
320 

PLANNING ANO 

AUSTRIAN TH EORY 

Hayek, Friedrich A.: 
The Road to Serfdom, The Univer­
sity of Chicago Press, Chicago & 
London 1972 (1944), 248 p. 

Lavoie, Don: 
National Economic Planning. 
What is Left?, Ballinger Publishing 
Company, Cambridge 1985, 291 p. 

Lavoie, Don: 
Rivalry and Central Planning. The 
Socialist Calculation Debate 
Reconsidered, Cambridge Univer• 
sity Press, New York 1985, 208 p. 

Lutz, Vera: 
Central Planning for the Market 
Economy. An Analysis of the 
French Theory and Experience, 
Longmans, Green & Co Ltd., Lon• 
don and Southampton 1969, 194 p. 

The classical book on Austrian 
theory concerning comprehensive 
planning is "The Road to Serf­
dom" by Friedrich A. Hayek. ln the 
introduction Hayek says that he 
has written the book to warn 
against the dangers to freedom, 
which he had noticed when com­
paring his own impressions of the 
development of the United King­
dom and the United States to that 
of Germany during the time Just 
before World War 11. These 
dangers were hidden in the ideas 
and in concrete implementation of 
social planning. Hayek wanted to 
pay attention to the contradiction 
between the basic ideas behind 
the western civilization on the one 
hand and those of socialist think­
ing on the other. 

Hayek starts his book by review­
ing the development of the west­
ern civilization which according to 
him was based on economic free­
dom of individuals. The success of 
the policy of freedom also became 
the cause of the decline of liber­
alism. ln his book Hayek tries to 
show how people's attitudes 
gradually turned away from the 
principles of old liberalism. Hayek 
is very critical of socialism be­
cause socialist thinkers confused 
the concept of liberty with the con­
cept of power when demanding an 
equal distribution of wealth. So­
cialism in this sense is a great uto­
pia which is impossible to com­
bine with true liberty. 

Hayek identifies socialism with 
collectivism or takes it as one as• 

pect of collectivism. lt is then pos­
sible to use the measures of col­
lectivism in different connections 
and accordingly, also economic 
planning as a substitute for pro­
duction at a profit can be connect­
ed to various ends. Hayek com­
pares liberal and collectivi stic 
views in relation to pianning. A 
liberal pian means that within the 
most rational permanent frame­
work various activities are con­
ducted by different persons ac­
cording to their individual plans. A 
collectivistic view on the other 
hand leads to central direction and 
organization of ali activities ac­
cording to some consciously con· 
structed pian. Liberal development 
also requires state activity, but 
only to make competition as effec­
tive and beneficial as possible. 
One of the most important prelimi­
nary conditions of competition is 
a legal framework. 

Hayek denies the inevitability of 
planning - the statement which 
has been based on certain fea­
tures in the social development. 
According to Hayek there is no­
thing in social evolution which 
would require planning. Argu­
ments for planning have been 
based on two main explanations. 
lt has been said that technological 
changes have led to the impossi­
bility of competition, which in turn 
leaves planning as the only choice 
for governments. On the other 
hand it has been argued that mod­
ern civilization creates problems 
which cannot be solved in any 
other way than by planning. Hayek 
emphasizes that the movement to­
ward planning follows from 
deliberate action and, furthermore, 
there are no such inevitabilities in 
social evolution that would make 
planning the only possible choice. 

Hayek continues his argumen­
tation by reviewing the relation­
ship between planning and 
democracy. According to him 
there is a contradiction between 
planning and the system of majori­
ty decision making of democracy, 
and what is more, the development 
of a comprehensive planning sys­
tem will lead to totalitarian ad­
ministrative arrangements. Power 
concentrates more and more in 
the hands of experts, and at the 
same time democracy reiinquish­
es its own power and also its base 
of legitimacy. These thoughts of 
Hayek resemble partially the views 
represented later by J0rgen Haber­
mas and Claus Offe and therefore 
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their comparison would be rather 
lnteresting. 

According to Hayek collectivis• 
tie economic planning ruins the le• 
gal framework based on the prln• 
clple of the Rule of Law. From this 
principle follows that the state 
should not leglslate rules on an ad 
hoe basis. lt should not only estab­
lish rules applying to general types 
of situations but also allow free­
dom to individuals in everything 
which depends on time and place. 
Planning on the other hand in­
volves deliberate discrimination 
between particular needs of differ­
ent people. The expansion of plan­
ning involves the limitation of ln­
dividual freedom, and, moreover 
the concentration of planning 
power leads to a totalitarian state. 

