on a much wider division of knowledge than socialist attempts to ‘reconstruct’ cultural practices, whole cloth. Such competitive processes are not, it should be noted ‘Darwinian’ in character, but simulate Lamarckism. Whereas the former excludes the inheritance of acquired characteristics, cultural evolution is dependent on the spread of practices which are not innate, but learnt. Neither is such evolution confined to the transmission of habits and practices from ones parents, but from an indefinite number of other social actors. It is for this reason that socio-cultural evolution proceeds at a much faster rate than biological or ‘natural’ evolution and why the use of organised power should be minimised so as not to thwart the further evolution of spontaneous social rules.

In his later works most notably Law, Legislation and Liberty, and The Fatal Conceit, Hayek applies the notion of evolutionary competition not only to the internal operation of markets and liberal institutions but also to the spread of market institutions themselves. Seen in this light, money, private property and trade emerged historically via a process of competitive emulation, and developed largely out of historical accident in those areas where individuals were able to break away from the closed morals of traditional society and to learn to engage with strangers. It was, in turn, the practice of respecting private property and engaging in trade that allowed a highly complex division of labour to evolve, which spread gradually over the centuries, owing to the success of the groups that imitated such practices. 

Whilst Hayek’s account of the evolution of market practices is based on a ‘conjectural history’, there is now considerable evidence from historical and anthropological sources which confirms that many market practices did indeed develop precisely where centralised political structures were at their weakest. North (1990), for example, argues that the conditions of political anarchy in medieval Europe, allowed scope for the evolution of extensive commercial trading relationships, as merchants were able effectively to escape administrative controls. In contrast, the process of cultural evolution in China and in the ancient Mediterranean was effectively choked by the existence of monopolistic political arrangements, which stifled the potential for further evolutionary growth. Such evidence refutes the claim made by many twentieth century socialists, such as Karl Polanyi that the ‘free market’ economy did not emerge spontaneously but was the result of deliberate imposition in the 19th century by a state heady on the ideology of classical economics (Hayek, 1988, p.44; see also Hejeebu and McCloskey, 2000, for a summary of this evidence).

Socialism and the Limits to Reason

For Hayek, it is the recognition that social institutions are often ‘the result of human action, but not of human design’ that challenges the core of socialist theory at the methodological and at the normative level.

At the methodological level the fundamental error of socialism lies in its determination to treat social formations as if they are unitary wholes. The doctrine of methodological holism espoused most notably by Auguste Comte, the founder of modern sociology, is that terms such as ‘society’ and ‘the economy’ correspond to real actors on the social stage. According to Hayek, such theories fail to provide any account of the underlying processes that link individual actions together and hence give the appearance of unity to social formations. Thus,

“The social sciences…do not deal with ‘given’ wholes but their task is to constitute these wholes by constructing models from the familiar elements – models which reproduce the structure of relationships between some of the many phenomena which we always simultaneously observe in real life,”(Hayek, 1952, p.98).

The notion of spontaneous order is fundamental to the task of constituting social relationships and hence understanding what may appear to be holistic entities. In economics, for example, a market which appears to act as if it were a whole, may only be understood with reference to the manner in which the price system links the activities of a myriad participants by transmitting information from one actor to another.  

From a Hayekian perspective, so-called ‘holistic’ approaches to the study of social phenomena are not the only ones guilty of methodological errors. Socialism also finds support from approaches that purport to fall under the canon of methodological individualism but which are equally guilty of neglecting the inter-personal processes by which people acquire and communicate knowledge. The principal culprit here is the rationalistic notion of homo economicus, or as Hayek described it, ‘the bogey of the economic man’ (1948a, p.11). The assumption of the perfectly informed agent with a consistent and fixed set of preferences, which underlies neo-classical economics inevitably leads to the ‘scientism’ and ‘constructivist rationalism’ which views society as amenable to conscious control by an omniscient mind or group. As evidenced by Hayek’s challenge to the ‘given’ knowledge postulate in the socialist calculation debate, such ‘false’ individualism neglects the processes of social learning which enables individual actors to acquire the level of rationality they in fact have.

