
n 

+tists for Hayak 
vvnat happens when a socialist 
applies the insights of Austrian 
economics? 
Steven Honvi tz  

Socialism A '  Hayek, I zy  Beodore A. Burczak, 
Ann Arbor: University ofMicbigan Press, 172 
pages, $19.95 

IN 199s THE economist Peter Boettke 
published a paper titled "Why Are 
There No Austrian Socialists?" He 
intended to prod the devotees of 
Ludwig von Mises (1881-1973) and 
EA. Hayek (1899-1992), the two best- 
known exponents of the pro-market 
"Austrian" approach to economics, 
into articulating their arguments in 
ways that did not reduce them to ide- 
ological shoe pounding. But he also 
wanted to demonstrate to leftists that 
the Austrians' arguments were not 
mere dogma, that they were a series 
of analytical and empirical proposi- 
tions about how the world worked 
that happened to lead to the conclu- 
sion that, if a healthy and wealthy 
economy is one of our goals, free mar- 
kets are the best way to reach it. 

The question in Boettke's title was 
a rhetorical one; he wasn't actually 
proposing a Misesian socialism. But 
in the intervening decade, Austrian 
economics in general and Hayek's 
work in particular have experienced 
a newfound, if sometimes grudging, 
respect. Several scholarly biographies 
of Hayek have appeared.The Society 
for the Development of Austrian Eco- 
nomics now runs the best-attended 
panels at the annual Southern Eco- 
nomic Association meetings, and 
"Hayek Studies" is a growth industry 

confronted Hayek's critique of socialism in a 
sympathetic and sustained way. Burczak, who 
teaches economics at Denison University, has 
produced a slim but very deep volume that con- 
tains the most fundamental challenge to Hayek's 
defenses of the market since his debates with 
the Polish socialist Oscar Lange in the 1930s. 
The book should reopen some conversations 
that have been closed for too long. 

Lange and his allies argued that the com- 
plexity of modern society and the triumphs 
of modern science meant that the unplanned 
"anarchy" of capitalist production had to be 
replaced or supplemented by scientific manage- 
ment. Hayek argued that the very complexity of 
a capital-using economy is what would doom 
attempts to manage it. Burczak's market-social- 
ist hybrid recognizes the power of Hayek's 
critique of central planning and markets' ability 
to coordinate the decentralized activities of indi- 
vidual people. Rather than substituting plan- 
ning for markets, Burczak wants to supplement 
the market: He would stake all adult citizens 
with a rather large hunk of tax-funded wealth, 
and he would mandate worker ownership and 
management of firms.These changes, he argues, 
will enhance the chances that people will live 
"choiceworthy~' lives-that they'll have the 
means and opportunities to make substantive 
decisions about the directions of their lives, as 
opposed to, say, choosing between starvation or 
working for minimum wage. 

yek's critique of planning first came to the 
ore during what is known as the socialist 

calculation debate. Ludwig von Mises opened 
that conversation with a 1920 article on eco- 
nomic calculation and his 1922 book Socialism, 
both of which argued that no state could allo- 
cate resources rationally in the absence of pri- 
vate ownership of the means of production-or, 
more colloquially, that socialism in the classic 
sense was "impossible." Only private ownership, 
Mises argued, leads to a market that can produce 
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ages and waste that plague real-word 
socialist economies are not incidental 
errors that could be corrected with 
better management; they are prob- 
lems endemic to socialist institutions. 

Lange replied in a 1936 paper, 
"On the Economic Theory of Social- 
ism?' Neoc~assical economic theory, 
he argued, demonstrated that a sys- 
tem combining public ownership 
of capital with choice in consumer 
goods and occupations could produce 
a general equilibriurn.The concept of 
"general equilibrium" was relatively 
new at the time but later became cen- 
tral to modern microeconomics; it is 
best understood as that state of affairs 
in which prices for both consumer 
goods and inputs enable all market 
participants to maximize utility or 
profit, and in which all resources are 
allocated with perfect efficiency.This 
combination of markets in consumer 
goods with public ownership of capi- 
tal was dubbed "market socialism," 
and Lange's claim that Mises was 
wrong to declare socialism impos- 
sible carried the day for about 50 
years. Much as Burczak pays tribute 
to Hayek in developing his modern 
version of market socialism, Lange 
quipped that future socialist plan- 
ners should erect a statue of Mises to 

thank him for asking the questions 
they had now begun to answer. 