While the planner is forced to 
extend his control ali the time, he 
is also forced to decide the rela­
tive importance of the different 
groups and persons. Planning re­
quires the creation of a common 
view concerning the order of 
values and therefore the restric­
tion of people's materia! freedom 
immediately affects their spiritual 
freedom as well. 

Economic security is the other 
side of the coin in a way. Accord­
ing to Hayek it is not possible to 
guarantee the economic security 
of a minimum income to all in a 
free society. On the other hand, it 
is possible to guarantee the partic­
ular income people are thought to 
deserve. The state can also, in a 
limited way, take part in providing 
greater security for the people. 
This should be arranged outside 
the market and competition and 
without interfering in their func­
tioning. The provision of economic 
security to one group by interfer­
ing with the market system leads, 
according to Hayek, to greater ln­
security to others and, further­
more, it leads towards a hierarchi­
cal and restrictive, military type or­
ganization of society. 

Hayek clarifies the fear of 
totalitarianism connected to com­
prehensive economic planning by 
explaining its relation to the con­
cept of power. Collectivism is al­
ways elitist by nature ln practice. 
While aiming at economic free­
dom it also aims at power. Politi­
cal power serving one single unl­
fied pian means, according to 
Hayek, an absolute form of power 
compared to the decentraiized 
economic power in the hands of 
individuals. The concentrated po-
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litical power becomes absolute be­
cause it regards individual rights 
and values as subordinate to lhe 
ends of the soclety or nation. ln a 
sense the individual becomes a 
means serving some higher ends. 

Hayek continues his hard cri­
tique by taking up the role of 
propaganda ln collectivislic plan­
ning systems. Propaganda is need• 
ed because the planning authorl­
ties have to justify their decisions 
to people. Along wilh the values 
also the tacts have to be covered 
by propaganda. This leads to the 
concept of truth which ls some­
thing laid down by the aulhorilies. 
The growth of reason follows from 
the interaclion process between 
individuals consisting of the 
change of differenl views and 
different knowledge. 11 is a para­
dox of colleclivism that while il 
evaluates reason as supreme il 
destroys il by its totalitarian 
propaganda which prevents the 
growth of reason. 

ln the nexl paragraph Hayek 
shows thai the roots of Nazism in 
Germany are originally socialisl. 
Among those scholars whose 
ideas led to Nazism Werner Som­
bart can be mentioned as an exam­
ple. Hayek pays attention to the 
German idea of the state where in­
dividuals had no rights but only 
duties. This Idea was followed by 
the socialisl admiration of organi­
zalion as the essence of socialism. 
Hayek continues this discussion 
by reviewing some English writers 
who had, at the time he was writ­
ing the book, the same kind of 
thoughts as their German counter­
parts had had at the beginning of 
the century or even earlier. They 
where dangerously enthusiastic to 
organize everything scientifically 
by planning. ln this paragraph 
Hayek also analyzes the develop­
ment of the state monopolies as 
one step towards totalitarianism. 

Furthermore, Hayek criticizes 
totalitarian views because they do 
not want to accept that the produc­
tion of our civilization is based on 
some unknown forces and not on 
the conscious decislons of an in­
telligent being. The aim to master 
the forces of society in the same 
manner as the forces of nature is 
doomed to fail. Hayek thinks that 
the centralizing tendencies of col­
lectivism destroy the moral basis 
of indivldual virtues on which the 
Western civilization has been 
based for a very long time. This 
kind of development will lead to 

discrimination ot minorities, and, 
moreover the moral choice of the 
individual will be reduced to the 
periodical election of representa­
tives instead of protecling in­
dividual values. 

ln the last paragraph of his book 
Hayek has according to his own 
words "gone beyond its (i.e. thai 
of the book, author's remark) es­
senlially critical task". ln this para­
graph he describes an internat­
ional economic order by the 
means of which military conflicts 
between nations could be avoided. 
Hayek suspects the possibilities 
of having lasting peace lf states 
have unfettered sovereignty in the 
economic sphere. The paragraph 
is also some kind of critique of the 
ideas of planning on the world 
scale, which would meet even 
greater difficulties than planning 
on the level of nations. The best or­
ganizational form for the interna­
lional order would be some kind of 
federation, the authority of which 
should be circumscribed by the 
Rule of Law. These arrangements 
should become a safeguard 
against both the tyranny of the 
state over the individual and the 
tyranny of a super-state over the 
national communities. The idea of 
federation is interesling when con­
sidering the recent development in 
Europe. 

After reviewing the latest de­
velopment in Eastern Europe one 
is quite convinced thai if taken as 
a prediclion Hayek's views have 
shown their value in many 
respects. Connected to this it 
should not be so amazing that 
many of the wrilings published af­
ter "The Road to Serfdom" and 
dealing with comprehensive plan­
ning from the Austrian point of 
view are at least partly a continu­
ation of Hayek's thoughts. On the 
next pages some of these ap­
proaches are reviewed paying spe­
cial attention to the development 
of Hayek's ideas. 