For Hayek recognising the co-ordinating role of spontaneous ordering processes implies humility on behalf of social scientists and would-be planners. The most that can be understood about such orders are the general principles which connect the multitude of component parts – such as the capacity for new words to enter language via a process of imitation and in markets, the tendency for prices to rise when demand exceeds supply. How specific acts of co-ordination come about, however, and the likely magnitude of changes in the underlying data, may never be known in sufficient detail. The penchant in contemporary economics for developing ever more sophisticated modelling techniques in the hope of generating more precise predictions to inform public policy, is therefore, little more than a ‘pretence of knowledge’, (Hayek, 1978).
That social science must confine itself to ‘explanations of principle’ rather than ‘explanations of detail’, requires that all theories purporting to predict the evolution of society according to so called historical ‘laws’, should be abandoned. Such notions are replete in the socialist tradition and most famously in the Marxist doctrine of historical materialism. For Hayek, evolutionary processes are, outside of their general characteristics, essentially unpredictable and especially so in the sphere of human relationships where the character of future developments is dependent on the battle between competing ideas and where progress can all too easily be reversed owing to error. The latter point is sufficient to refute the charge that Hayek is guilty of an ‘end of history’ mentality that posits evolutionary laws leading to the emergence of universal free market practices (see Gray, 1997; Hodgson 1998, for examples of this charge). Nowhere does Hayek suggest any inevitability about the triumph of the ‘free market’. On the contrary, the idea that social advance is more likely to occur when space is left for spontaneous evolution will have its own fate determined by the battle with alternative social and political theories and the subsequent choices that people make. Hayek’s own normative advocacy of spontaneous ordering processes was itself offered as a corrective to the then dominant influence of the socialist paradigm.

It is at the normative level that the notion of spontaneous order challenges the claim of socialism to represent a truly progressive ideology. For many nineteenth and twentieth century socialists the extent of progress could be judged by how far societal development had been brought under ‘conscious control’ and that dependence on processes that were not the product of deliberate design, such as the market, was evidence of a lingering pre- enlightenment irrationality (Hayek, 1948a,p.11). For Hayek, however, far from representing a progressive social theory, it is the socialist insistence that processes which are consciously directed are necessarily superior to a spontaneous order that is based on an ‘unfounded superstition,’ (Hayek, 1952, p.153). The socialist cliché that ‘society is greater than the sum of its individual parts’ and must therefore be subject to ‘conscious control’, rests on a complete non sequitur. If social wholes are indeed greater than the sum of their parts, then it follows that the constituent elements, even when acting as an organised group via institutions such as the state, can never comprehend all of the factors that contribute to the advance of the whole. Thus

… the inherent weakness of the collectivist theories is the extraordinary paradox that from the assertion that society is in some sense more than an aggregate of all individuals, their adherents regularly pass by a sort of intellectual somersault to the thesis that in order that the coherence of this larger entity be safeguarded it must be subjected to conscious control…It thus comes about that in practice it is regularly the theoretical collectivist who extols individual reason and demands that all forces of society be made subject to direction by a single mastermind, while it is the individualist who recognises the limitations of the powers of individual reason and consequently advocates freedom as a means for the fullest development of the powers of the inter-individual process (Hayek, 1952, p.153).

Hayek versus Marxian Socialism

In the Counter-Revolution of Science, Hayek singles out L.T. Hobhouse and Karl Mannheim as representative of the belief that progress be defined in terms of the extension of conscious planning. There is, however, a more inspirational figure in the socialist lexicon that is the major casualty of Hayek’s critique – that of Karl Marx.  

References to Marx’s work in Hayek’s writings are relatively minimal, but there is little doubt that the intellectual legacy of Marx’s thinking forms the central target of his critique against the primitivism of socialist theory. It is to Marx that we owe the,

 “… substitution of the term society for the state or compulsory organisation about which he is really talking, a circumlocution that suggests that we can deliberately regulate the actions of individuals by some kinder and gentler method of direction than coercion,” (Hayek, 1988, p.108).