In a series of papers during the 
next decade, Hayek responded to 
Lange and to others making similar 
arguments.To do so, he attacked the 
idea of general equilibrium itself. 
When economists constructed their 
models of how markets would reach 
general equilibrium, they would 
assume, for the sake of the model, that 
everyone would have equal access 
to information about the economy. 
Lange, Hayek argued, was assuming 
that a socialist planning board would 
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have all this knowledge at its dis- 
posal. But in a dynamic world where 
the information relevant to consum- 
ers and producers is dispersed and 
constantly changing, that isn't a rea- 
sonable assumption.The proper com- 
parison stacks the ability of actual 
competitive markets against that 
of actual planners acting without a 
market, without assuming either has 
the knowledge assumed by economic 
models.Which system is better able to 
discover and convey the information 
that advanced production requires? 
(It is notable that the very same criti- 
cal questions Hayek asked apply with 
near-equal force to many of the mod- 
els mainstream economists use to 
defend both markets and particular 
forms of intervention. That's another 
reason Burczak is attracted to Hayek: 
They share a deep skepticism about 
the modernist, mechanistic assump- 
tions that dominate the field.) 

In*asaptparr.Hqftkfkt 
articulated a theme that would 
become central to the rest of his life's 
work: that economic coordination 
and economic growth are really a 
problem of what he called the divi- 
sion of knowledge. Market prices 
make the often private knowledge 
spread among billions of individu- 
als socially accessible to 0thers.A~ 
Hayek put it in 1968, economic com- 
petition is a "discovery procedure?' 
Markets enable us to discover and 
make socially usable knowledge that 
would, under any other system, be 
inaccessible; they thus make it easier 
to coordinate the plans of individuals, 
households, and firms. 

What consumers value often 
depends more on context than on the 
physical qualities of the good: An suv 
might be highlyvalued by a subur- 
ban resident, while a Manhattanite, 

even one with more wealth, might 
value the vehicle less, especially when 
thinking about having to park it. For 
automobile makers to know how 
many of such vehicles to produce and 
how to price them, they need to know 
far more than the cost of the physical 
components; they need to have access 
to individuals' subjective evaluations. 
In addition, we sometimes cannot 
even articulate our reasons for valu- 
ing what we value, and we need to go 
beyond language in making that tacit 
knowledge socially available. It is our 
decisions to buy, and not to buy, that 
through ever-changing prices enable 
us to make our contextual and often 
tacit knowledge accessible to others. 

It was not until the 1980s and 
'9 os, when the failures of nominally 
socialist regimes around the world 
were too obvious to overlook and 
when the revival of interest in Aus- 
trian economics further refined these 
arguments, that Hayek and Mises 
were more widely acknowledged to 
have been correct-even, famously, 
by the socialist economist Robert 
Heilbroner,who wrote in 1990 that 
"Mises was right." In the years since 
then, the debate has largely qui- 
eted. Hayekians have taken comfort 
in their belief that either nothing 
remained to be said or no one on the 
left understood Hayek well enough to 
fashion a real response. 

.rczak's book demonstrates that 
this sense of securitywas a false 

one.TTaking seriously what he terms 
Hayek's "postmodern economics," 
Burczak combines the Austrian's cri- 
tique of centralized economic plan- 
ning with the "capabilities" work of 
the Nobel Prize-winning economist 
Amartya Sen and the philosopher 
Martha Nussbaum, and with the lit- 
erature on employee ownership and 



self-management by a number of 
economists on the left.The result is 
an alternative vision of socialism that 
he believes can withstand Hayek's 
arguments. 

To get there, Burczak offers a 
fascinating reading of Hayek that 
lines up nicely with the work of 
many youngerAustrian economists, 
including myself, the aforementioned 
Peter Boettke, and others associated 
with the late Don Lavoie and George 
Mason University. Burczak empha- 
sizes that Hayek's economics is dis- 
tinctly different fiom the mainstream 

of the discipline in that it takes s&~c: : 

ously the fact that human,bebgs.me, 
to some degree, socially constrmted. 
That is, we are born into and shaped 
by institutions we did not design, 
especially language, but also markets, 
money, moral rules, the common law, 
and countless digerent social norms 
and practices. 