Don Lavoie has written two 
different volumes in the 1980s 
dealing with planning. ln "Nation­
al Economic Planning: What is 
Left?" the core of the book is to 
critically analyze the relationship 
between radical perspectives con­
cerning the development of so­
ciety and the role of plannlng in 
this process. Theoretically the 
book is based on the development 
of the Hayekian line of thought. ln 
the second chapter the co-ordi­
nation of economic activlty and 
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the co-ordination mechanisms in 
society are analyzed. Lavoie com­
pares three different mechanisms 
whlch are tradition, market and 
planning. The next chapter is 
devoted to the analysis of knowl­
edge, lts position ln the market 
process and its problematic and at 
the same time crucial position 
when the possibilities of econom­
ic co-ordination through planning 
are evaluated. The criticism of the 
control ot economic activity 
through planning is formulated 
into two problems: a knowledge 
problem and a totalitarian prob­
lem. The former is based on the 
subjeclivist nature of information 
in economic processes and the lat­
ter on the threat of the centraliz­
ing tendencies seen as an inevita­
ble feature in the development of 
a planned society. 

Almost hait of the book deals 
with three versions of noncompre­
hensive views of planning based 
on the discussions which have 
taken place mainly in the United 
States. The most interesling of 
these perspectives from the Euro­
pean point of view is perhaps the 
one concentraling on aggregative 
data gathering. ln this conneclion 
also the input-output method de­
veloped by Wassily Leontief is 
presented as a kind of critique to 
the simpler data gathering models. 
Leontief's input-output method ls 
naturally interesting because it 
has been put into practice in 
France, Japan and the Soviet 
Union. The other two alternalives 
of noncomprehensive planning are 
called economic democracy and 
reindustrialization. Their basis is 
merely ln the debates which have 
not reached Europe so much. At 
the end of his book Lavoie raises 
an interesling question i.e. if the 
Left is aiming at really radical so­
lutions concerning the develop­
ment of society, is planning a 
suitable solution at ali? 

The other volume published by 
Lavoie is "Rivalry and Central Plan­
ning. The Socialist Calculation De­
bate Reconsidered." The aim of 
this book is to reexamine the so­
cialist calculation debate of the 
1930s. This debate originates from 
Ludvig von Mises's criticism of 
Karl Marx's theories. Lavoie con­
centrates on the mlcroeconomlc 
aspects of central planning theory. 
Mises claimed that economic cal­
culation was a problem for so­
cialist planning if the economy 
was not in equilibrium. According 
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to Lavoie Mises's ideas have been 
misunderstood because it has 
been claimed that according to 
Mises socialist economy ls not 
able to allocate resources ration­
ally. Lavoie wants to reexamine 
the debate because he thinks that 
the debate is more important for 
the economic theory than is usual­
ly believed. On the basis of the de­
bate it has only been claimed that 
it is not possible to solve the great 
controversy between capitalism 
and socialism by the economic 
theory per se. 

Lavoie tries to show in his study 
that the differences on planning 
between the views of Marxists, 
Austrians and neoclassical market 
socialists are based on their atti­
tude towards economic rivalry. 
The study begins by a chapter 
dealing with Marx's socialism and 
his critique of rivalry. According to 
Lavoie Marx's view of central eco­
nomic planning is implicit in his 
criticism of capitalism, and, what 
is more, his concept of central 
planning is quite extreme among 
socialists. Marxists condemned 
rivalry; nevertheless they under­
stood - as Austrians - that 
capitalism is always in a condition 
of disequilibrium. Marx had the 
view that the anarchic capitalism 
was formed of elements of order 
and elements of chaos. He criti­
cized the imperfect system of 
capitalist co-ordination which 
Hayek later called a spontaneous 
order. The means to stabilize eco­
nomic activity was for Marx central 
planning. For him socialism meant 
the abolition of all market rela­
tions. 

Mises's focus in his challenge 
was the Marxian view of central 
planning; in addition he empha­
sized the need for price informa­
tion through money prices. The 
calculation problem emerged in 
moneyless central planning be­
cause the evaluation of the com­
ponents of the production process 
is impossible without money 
prices. lt is central to Mises's 
whole argument that the economy 
is never static but continuously 
changing. Human mind is not 
capable of consciously undertak­
ing the whole of a complex and 
changing production process. The 
complexity of advanced techno­
logical production demands quan­
titative economic calculation. A 
calculation unit should be univer­
sal in the entire production proc­
ess and it should be homogene-

ous. The soclalists' aim to substi­
tute labor time for money was 
doomed to fail according to Mises 
because the labor was heterogene­
ous and it was unsuitable in ac­
counting for nonreproducible, 
nature-given factors of production. 