Of all socialist thinkers it is Marx who identifies social progress with the conscious control that will come with the advent of socialism. The frequent attacks by Marx and Engels against the ‘anarchy of production’ and the demand for an ex ante co-ordination of economic life, where competition and spontaneous order give way to conscious human design, underlies the view that market society ‘alienates’ humankind from its character as a ‘species being’. According to Marx, ‘true’ freedom requires an end to the subjugation of the worker (and the capitalist) to the ‘blind power’ of the market and its replacement by system where, ‘production by freely associated men, … is consciously regulated by them in accordance with a settled plan,’ (Marx, 1906, Ch1, section 4, p.92.). For Marx, the conditions for such an order are imminent in the historical progression of capitalism itself, with the increasing concentration of industry in the hands of fewer enterprises under  ‘monopoly capitalism’, paving the way for the ultimate overthrow of the market and its replacement with conscious planning.  

Seen in this context, the body of Hayek’s work on spontaneous order constitutes a comprehensive refutation of Marxian theory. The only circumstances in which conscious control would be possible on a society- wide basis would be those where the conditions of economic life are so few and simple that they could be surveyed by a single person or board (Hayek, 1944 p.55). If humankind is to rely on conscious direction as the principal tool of social organisation then it must confine itself to a primitive form of existence. In a progressive society characterised by a complex division of labour there is simply no alternative to a reliance on spontaneous ordering processes. Conscious social control in an advanced civilisation is epistemologically unachievable, the ‘liberating’ potential of such processes is illusory and the notion of alienation, (at least in the Marxian sense) simply ceases to exist. 

Out with the doctrine of the superiority of conscious control must also go the Marxian prognosis for the future of capitalism. The doctrine of the ‘increasing concentration of industry’ is untenable, because there comes a point where the cognitive limits of planned organisations are breached and where more flexible competitors exhibit a market edge. It is for this reason that far from showing a constant tendency towards greater monopoly, the size and number of firms in different industrial sectors varies markedly over time (Steele, 1992, pp.272-280). Ironically, it is the process of market competition itself that must be used to discover and rediscover, in an open-ended manner, how much conscious co-ordination in society there should actually be. 

Hayek versus Communitarian Socialism

Given its record in Eastern Europe and elsewhere, Marxian socialism today finds few serious adherents. This has not, however, prevented key elements of the socialist position from being resurrected under the guise of communitarianism. The latter is readily apparent in the critique of market liberalism in contemporary social democratic writings and the advocacy of ‘citizenship’ and ‘stakeholder’ models of deliberative or participatory democracy which are frequently offered as a ‘third way’ palliative to the alleged excesses of the unhampered market.

Contemporary communitarian theory, inspired by the writings of Jurgen Habermas and Charles Taylor and popularised by writers such as Benjamin Barber (see, for example, Barber,1984), has rescinded the outright hostility to markets evinced by traditional socialism, but has replaced this with the notion that market processes should be kept ‘in their place’ by the collective decisions of the community at large. There is, according to this milder form of socialism a large sphere of goods and services that should not be allocated on the basis of contractual exchange. In an echo of Marx’s theory of alienation, markets are said to  ‘atomise’ or fragment individual decisions, disconnecting people from their communities and preventing them from relating their choices to a shared conception of the good. The individualism of market driven consumerism should, therefore, be checked by a more community centred conception of ‘citizenship’, which encourages people to think collectively about how their behaviour affects the health of the community as a whole. 

Market institutions are also said to take individual preferences as fixed and pre-given and thus neglect the possibility that people can be educated to an appreciation of alternative lifestyles given a context that encourages debate and argument rather than the gratification of individual wants. On this view, institutions should not be evaluated on their capacity to respond to individual desires, but on their ability to transform and elevate peoples’ preferences and values – a process that it is claimed is more likely to occur under mechanisms based on collective rather than individual choice. 
Finally, the use of a common denominator such as money to aggregate individual preferences into an efficient social welfare function is deemed entirely inappropriate where there are incommensurable moral ends involved and where the aggregation of conflicting values is, therefore, impossible. Moral conflicts over resource use should not be considered according to the utilitarian criterion of willingness to pay, but should instead be dealt with via democratic debate and compromise. 