Combined with Hayek's concep- 
tion of knowledge as fragmentary, 
uncertain, and often tacit, this under- 
standing produces a postmodern view 
of the market that is, in Burczak's 
words, "a type of dialogical process 

that creates an evolving set of inter- 
subjective agreements anddisagree- 
ments about efficient methods to pro- 
duce ever-changing desirable goods." 
Rkher than seeing marketsas mecha- 
nisms achieving perfectly a c i e n t  
equilibria (a modernist metaphor if 
ever there was one) in which every- 
one gets what he wants and no more 
trades need be made, Burczak, chan- 
neling Hayek, argues that markets- 
and all forms of knowledge-are at 
any moment imperfect and transient 
in the face of a variety of subjective 
interpretations.Yet over time, he and 
Hayek claim, markets systematically 
filter in more accurate knowledge 
about the preferences of other indi- 
viduals and the scarcity of resources, 
and in so doing they mter out error. 
Just as scientific processes gradually 
enhance our knowledge even if at any 
given moment they cannot claim to 
possess Truth, markets continually 
enhance value by moving goods and 
services to more highly desired uses 
but at no point can be said to have 
created Value, in the h a l ,  finished 
sense that equilibrium-bound social- 
ists like Lange thought possible. 

Wr#tnghwnt)nm,eurrrdt~ 
that Hayek was right in the debate 
with Lange. Knowledge is more 
than objective, technical informa- 
tion about, say, the components of 
an automobile. It is composed of the 
judgments and wisdom that emerge 
through human communication and 
interaction.The institutions that 
facilitate that communication, such 
as markets, are necessary to human 
flourishing. 

Having accepted the Hayekian 
argument that the market is neces- 
sary, Burczak begins his critique of 
Hayek by asking whether his legal 
theory, and his defense of the market, 
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are as "neutral" as Hayek believed. 
In particular, Burczak challenges 

Hayek's vision of social rules emerg- 
ing through an unplanned but orderly 
process of judge-made common law, 
thus providing a neutral, socially ben- 
eficial legal framework for the mar- 
ket. For Burczak, the evolution of the 
common law is inevitably influenced 
by the subjective knowledge and val- 
ues of jurists. Burczak also suggests 
that markets, specifically credit mar- 
kets, fail to create conditions under 
which all actors can equally take 
advantage of the opportunities they 
uniquely perceive. If true, the lat- 
ter point would undermine Hayek's 
contention that markets "improve 
the life chances of anyone chosen at 

Even those who now call 
themselves socialists 
admit, not always happily, 
that markets generally out- 
perform planning. 
random."The result of both of these 
problems, Burczak argues, is that free 
markets will produce inequities in 
wealth and opportunity that under- 
mine the claim that markets work to 
the benefit of all. 

Burczak's alternative largely rests 
on a theory of social justice derived 
from the "capabilities" literature asso- 
ciated with Sen and Nussbaum.The 
capabilities literature was born from 
dissatisfaction with purely formal lib- 
eral theories of justice, which worry 
only about the rules by which people 
act, rather than the content of those 
actions-thus allowing, for example, 
that it could be perfectly just if a num- 
ber of citizens starve to death because 
no one else is willing voluntarily to 
provide or trade with them for food. 
By contrast, the capabilities literature 
focuses on ensuring that individuals 
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have, as Burczak puts it, the "means 
and resources to develop their capa- 
bilities to lead choiceworthy lives." 
For your life to be choiceworthy, 
you must have sufficient options to 
achieve "vital human functions." 
(What those functions might be is, in 
Burczak's phrase, an "empirical proj- 
ect.") That point is key to Burczak's 
critique of Hayek. 

Uowing the capabilities litera- 
ture, Burczak faults all the various 

strands of the liberal tradition for 
their refusal to believe that individu- 
als can agree on the ingredients of 
the "good life." Burczak believes 
that both history and human nature 
reveal that such agreement is indeed 
possible on at least the means to the 
ends associated with the "good life"; 
such means might include that people 
are '"well-nourished and educated, 
have access to adequate health care 
and shelter, have property that allows 
explorations of one's subjective 
appraisal of beneficial opportunities, 
and possess the ability to participate 
in social institutions and interactions 
with dignity." If so, democratic pro- 
cesses have a role in ensuring we all 
have access to these means to live the 
good life. 

The most obvious policy implica- 
tion here is some redistribution of 
income or wealth, but capabilities 
theorists also argue for minimum 
guarantees of food, health care, and 
housing. Hayek himself argued for a 
minimum income for those who were 
unable to participate in the market 
on their own (and thereby earned the 
wrath of more radical anti-statists), 
but what Burczak calls for is far more 
wide-ranging and resource-intensive 
than anything acceptable to even the 
most moderate libertarian. For exam- 
ple, he approvingly cites Sweden and 

Finland as examples of countries 
with effective approaches to the prob- 
lem of capabilities. No existing liber- 
tarian tent is big enough to endorse a 
Scandinavian-style welfare state. 