Lavoie reviews then in the next 
chapters two responses by the 
market socialists to Mlses's chal­
lenge. The common denominator 
for them is that they are mathemat• 
ical solutions. The first alternative 
is called the equation-solving so­
lution and the second the trial and 
error solution. From the Austrian 
point of view these solutions can 
be considered statlc ln the sense 
that neither of them takes into ac• 
count any of the complications en• 
tailed in the continuous unexpect­
ed change of the economy. The 
static analysis was contrary to the 
dynamic primary interest of Aus· 
trian economists which has al• 
ways lain in the most suitable in• 
stitutional environment for the 
market process to co-ordinate the 
plans of its participants in the best 
possible way. 

The equation-solving solution 
was suggested by the early market 
socialists whereas the later 
representatives of market social· 
ism took up the competitive solu­
tion to Mises's challenge. ln their 
"trial and error" procedure the de• 
cision making about the prices 
was decentralized to the level of 
plant managers. From the Austri­
an point of view the market so­
cialists did not pay enough atten­
tion to the conflict between the de­
centralized decision making and 
the idea of common ownership of 
the means of production. ln addi­
tion they could be criticized for not 
paying attention to the practical in­
stitutional mechanisms by which 
the ideal of central planning could 
be achieved. 

ln the final chapter of his book 
Lavoie shows that contrary to the 
usual view of the calculation de­
bate the criticism by Hayek and 
Robbins of the market socialism 
was consistent with Mises's own 
reactions. Hayek and Robbins 
pointed out that the problem of a 
planned economy was its ability to 
disperse the relevant information 
for the economic decision making 
in the absence of the process of 
rivalry. According to them compe­
tition required private ownership 
of the means of production in or• 
der to serve as a discovery proce• 
dure. Based on the misunder• 
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standing of the Austrlan view• 
points the calculation debate 
never came to any resolution. 
Lavole thinks that thls debate 
should be reconsidered to under­
stand its meaning to the economic 
theory and especially to the ideas 
concerning the possibllltles of the 
planned economy. 

The last volume in this book re• 
view is "Central planning for the 
market economy" authored by 
Vera Lutz ln 1969. The subtitle "An 
Analysis of the French Theory and 
experience" describes lts content 
in more detail. So the volume ls 
about the French lndicatlve plan­
ning. The central idea of indicative 
planning is that the means used in 
the planning process are not of 
coercive nature. The main aim of 
the planners is to anticlpate the fu• 
ture development. Results of pian• 
ning are usually in the form of fore• 
casts. The self implementing na• 
ture ts emphasized in the indica­
tive planning according to Lutz. To 
use the terminology of Lavoie in• 
dicative planning is one form of 
noncomprehensive planning. lt 
can be connected to the aggrega• 
tive data gathering of Leontief type 
if compared to the division of non• 
comprehensive forms of planning 
described above according to 
Lavoie. 

ln the first part of her book Vera 
Lutz describes the French pian• 
ning system ln detail. She reviews 
some facts concerning the histor• 
ical development of planning ln 
France. After an overall survey 
deallng with the machinery and 
methods of planning she gives a 
detailed description of the ex• 
ogenous instruments used in the 
planning process. The second part 
of the book deals with the record 
of the plans until 1965. ln this em­
pirical part the forecasts and tar­
gets are compared with the perfor• 
mance ot the plans in reality. 

The third and fourth parts of the 
book are perhaps the most in• 
teresting from the Austrian point 
of view. This part constitutes of 
the crltique of the theory of plan­
ning for the market economy 
based on the French development. 
According to Lutz a liberal or 
noninterventionist planning does 
not exist. She continues that it is 
impossible for an individual pian 
to save market lnstitutions and 
mechanisms. An essential part of 
competitlon is the competition for 
the forecasts of the future de­
velopment. lt ls possible to say 
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that the heterogeneous views con­
cerning the future development 
are an inseparable part of the mar­
ket economy. AII the competltive 
processes in the market economy 
are based on decentralized action. 
The decentralized forecasts mini-

mize errors and accordingly risks 
in economic activity compared to 
the centralized alternative of the 
French type. The conclusion of 
Lutz is typical for the Austrian 
economists: lt is not possible to 
connect the philosophy of liberal-
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ism to the philosophy of the 
planned economy. The important 
point 1s that she bases her conclu­
sion to the analysis of a noncom­
prehensive form of planning. 

Kari Kuoppala 