The conception of the market economy implicit in these critiques is understandable when considered against the asocial view of the individual presented by contemporary neo-classical economics. From a Hayekian perspective, however, it is irrelevant to the fundamental issues at hand. Spontaneous order theory rejects the atomistic model in favour of an approach, which recognises the social nature of the individual. Communitarian arguments are, therefore, based on a series of non-sequiturs, which replicate the same intellectual errors characteristic of earlier variants of socialist thinking.

First, to suggest that because social and economic systems are holistically related entities that citizens must be encouraged to think and act ‘holistically’ completely misses the point that it is precisely because human relationships are complexly related wholes that conscious social planning is unachievable. For Hayek, the notion of a ‘socially conscious’ citizen is an epistemological impossibility. The central problem of social co-ordination is to enable people to adjust to circumstances and interests of which they are not and cannot be directly aware – which is precisely the role performed by market-generated spontaneous order. 

A second non sequitur is evident in the claim that economic liberalism assumes that preferences and character are fixed and that to recognise otherwise is to grant the case for social democracy in the preference forming process. As Hayek (1967) points out in his critique of J.K Galbraith’s, The Affluent Society, the case for economic liberalism does not rest on the assumption of ‘given’ individual preferences and a fixed human nature. Far from undermining the case for the market economy, recognition that preferences are fluid strengthens the case for the economic liberalism because open markets are more likely to expose people to new tastes, values and cultural practices than social democratic alternatives. Employing the option of ‘exit’ enables those individuals who dissent from the majority to follow their own ideas without impinging on the ability of those who support the majority opinion to follow theirs. 

The latter point assumes particular significance when it is recognised that much of the knowledge necessary for the transmission of values is of a tacit nature, which cannot be articulated verbally. Minority interests may not be able to articulate what is of value in their modes of living, but may still help to spread successful practices, to elevate tastes and to challenge prejudices if they have the capacity to lead by demonstration. This is, according to Hayek one of the most important functions of the institution of private property, which affords multiple minorities the space to try out ideas, the merits/demerits of which may not be readily discerned by the majority, but from which the latter may then learn. The capacity for such imitative learning is, hampered if not removed entirely under majoritarian social democracy, where articulate persuasion, as eulogised by Habermas and his followers, is seen as the primary source of social communication (see, for example, Habermas 1990).

A third non sequitur is the claim that the use of money prices is inappropriate where there are incommensurable moral ends involved. Hayek’s argument for market prices is not that they facilitate the aggregation of values into a yardstick of social welfare, but that they allow people with conflicting ends to engage in an impersonal process of mutual adjustment. To speak of maximisation or efficiency is only appropriate in the context of an individual household, organisation or firm, operating according to a unitary scale of values and hence what is judged more or less important. The virtue of the market economy is not its capacity to generate an ‘efficient’ set of decisions, but its ability to allow the discovery and pursuit of a range of different and perhaps conflicting values. The common good meanwhile is facilitated by the generation of prices which enables people pursuing a diversity of plans to adjust their actions in such a way which increases the chance that any one of these ends might successfully be achieved. 

Within this context a case can surely be made that it is precisely with the ends that people value most highly that they should be required to make a personal sacrifice, including perhaps a material sacrifice. Thus
“If the people who protest against having the higher values of life brought into the cash nexus really mean that we should not be allowed to sacrifice our lesser needs in order to preserve the higher values and that the choice should be made for us, this demand must be regarded as rather peculiar and scarcely testifies to great respect for the dignity of the individual. That life and health, beauty and virtue, honour and peace of mind, can often be preserved only at considerable material cost, and that somebody must take the choice, is as undeniable as that we are all sometimes not prepared to make the material sacrifices necessary to protect these values against all injury, ” (Hayek, 1944, pp.106-107.)