The obvious libertarian retort to 
the capabilities approach, which Bur- 
czak does not confront in any detail, 
is that not agreeing on a conception 
of the good life is a virtue of the lib- 
eral order, not a vice. If we agree to 
allow multiple conceptions of the 
good life to coexist, we don't have to 
fight over what the good life is and 
how the spoils to make it possible 
should be divided.That battle would, 
Hayekians argue, impoverish us all, 
including the people such policies 
were designed to help. 

Importmtly, th. UplbiOtkr 
literature goes beyond material goods 
in considering what is required for 
a truly human life, including "par- 
ticipating in social institutions and 
relations with dignity." Burczak 
recognizes that determining what 
this means in practice would be very 
difficult and subject to some of the 
knowledge problems Hayek identi- 
fied.Yet he still defends a kind of 
social democracy where such "foun- 
dational" resources are provided for 
everyone as an6'equal starting point." 
One of his proposals is borrowed 
from Bruce Ackerman and Anne 
Alstott, both ofYale Law School, who 
argue for a "social inheritance" grant 
for each citizen upon reaching the 
age of majority.This grant (they think 
it should amount to $80,000, which 
at the time they were writing would 
have amounted to $250 billion a year) 
would enable everyone to become a 
true "stakeholder" and would pro- 
mote substantive equality of oppor- 
tunity. Burczak argues that this is a 
sort of negative wealth tax that would 



provide substanti#'esources at low 
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or those libertarians who advocate 
a minimal to nonexistent state 

vised on natural rights, responding 
t$ Burczak is easy:Your system would i 

1 golate people's freedoms, and that is 
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bad, no matter the consequences. But 
that response forecloses such libertar- 
ians from persuading someone like 
Burczak-or almost any other social 
scientist who judges policies and 
institutions by how well they perform 
and not by abstract rights-to become 
more libertarian. Although Hayek 
himself wasn't always radical in his 
views, you can use Hayekian insights 
to make the case for a very radical lib- 
ertarian vision. 

One question a Hayekian might 
ask is whether the democratic state 
can actually achieve the outcomes 
required by the capabilities approach. 
Is the state really better than civil 
society at improving the nutrition, 
health care, or housing of a popu- 
lation? Burczak spends little time 
confronting concerns about whether 
self-interested political actors can 
produce the outcomes they promise. 
After all, we have already put into 
place a number of programs designed 
to do some of that work. Their track 
record is mixed at best: Although 
public schools, for example, were 
intended to make education acces- 
sible to everyone, the worst ones are 
often found in inner cities and rural 
areas, replicating the very inequities 
that public education was supposed 
to reduce. 

If Burczak is a bellwether, his 
book suggests the debate over mar- 
kets vs. socialism will become more 
and more empirical. Do uncon- 
strained markets produce outcomes 
for the least well-off that are at least 
as good as could be produced under 
other economic systems? Can politi- 
cal processes achieve the goals that 
critics of markets would like? Look- 
ing again to schools, it's telling that 
vouchers and other alternative educa- 
tional arrangements tend to be popu- 
lar among the inner-city poor-and, 

when put in place, have had more 
success than traditional public 
schools in improving outcomes for 
that same group. Similarly, the dereg- 
ulation of the telecommunications 
market has brought cheap and porta- 
ble voice and data communications to 
millions of poorAmericans, making 
their lives more "choiceworthy" by 
increasing their connectedness to the 
rest of the world. 

h i r o l n a ~ , ~ b n . I m y .  
been the questions at the center of the 
grand debates in political economy, 
but for most of the 20th century the 
ground staked out by socialists was 
much farther away &om the ground 
free marketeers defended.The con- 
tinued narrowing of that gap reflects 
the success of Mises, Hayek, and 
many economists and activists who 
followed them. Even those who now 
call themselves socialists admit, not 
always happily, that markets gener- 
ally outperform planning, arguing 
simply that there are exceptions 
(medical care and the environment, 
among others) that require interven- 
tion. For most of the 20th century, 
this general acceptance of the market 
would have made them nonsocialists 
by definition. No one was going to 
the barricades in order to subsidize 
health insurance and hybrid cars. 
With Burczak's book, the gap nar- 
rows even more, as his accurate and 
respectful treatment of Hayek pro- 
duces a post-Hayekian socialism that 
is not all that far from a free market- 
and that opens up the possibility of 
fruitful new debates in the future. 1 
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