Each of the above errors is reflective of a wider misunderstanding by communitarian socialists of what should properly be meant by the term ‘community’. For Hayek, community involves the shared identification, morals and commitments associated with the observance of spontaneously evolving cultural rules, including language and social mores such as respect for private property. Nonetheless, while individuals identify themselves through the social practices in which they are embedded, communitarians are wrong to suggest that individual actors are, or should be consciously involved in the pursuit of some ‘communal end’. To speak of a communal end would require that society operate as an instrumental organisation, a sort of super-person that defines the ends of its citizens. The latter conception of social order is according to Hayek, only appropriate to a tribal society operating according to a narrowly defined set of goals. It is, however, wholly inappropriate to an ‘open society’ or catallaxy, where people have communal attachments to the cultural rules and practices which order their behaviour, whilst also having the liberty to experiment in pursuit of a wider variety of different ends.

Anti-Socialist Ethics: The Mirage of Social Justice 

The political consequences that follow from the deficiencies in communitarian thought were to form the centrepiece of Hayek’s work towards the end of his life. Foremost amongst these was the effect of the doctrine of social justice. For Hayek it is not simply that socialism derives faulty institutional conclusions from its view of the human condition but that the entire basis of socialist ethics rests on primitive foundations incompatible with life in the ‘Great Society’.

The Atavism of Social Justice

The notion that the distribution of benefits and burdens should accord with social justice is a theme common to all variants of socialism, past and present, and is usually expressed in the demand that the distribution of income should accord with a particular conception of fairness or merit. From Hayek’s perspective, however, this criterion of justice represents little more than an atavistic throwback to a primitive form of society in which people work according to a narrow and shared set of ends and where the position of each individual in the whole is consciously determined by the group. To judge the distribution of income according to a notion of fairness or merit is only appropriate within a single organisation operating according to a unitary set of ends and in which people are allocated to particular posts or stations in life via the issue of commands or orders. 

The results of a spontaneous order or catallaxy by contrast, cannot be considered just or unjust since they are not based on obedience to specific commands, but follow from the observance of general or abstract rules of conduct, such as respect for property and contract. In this context it is meaningless to refer to the justice or injustice of a particular distribution of income because there is no one distributing agent who could be considered to have acted justly or unjustly and who could be held accountable for the actions concerned. The latter point is what defines life in the ‘Great’ or ‘Open Society’, where people are at liberty to follow their own ends and where the income that they receive is in large part the result of the decisions they take, or fail to take, in response to impersonal market signals. 

In stark contrast to many Conservative defenders of capitalism, Hayek is at pains to point out that the market economy does not distribute resources according to any particular conception of merit, (how hard people try, for example) but with regard to the value of the services they provide to others. Whilst the effort exercised by an individual will increase his or her chance of success in the market, such effort offers no guarantees of success and indeed many who do well in markets may not be considered particularly meritorious. Where innovation and constant changes in the structure of production are a prerequisite of social progress, the rewards that people receive may be determined by chance discoveries and other random events such as a shift in the demand for a particular skill, that have little to do with individual effort. Seen in this light Hayek is at one with John Rawls in recognising that many of the factors that contribute to a person’s income are not things that are ‘deserved’. The genetic inheritance of looks, talents or abilities, the cultural inheritance of being born into an educated family, and the caprice of the market are all determinants of an individuals’ income and life chances, none of which can properly said to have been merited by the people concerned. 

What matters for Hayek’s argument against socialism, is that there is no one standard of moral merit against which the fortunes of individuals can be judged or ranked. Unlike Rawls, Hayek rejects the view that there is any basis for agreement on how to balance all of the multifarious factors which determine a person’s income and status that would accord with a notion of justice. Beyond those with whom we are intimately familiar, we are never in a position to make judgements about the ‘just deserts’ of others.  The great virtue of the market order is that it rewards people according to how much we value their services and not on our view of their personal merits – a judgement we are seldom in a position to take. In a society where people may choose between a range of alternatives offering different remuneration and where the factors that determine what an individual receives are multifaceted, merit is an inappropriate standard by which to judge resource distribution. To presume otherwise is to presume that

“…. We are able to judge …how well people use the different opportunities and talents given to them and how meritorious their achievements are in the light of all the circumstances which have made them possible… It presumes then what the argument for liberty specifically rejects: that we can and do know all that guides a person’s action,” (Hayek, 1960, p.97).

Evolution versus Egalitarianism

Hayek’s challenge to social justice theory extends beyond the claim that in a free society there is no way of judging whether one state of affairs is more ‘ just’ than another, to the substantive purpose that lies behind most demands for social justice – that of attaining a more equal distribution of wealth. From Hayek’s perspective there would be no moral basis for saying that a more equal distribution constitutes evidence of greater social justice. In addition, however, he highlights other deleterious consequences that follow from egalitarian policies. 

First, the pursuit of greater equality, beyond a certain point is incompatible with a progressive and technologically advancing society. The basis of this claim lies not with the reduced incentives that might result from egalitarian measures but with the very nature of technological advance. Technologically advanced products, cannot, in their initial stages of development be made available to more than a small number of people at considerable expense. It is only the possibility that a small number may have initial access to such goods that allows for cheaper methods of mass production to be brought subsequently into existence. Whilst this claim may be greeted by some socialists as a ‘piece of far- fetched and cynical apologetics… a little reflection will show that it is fully valid’, (Hayek, 1960, p.45). It would be necessary in a socialist society to select members of the population who would be charged with trying out new products and entire modes of living, long before it would be possible to make them available to the rest of the population. Unless it is to entirely abandon the goal of material progress, therefore, socialism cannot eliminate a substantial degree of inequality. The principal difference between a socialist order and a liberal society would be that in the former, favoured individuals would be selected by the political authorities, whereas in the latter the accidents of birth and the market process determine the relevant distribution of goods.

A deeper variant of this argument goes beyond issues concerning the dissemination of technological innovations, to the very heart of how human beings learn. Inequality is fundamental to any process that allows trial and error learning and the case for private property and individual liberty rests in large part on the scope they create for evolutionary discovery and learning via emulation. Thus, ‘If the results of individual liberty did not demonstrate that some manners of living were more successful than others, much of the case for it would vanish,’ (Hayek, 1960, p.85). In markets, the unequal results of competition are central to the transmission of knowledge. Whether through luck or skill, the discovery of profit opportunities by some, sends out a signal to other less successful actors and facilitates a learning process where success breeds success, via emulation. Similarly, with regard to family life and cultural/ educational practices the process of transmitting knowledge is in large part dependent on the existence of unequal results which enable the less successful to learn from and to imitate the more successful. Seen in this light, even milder forms of socialism, which purport to establish  ‘equality of opportunity’ in areas such as educational provision, are likely to stultify the process of evolutionary growth. It is precisely the differences in opportunities between people that drive up the general standard of opportunities that are available to all by allowing the space for the discovery of what is better - a process that necessarily requires that some have advanced ahead of others. 

Whether in the realm of technological advance or in the transmission of social and cultural values, Hayek argues that inequality is central to a progressive society. The differential rewards and opportunities that people receive in such a process cannot be considered just or unjust, since evolutionary processes necessarily involve a significant degree of luck (Hayek, 1988, p.74). If socialism tries to eliminate such inequalities then it will stifle the process of evolutionary growth. If, on the other hand socialism accepts the inevitability of inequality then it will face the task of determining the relevant distribution according to some criterion of merit. It is in the latter context that socialism leads to political consequences that few of its adherents wish to see. Confronted with the absence of a complete ethical code and a common standard of merit with which to allocate income and life chances, the pursuit of social justice will take one of two roads. Either, it will degenerate into a sort of ‘bargaining democracy’ characteristic of contemporary welfare states, where competing interests press the government for the realisation of their own particular variant of social justice. Or, faced with the absence of agreement over the merits of different cases, it will lead to the arbitrary imposition of a standard of merit by the political authorities. In the former case the outcome will be determined by the relative strength of the respective interest groups and can scarcely be considered to owe anything to a criterion of justice. In the latter instance, government officials assume the despotic power to determine the life chances of individuals depicted in Hayek’s Road to Serfdom. Here lies the great ethical advantage of the market order over socialism and its pursuit of social justice. While the distribution of income under the market is partly the result of caprice, more than any other conceivable system it minimises the arbitrary power of some to judge on the merits of others. 

Hayek versus the Critics

Hayek’s critique of social justice is one of the most radical elements of his political economy and yet has received relatively little attention from contemporary social and political theorists. In so far as it has received any attention, moreover, this has tended to be of a highly critical nature. While a significant number of analysts are now willing to grant the persuasiveness of his critique of the centrally planned economy and his positive case for the market, few are willing to concede Hayek’s arguments against the pursuit of social justice.

One line of criticism advanced against Hayek’s ethical framework focuses on the claim that market outcomes cannot be judged against a criterion of justice because there is no one agency responsible for the distribution of income and the results are not the deliberate intention of market participants. Lukes (1997), for example, argues that even though market actors are not responsible for the occurrence of the relevant distributive outcomes they are nonetheless responsible for how they react to them (see also, Plant, 1994). According to this view, failure to react in an appropriate way to instances of poverty and deprivation may thus rightly be condemned as unjust.

A second line of critique attacks Hayek’s view that the pursuit of social justice is only appropriate to a tribal society characterised by adherence to common set of ends. Johnston (1997) for example, contends that the pursuit of a more equal distribution of wealth does not require agreement on a shared set of ends. It requires that wealth be more equally distributed but need not make any attempt to specify the ends on which the relevant wealth should be applied. According to this view the pursuit of social justice as a primary aim of public policy need make no more assumptions about the ultimate ends of the actors that make up society than the pursuit of other objectives such as an increase in aggregate wealth. Social justice is a general objective that increases the chance that any one of a number of possible ends may have a chance of being achieved. The latter is, of course, the very criterion that Hayek himself uses in support of the market economy.

Closely related to the foregoing arguments is the view that whilst social justice, in the sense of perfect equality of opportunity, can never be achieved in full, it is nevertheless an objective that is worth striving toward. A complete state of social justice may be unachievable but this does not mean that any attempt to achieve greater social justice must inevitably fail. Hayek’s defence of the market economy is not that it achieves a state of perfect co-ordination but that it is able to achieve a greater degree of co-ordination than might be possible under a centrally planned alternative. To the defenders of social justice there need be no expectation that policies aimed at such a goal will ever achieve a state of perfection, but that they are able to secure a better state of affairs than alternative institutional arrangements (Johnston, 1997). Supporters of this position typically point to the welfare state as the sort of mixed system that provides greater social justice than laissez faire, without ending up with the exercise of arbitrary power found in a command economy. Hayek himself advocates a sort of third way by supporting the provision of a basic minimum safety net– and so say the critics must be appealing to a criterion of social justice in doing so (Johnston, 1997).

The critiques sketched above appear to many commentators decisive objections against Hayek’s position and to some socialists as proof that his views on social justice are not even worth bothering to discuss (see, for example, Haworth, 1994). Notwithstanding the prevalence of this viewpoint, it surely underestimates the basic issues, which Hayek raises. Lukes’s view that the lack of a distributing agent in a market economy should not prevent people from being held responsible for how they react to the distribution concerned, completely avoids the fundamental question of what an appropriate response would be. It is only meaningful to say that people are failing in their responsibilities towards social justice if they are in a position to know what the relevant distribution should be and yet fail to act on this knowledge. For Hayek, the fact that no one is in control of market distributions is inextricably linked to the fact that no one can know what a ‘socially just’ distribution would be. The factors that determine what people receive in a free society are far too complex and varied for people to judge whether one particular distribution is more ‘just’ than another is. This does not, of course, prevent people from responding charitably to particular instances of hardship as and when they encounter them, but in no way can such actions be said to ‘increase’ the level of distributive justice across society as a whole.

Johnston’s line of attack fares little better than that of Lukes. To suggest that redistribution does not require agreement on the ends, to which the wealth is finally applied, ignores the point that the pursuit of an egalitarian distribution in the first place, does require agreement on a shared moral end  - an agreement which does not exist (Feser, 1997, p.592). More important, Johnston ducks the fact that the pursuit of different ends has distributive consequences. This is well illustrated by the confusion apparent in the attitude towards cultural diversity and equality by contemporary theorists of what might best be described as ‘multicultural socialism’. The latter claim to support a commitment to cultural freedom, whilst insisting that material inequalities between different groups are reduced, as a condition of cultural empowerment (Young, 1990). Cultural toleration is, however, incompatible with the pursuit of egalitarian objectives for the simple reason that different cultural practices have different material consequences. A group that rejects the use of technological innovations, as do the Amish in the United States is hardly likely to generate the same number of opportunities for material advancement than a group that believes in technological progress. Attempts to secure ‘equality of opportunity’, therefore, are at odds with cultural tolerance since they necessarily involve interference with the cultural practices of different groups. Either the state must intervene to redistribute away from the materially successful and hence inhibit the pursuit of their ends. Or, it must intervene to change the cultural ends of the poorer groups (see, for example, Kukathas, 2003).

Contra Johnston, it is not sufficient to contend that welfare states, whilst imperfect, are able to achieve a greater degree of social justice than non-interventionist alternatives. Unless it is taken as axiomatic that greater material equality is itself evidence of social justice (and there are questions over the effectiveness of welfare states in achieving even this – see, for example, Choi, 2002) then there is no basis for the claim that such regimes have been able to achieve greater justice in this regard. Welfarist policies involve the redistribution of income but this cannot be considered as evidence that some ‘injustice’ has been ‘corrected’. In order to make such a claim, it would be necessary to have a common standard of merit against which to assess what the distribution of income should have been and how far a polity has moved towards achieving it. It is Hayek’s point that in a society where people respond to impersonal signals and where distribution is affected partly by effort and choice (the decision to work hard, follow one line of production rather than another) and chance (accidents of the cultural environment, genetic inheritance and the caprice of the market) there is no common basis on which to rank different distributive outcomes. Hayek’s own claim for the market requires no such standard. Rather, it is the modest claim that a market economy increases the chance for people motivated by different standards of value, to find others with whom they can conduct a beneficial exchange and that this is evidenced by the general absence of the surpluses and shortages found so pervasively in command economies.

Neither does Hayek’s support for the provision of a minimal safety net presuppose any notion of social justice. On the contrary, it represents a purely pragmatic response to the desire to relieve suffering in situations where the private supply of charitable aid might face insurmountable organisational problems. As such, it has no more to do with the pursuit of social justice than does the provision of other public goods (such as the supply of transport infrastructure) that Hayek allows for in his advocacy of ‘limited government’. 
Conclusion

This essay has sought to explore the elements of F.A. Hayek’s critique of socialism. Whilst few would now deny that Hayek should be credited with highlighting the failures of East European style economies, it has become a commonplace to argue that his insights are irrelevant to the milder forms of government intervention and their theoretical justification that prevail in contemporary welfare states. Hayek himself was aware of this charge, but was convinced that his theories were as pertinent in their application to milder forms of socialism as they were to its ‘hotter’ manifestations. As this essay has sought to demonstrate, whether it is ‘new’ market failure socialism, third way communitarianism, or the continued advocacy of social justice as the primary justification for the welfare state, the Hayekian schema constitutes nothing less than a systematic assault on the foundations of socialist theory in all its various guises and is as powerful and relevant today as it was throughout its authors lifetime.
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� It should be noted that Stiglitz’s account of ‘market failure’ owing to the rational ignorance of market agents fails, even on its own terms, to generate an effective argument for widespread government intervention. One of the central tenets of contemporary public choice theory is that whilst market participants rarely have incentives to become ‘perfectly’ informed, they have considerably more incentives to acquire accurate information than do actors in a social democratic setting. Voters, in particular, have precious few incentives to acquire accurate political information because the outputs of the political process necessarily have the character of a collective good. Remarkably, in works such as Whither Socialism?, where Stiglitz claims to offer a comparative institutions analysis, he makes only one reference (in a footnote – p.304) to the work of James Buchanan (himself a Nobel Laureate), and none to Gordon Tullock, or to any other writers in the public choice tradition.





